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EXECUTIVE SUMMARY '
\\2£§ Independent research and development (IQID) is contractor

'initiiféd and conducted research and development effort not Lf,

sponsored by a contrac: or grant. The DOD recognizes Ig‘b-

b ' as a rormal cost of business and accepts its reasonable and il
% | allocable share of these costs. The major defense contrac- ﬁ
M, tors incurred over $1 billion in IR&D costs in 1974 hnd :ﬂ
| :
, recovered over $450 million of these costs froim the DOD. The ¥

REieaas. e i

allowability of IR&D costs and bop policy and administration

of this area have been and aré controversial. Ty

§ o ——————— x o -

The purpose o{athis report 1»99'1;8— present_,-)an overview of
20D Igin policy and administration. The evolution, current %
status,(und majox i

o vl “ l“)
113htec4 IR&D can be traced back to 1940 and has been an

areas of existing controversy are High- ri

allowuble cost in one torm or fnothetr on negotiated DOD con-

tracts since that time, The early DOD IR&D policy appears to
have evolved rather naturally dlong with the other cost 'mi

principles through about 1959, However, the IR&D cost prin-

rlples which were issued in 1959 were imwediately controversial,
While the 1938 cost principles remained in effect for over a
decade, there was continuous effort to devise better cost
principles throughout the 1960s. 1Initilally, the effort
recelved 1liitle attention, However, in the mid-19508 the

Army Audit Agency and, then, the GAO guestioned some aspects

of DOD policy and administration of IR&D, Finally, in the

late 19608, Congress Lecame directly involved, and ultimately,
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imposed guidelines for DOD IR&D policy.
The current DOD. policy and administration 1s a direct out-
come of the extensive activities of the 1960s and is summarized

. | ' in this report. While a period of calm might be expected after e ’

the activities of the 1960s, such has not developed., IR&D is
| more controversial now than ever beforu, Senafor Proxmire is

suggesting additional legislative restrictions on IR&D,

Further, the GAO, the Deiense Science Board, the Commission on o
Government Procurement, Admiral Rickover, Dr. Curfie, and many
others have expressed their views on IR&D, The major areas |
of current controversy are identified and briefly discussed
in the report and the positions of the major partiéipanté in
(f\(ﬂ'\ _the IR&D dialogue identified. ‘ |
‘x\\ '“'“Miﬁ'sﬁ;ﬁdki, thékgprrent DOD policy appears to‘be a
reasonable balance of 1he needs forfgood stewardship of the
taxpayer's funds and the needs forja strong technological
' base. Major shifts in policy, whether to the more liberal i
% extremes advocated by the industry or the more restrictive
i ' extremes advocated by Scnator Proxmire and Admiral Rickover,

@ I would probably be detrimental to the best interests of the

Departnent of Defense.
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-SECTION I

INTRODUCTION

Independent research and development (IR&D) is con-
tractor initiated and directed research and development
effort not sponsored by or required in performance of a con-
tract or grant, It includes the full spectrum of R&D effort
from basic research to development and encémpasses system
and concépt formulation studies,

Essentially all contractors do IR&D whether or not they
do business with the DOD. When you buy a car, toaster,
washer, soap, and so forth, a part of the price is used by
the company to support its IR&D program. Thus, IR&D is an
ihtegral element of the commercial market place. The same
practice is followed for cowpetatively-priced DOD fixoed-
price contracts, In this case price competition is thought
to insure the reasonableness of the'elements of cost, such
as IR&D, However, for negotlated contracts and, especially,
cost reimbursable contracts, there is a basic dilemma
involving the DOD's need to ", . . stimulate innovation in
an unconstrained fashion and obtaln a reasonable assurance
that tax dollars thus gpent result in effort of broad
national value as opposed to undue enrichment." (Ref. 1,

p. 40) This, then, is the essence of the continuing debate
on the DOD IR&D policy and administration. The debate is

far from academic since substantial resources are involved,




. The major defense contractors spent $1,148 million for e
IR&D in 1974, Of this amount about $457 million was recovered -
from the DOD, The rest of these costs were recovered mainly
from commercial customers and a small amount from other ';f

Government agencies, Hence, this is an area of substantial

DCT investment. : _ . _f
" The DOD currently recognizes IR&D as a normal cost of

doing business. Through this support the DOD seeks to:

"1, Assure the creation of an environment which
encourages development of innovative concepts for
: Defense systews and equipment which complement and
! : broaden the spectrum of concepts developed internally 3
' to DOD, -

%ﬁ;' : 2, Develop techanical competence in two or more con-
a1 tractors who can then respond competitively to any one .
requirement DOD seeks from Industry. ' >

3. Contribute as appropriate to the economic stability
of its contractors by allowing each contractor the
technical latitude to develop a broad base of tech-
nlcal products." (Ref. 2, p. 2)

-
2
e i~ g s -

o AR 4

fﬁj _ ' Reasonable and allocable amounts of contractor incurred IR&D
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costs are thus accepted as indirect costs on DOD negotiated
contracts, . A

Independent research and development is important to
the DOD program manager for several reasons. First, IR&D :
contributes significantly to maintaining a viable technology . -‘ ?§
base in the defense industry which the DOD is dependent upon "‘ . |
for system development and production. Second, IR&D is a ;ﬁ

vital element in the process of translating military needs

T RTINS T TG W et vy W WL g ameeme g
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into technology and system needs during the conceptual -

phase of.the system acquiéition process, Third, IR&D often
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& . !
m
-ﬁf } - provides alternate technical solutions to problems encoun-~ ;
Ls ? tered during later phases of a system development, Finally, _ i ,ﬂ
ZE é IR&D consumes on the average about two percent of every i_
i& § | RDT&E and procurement dollar spent by the program office. . 5
rgi. [ . Thus, while the greatest IR&D contribution occurs early in L
{$i % the acquisition process, it is an area which should be '? f
'5; § recognized by the program manager as a potential source of ? ”{
.:& :f valuable technical information and a consumer of program % -?
32* ; resources, ; 9
iﬁ . E The purpose of this report is to present an overview | ;
?, ; of the DOD policy for and administration of contractor IR&D, f ?
ﬁ- §t To understand the current DOD policy and administration i *E
3; g. requires an appreciation of the evelution of DOD policy in ’ l?
? .é this area, IR&D costs, by whatever name they happened to ! J;
?_ 5, be called, have beeg anllowable in some form since 1940, ; 4
i‘l §‘ The changes in po}icy were relatively evolutionary during } {f
;f g the early years. However, there was an extensive dialogue j .
. on IRD policy during the 1960s which ultimately led to ;
'ﬁﬁ %1 Congressional involvement and legislative action. The i ?
3 g’ current DOD policy and practice are a direct product of the E';j
| dialogue of the 1960s and the legislative restrictions 3 :
i %_. imposed by Congress in 1970, Notwithstanding the extensive g ;
w: Eﬁ ‘ discussion of IR&D policy in the 19608, IR&D is more con- ? !q
:; &” troversial now than ever before. The various phases of DOD i ;
P o 4

policy on IR&D are directly related to the IR&D cost
principles in use during the period. A brief summary of the

evolution of the IR&D cost principles is presented in the

. qui o ol ez o
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following paragraphs,
1.1. Treasury Decision 5000 (1940)

Independent research ind development (IB&D) costs have
been recognized in some form since Treasury hecision (Tb)

5000 sppeared in August 1940. TD 5000 wae published as a

"cohsequence of the Vinson-Trammel Act and included cost

principles for use in determining excess profits, These
cost prinéiples were used by the DOD as a guideline for

determining the allowability of cost in some cost reimburse-

| meht contracts. These principles included language recog-

nizipg contractors' indirecrt engineering expense as an
allowable cost., (Ref. 3 and Ref. 4, p. 1)
1.2. Green Book (1942) |

In April 1942 a new set of cost principles was pub-
lished in a samall green booklet titled "Explanation of
Principles for Determination of Costs Under Government
Contracts." (Ref. 5) ‘The principles had been prepared
under Navy cognizance and generally followed TD 5000 in its
treatment of allowed costs. These cost principles gradually
replaced TD 5000 for most cost-type contracts that were
written after April 1942,

Included in the Green Book under the heading of

"Engineering and Development' was. the following statement:

'~ "32, Distinction has previously been made between
engineering services related immediately to manufactur-~
ing operations (shop engineering expense) and research,
experimental and development costs not related to
current manufacture but devoted to future improvement
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in and application of products. The cost of the latter
research and experimencal development work may be
absorbed in manufacturing cost on a regular basis by
means of absorption rates, on the principle that these
activities are usually maintained under a consistent
program independently and apart from current manufac-
turing operations, and that their benefit relates to
products on a uniform scale over a period of years
more properly than according to actual expenditures
in any given year. When these costs are deferred or
capitalized in conformity with a consistent pilan,
reasonable allocation may be treated as a cost of
performing a contract.
"33, Alternatively, when it is the policy to charge
off actual research, experimental and development
expenses currently in each year rather than to use
stabilized absorption rates, a reasonable portion
thereof may be allocated to the cost of performing
the contract.'" (Ref. 5)
As the language indicates IR&D could be charged at a rate
which would understate the costs in scome years and overstate
it in other years. On the other hand, IR&D could be charged
off as a current year expense., However, both methods could
not be used simultaneously. These cost principles governed
the recovery of costs for IR&D until the Armed Services Pro-
curement Regulation was issued in 1949, (Ref. 4, pp. 1-3
and Ref. 6, pp. 10-11)
1.3, Armed Service Procurement Regulation (1949)
The Green Book was superseded by the initial publica-
tion of Section XV of the ASPR in March 1949, Section XV
provided standardd for the determination and allowance of
codts 1in connection with the performance of cost-
reimbursement type contracts. It included examples of
allowable and unallowable costs which impacted IR&D-type

work:

P R P
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"15-204. Examples of Items of Allowable Costs

I (8) Research and development specifically
applicable to the aupplies or services covered
by the contract,

15-205., Examples of Items of Unallowable Costs

(J) General rescarch, unless specifically
provided for elsewhere in the contract.

15-502. Examples of Subjects Hequiring Special
Considerations

(m) Research programs of a general nature."
(Ref. 7)

In applying these cost principles several problems
developed. First, difficulties were encountered in determ.
ining whether R&D costs were specifically applicable to the
supplies or services covered by the contract. Some con-
fracting officers took a narrow view of these provisions
and believed the work had %o be required by the contract to
be allowable, Others held a broader view. Second, sonme
contracting officers interpreted the phrase "general research"
as including both independent research and independent
development and only allowed IR&D costs when provided for in
a contract clause, (Ref. 4, pp. 3-5; Ref. 6, p. 11)

These difficulties gave rise to a practice on the part
of some contractors, who expucted to be awarded numerous
contracts, of negotiating separate agreements covering IR&D
costs for periods of up to three years, Contracts negotiated

aubsequently'incorporated these agreevients as a contract

clause. This procedure precluded repeated negotiations of
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this element of cost. 1In return for this consideration, the
contractors sagreed tb proﬁidé technical information for
review by the Government, This practice was a precursor to
the advance sgreements of later yeuré. (Ref. 4, p; 5)

Beginning in the mid-1950s there was considerable
pressure on the DOD to develop & hew sef of cost principles
which would give both more precise policy guidance and would
be applicable to all types of contracting or contract settie-
ment types. The final product required several years to
develop but in November 1939 a complete revision of Section
XV was published. (Ref., 8)

1.4. Revised Section XV, ASPR (1950)

This 1ovision of the IR&D cost principles was prepared
during the aftermath oif Sputnik when there was a general
feeling that R&D should be encouraged. Thus, the new cost
principles recognized both independent research (IR) and
independent development (ID) as allowable to the extent
that they were reasonable and allocable. IR was to be
allocated to all work of the contractor whereas ID was to be
allocated to the product line to which it applied. Con-
tractors were encouraged to include indirect and adwinis-
trative costs in their IR&D pool, however, they were not
required to do so, Advance agreements were encouraged, but
not required, and three approaches to determining the

reasonableness of IR&D costs were suggested:

A - —— A Ao PR, ot i e s = s o o i o e o e =
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"(1i) . Review of the contractor's proposed independent
research and development program and agreement to
accept the allocable costs of specific projects;

(11) agreement on a maximum dollar limitation of
costs, an allocable portion of which will be
accepted by the Government;

(11i) an agreement to accept the allocable share of
a percentage of the contractor's planned research
and development program." (Ref. 9, para. 205,36h)

"The last item came to be known as cost sharing from the

first dollar. These cost principles are included as

Appendix A.

Since IR&D was one of the more difficult problem areas
reflected in the cost principles, DOD Instruction 4105.52,
"Uniform Negotiation for Reimbursement of Independent
Research and Development Cost," was issued on 28 June 1960.
It provided a method for negotiation of a single agreement
covering the allowance of IR&D oo;ts for centractors per-
forming work for more than one Sexrvice. Furtuer the
Instruction established an Armed Services Research Special-
ist Committee (ASRSC) to review, at the request of the
negotiators, the IR&D programs of selected contractors for
the purpose of (1) determining whether adequate separation
had been made of resgarch-and development and (2) to deter-
mine whether the programs were reasonable in scope and well
managed, ' The Instruction also provided for the assignment

of negotiation responsibility to a single military depart-

ment, (Refs. 8 and 10)




The Military Departments established a list of cop-
tractoys. yhose ;Rgﬁ.qqﬁja,eﬁgeedad $] million apd whoye
busineas was §0% or moye yith the DOD, Most of the coptrgc-
tors were assigned to the Navy:and Air Force for négotiq;*on
of adyanced agreements. The désiggppnts were based primarily
upep which Service had the predomipant amoynt of work jin the
plpnt, In the early going two contractors pssigned to the

Air Force refused to negotiate agreements unless they were

- grapted fyll recovery and not forced to share costs. This
' impasse was broken when the Director of Procuremept Policy

At Headquarters, Air Material Comm;pd, advised each company
that yntil an sccéptable advance Qgpqp@ent yas pegotiated no
IRKD comts could be recovered from the Air Force. At this
poeint the contractors accepted the 41? Force proposal and
other contractors followed suit. (Ref. 4, p. }O)

As the advance agreements evolveqd, IOD negotiators
tended to require cost sharing from the first dollar,
Originally they worked on a basis of 50/50 sharing with a

contractor who was 100% DOD. However, it soon hecame clear

‘that this was too much of a burden for the contractors to

bear and 75/25 ratios became the norm. Contractors with
leds than 100% DOD business generally obtained better share
ratios, however, few were granted 100/0 ratios. In addition
to sharing from the first dollar, DOD negotiators also
insisted upon establishing a maximum dollar ceiling above
which the DOD would not recognize any costs for reimburse-

ments, (Ref, 4, p. 10)
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The National Akronautics and Space Administration (NASA)
voluntarily joined the DOD Tri-Service IR&D hegotiution
process in the 1963 time period.’ NASA has continued to par-
ticipate in this process to thié time with no serious
problems, (Ref. 4, p. 10)

During the early 1960s, the Bureau of the Budget
engaged in a project to standardize the co't principles of
all Government agencies. A problem developed in the differ-
ing IR&D philosophies of the Atomic Energy Commission (AEC)*
and the DOD. The AEC objected to the allowance of costs for
any IR&Q projéct not related directly or indirectly to its
contrav! work., The DOD considered the AEC pos;tion too
restrictive and thought it would result in IR&D becoming &
Government directed program. The philosophical difference
between the DOD and AEC and internal DOD concerns regarding
the appropriateness of the 1959 ASPR cost principles, pre-
cluded adoption of a governmeﬁ%—wide IR&D policy in the
early 1960s. (Refs. 11; 12; and 4, p, 19)

The 1959 IR&D cost principles were controversial from
their initial release, However, they were in force for over
n decade. The extensive discussion of the problems with the

principles, alternate principles, and general IR&D policy

*The AEC was recently reorganized out of existence; the R&D
portiong of AEC wére incorporated into the Energy Research
and Development Administration. However, where reference is
made to events which occurred while AEC was in existence,
AEC will be cited. Where the new organization is involved
it will be cited., E
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which took place during the 1960s is summarized in Section
I1. The efforts of the 1960s cﬁlminated in new cost prinéi-
ples_which'were implementéd in January 1971 and are still

1h effect today. The current policy and ﬁracﬁ}ces are dis-
cussed in some detail in Section III. DOD policy in the

IR&D nrea is more controversial now than ever before. The

major areas of controversy are idontified and discussed 1n

Section 1V,
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SECTION 11
SEARCH FOR A NEW POLICY

The ink was hardly dry on tho 1959 cost principlos
when problems wegan to surfaco in its implomentation and
interpretation. The firsf ASPR case was opened in September
1960 to'consider the need to clarify the allocability
language. Two more caseé were opened within the next year,
However, before the ASPR Committee could complete action on
these casea the problems were elevated to higher levels
within 0SD. High level ad hoc groups worked the IR&D
problem for the next eight years, ' Early activity was chaired
by ODDRXE but in the later years it was headed-up by OASD
(IL). None of the propolsed cost principles were implemented
because Congress ultimately became involved in 1969-~1970
and the next set of cost principles implemented was respon-
sive to legislation imposed in the Fiscal Year (FY) 1971
Military Procurement Authorization Act.

A wide variety of alternative cost principles were con-
sildered during the 1960s. Many of the ideas rejected then
are once agaein surfacing in the current dialogue on IRE&D,
Consequently, the highlights of the 1960 considerations will
be summarized in the following paragraphs.

2,1. lIdentification of Problems (1962-1963)

A small working group chaired by Dr. L. M. Hartman,

ODDR&E, and including representatives from OASD(IL) and

12
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OASD(C) was established in September 1962 to review the IR&D

situation and recommend & solution. The giroup submitted its

findings and recommendations in Novembér 1062. (Ref. 13, a

later summary is- Ref. 14)  The group identified five problem

areas as-

"10

follows:

Coat. Sharing:

-

Government negotiators were requiring both
cost sharing and & ceiling liwmitation; a
double limitation,

Coast sharing was being required:-without a
finding of unreasonableness, B

Allowability by Specific Projects:

ProJecthynproject control placed too great
a restriction on sclentific freedom ot choice.

Negotiation Procedure:

The DOD negotiation team did not include a
technical representative and there was no
formal feedback to the coniractor of the
technical evaluation results,

The Air Force and Navy were believed to be
grossly understaffed for effective administra.
tion of IR&D negotiations,

The Army had a decentralized negotiation
procedure which caused communications and
control problems,

Technical Evaluations:

Undue emphasis was being placed on contractrs'
technical plans as the primary communication
device.

The Armed Services Research Specialist Committee
was not effective as a committee. .

Only Navy evaluators had made on-site reviews
at contractors' plants,




LT
-

I# . - Evaluation reports were tardy (3-8 months

' . after receipt of technical plans), uninforma-
tive, and frequently devoted to trivia. The
feeling existed that reports were not being
used in establishing negotiation objectives
and some of the evailuation shortcomings was
due to this.

—— -

R

- Benefit of technical evaluation process was
* that contractors have to be explicitly con-
cerned about their technical planning and this
had resulted in improved technical management
of certain corporations,

e ke e e e

-~ Technical evaluators had been spending too
‘much time trying to draw a line through the
gray area between IR and 1D,

R I I L T R U PR VL FLEN

- IR&D negotiations were being completed 8-10
months after the beginning of the contractor's
fiscal yvear largely as result of lateness in
obtaining technical plans and completing
technical evaluations. :

e

5. Allocation:

Bt at L A N - CTR o N

- Allocation of costs (IR vs ID) was mainly a
function of the skill of the technical writer.

LAY e

D T P T P S PP

- IR&D-type work had been found in many accounts
called something other than IR&D and not
subject to the controls applied to IR&D (here- ;
after referred to as the cost classification :
problem) . '

LT T dRE L4 . 5

- The rigid procedure of the ASPR XV-206.35
allocation procedure frequently did not fit
the circumztance, especially for decentralized
corporations, (Ref. 13, pp. 1-5)

These were the underlying problems which to a greater or
lesser extent were attacked by all subsequent efforts to

devise new cost principles, The emphasis on the technical

TR P RS R E e

evaluation process appears to have been due to Dr. Hartman's
presence in the group. When he ceased to be involved,

emphasis shifted away from this area,

14
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The group concluded that .the 1959 IR&D cost principles !
could not be fixed and that a completely new policy should

identified nine objectives to be considered in its develop.-

went: ' | )

i
t
j
}
]
E
! be developed. To aid in developing a new policy the group
|
§ 1. Epcourage a balanéed program of industrial research
f and development in support of both long-range and short-
: range national security.

! ! Ly 2. Contribute to the establishment and adoption of

i standards of good management of industrial research

and development.

T T g & Bl = R Ik it . HuTi
spoie ol L g ot o 0

i t - 3, Promote the independence and the free enterprise '
character of American industiry. i

4. Encourage quality programs in industrial reseavch i
and development.

5. Provide for the allowance nf the reasonable and k¢
allocable 'costs of doing business" of Government b

contractors.

6. Achieve equity among contractors in handling
cost allowance,

e
R v i 7 P (13 S AT e e -
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7. Minimize administrative complexities and incon- f
sistencies, i

S

8. Adhere to the extent possible to the traditions it
of commercial practice. by

@‘ ' 9., Cooperate with other Government agenciles with a , 4
' - view to the adoption of uniform cost principles, I M
(Ref. 13, pp. 6-8) ‘

iﬁi d This is a rather complete listing of goals which most people
who have considered the IR&D problem have addressed with o

varying degrees of emphasis on particular items. As we

will Bee, there are a wide variety of alternatives which

meet the above objectives to one degree or another. Li




Finally, the group recommended new cost.principles
which encompassed the following key ideas:

1, Distinctions between types of technical costs
should be discontinued,

- IR&D definition should be broadened to incilude
a4ll scientific and engineering work which is
not sponsored by contract, grant or other
arrangement except manufacturing and production
engineering.

- ﬁid and proposal (B&P) costs* should be limited
to administrative costs only.

« Full overhead and general and administrative
costs should be included in IR&D,

2. Cost sharing from the first dollar and control by
project-hy-project approval should be eliminated;
control of reimbursement should be accomplished by
ceilings only.

3. Allocation of costs should be flexible in principle
and not predetermined by definitions,

- No longer a distinction between IR and ID to
use as basis for allocation.

4, An evaluation should be made of the total technical
management of a contractor in order to determine
reasonable costs and allocation prior to negotiations.

- Review should be done on-site at the contractor's
facility every two years.

- Team should include technical, audit, and
procurement personnel,

- Evaluation process should be the responsibility
of an individual in ODDRKE.

- Technical personnel should participate in
negotiations. (Ref. 13, pp. 11-15)

*Bid and proposal costs are the costs of preparing, submitting
and supporting a bid or proposal. These costs are also
allowable indirect costs per ASPR 15-205.3.
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These principles were reviewed b& the militory depart-

A A Vol W T TP TR

ments, other government agencies,ﬁand, in a sl%uht;y_brqad-
ened form, by industry. The most_controversial'iééue within i

the DOD was the proposal to eliminate cost sharing. However,

the factor which led to the abandonment of ihe proposal was

the projected high cost (manpower and funding) of accomplish-

ing the management reviews. Further, there was a lack of

=
e B W aatar ST

an objective criteria for evalﬁating contractors' programs
'1.. . and difficulties in trying to insure that subjective evalua-
tions perfofmed by one group were comparableito those

B b perrbrméd by other groups for other contractors, (Ref. 4,

P. 21; 15, pp. 433-435)

Up to this time there had been few Congressional or

other inquiries. The only major inquiry occurred in June

R e L

1961 when Senator H. Humphrey, Chairman, Subcommittee on
Reorganization and International Organizations, Senate Com-
mittee on Government Operations, had questioned Mr, G.

Bannerman, Deputy Assistant Secretary of Defense (Procure-

. T A e A ——

ment) regarding IR&D, After the heariﬁgs Mr. Bannerman
' wrote a six-page letter to Senator Huwmphrey providing a
”ﬂ; I history of. the allowability of IR&D as a cost of doing
business, the present policy, the administrative structure

for negotiating'the‘cdsts, and an estimate of the costs to

the DOD for 1960. (Ref, 8) As the time goes on there will

4
!

be a significint'ih?régse in outside review of IR&D, £Q1lﬁ
o N . |
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é , 2.2, DOD IR&D Steering Group Activities (1964-19686)
i " 2.2.1, Evolution of the Cost Principles’

'In late 1963 loadership in the effort to deovise now !gi
- cost prinCiplés waé elevated to ile Assistant Director (AD) k:
j ' level.ignabnnaE (Mr. James Roach, AD (Engineering Policy)).
The DOD IR&D Steering Group'under uisg direction undertook

to devise a new apﬁroach to the cost principles.
In late 1964‘the DOD IR&D Steering Group evolved a i 
two-phase'pién of attack for generating the revised cost 1
principles. First, the IR&D cost principles were to be modi- ' E
fied to combine IR&D and B&P into a single category of cost if
called Contractor Independent Technical Effort (CITE),
eliminate cost sharing, improve the IR&D definition and
statq a specific policy on application of indirect and

-
TRINE D NI T TN T O I AT e e
PE

administrative costs to CITE (referred to as the burdening

v

of CITE). Second, thresholds and criteria for determining
reasonableness were to be devised (including consideration
 ¢f‘ f of Contractor Weighted Average Share (CWAS)).

.;E ‘ j Later, the two phases were combined and cost principles fi

K 4 which included the concept of using industiry norms in the

fi determination of reasonableness was circulated to industry R
ﬁﬂ for comment. The industry position was that the combination. '
of costs into CITE was inappropriate since it would cause 'W?

changes in accounting practicds, would lump together costs

3~?  ¥ that were often not related, would use IRAD to describe f"§
l(

“Hl ﬁ ‘cosits that were not IR&D and would obscurc visibility in

B 18
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the makup of these various expenses. Also, there was
opposition to the use of industry norms in determining the
reasonableness of IR&D costs, This opposition was based upon
the belief that IR&D costs were more reflective of the needs
of an individual company than of a particular industry. How-
ever, lndustry voiced cautious support for the effort to
include CWAS as a criteria for reasonableness. (Ref. 4,

PpP. 25-28)

In early 1966 the Logistics Management Institute under-
took a review of the proposed cost principles which encom-
passed the two major elements:

- combination of IR&D and B&P into a single account, and

- use of a norm or average approach for the determina-

tion of reasonableness rather than reviewing and
analyzing the contractors' IR&D efforts,
The LMI study criticized both suggestions and concluded that
the proposed CITE plan did not represent an improvement in
the procoss of determining the reasonableness of IR&D and
B&P costs. Ref. 16, p. ii)

In late 19668 OASD{I&L) personnel became increasingly
concerned about the combination of all technical effort into
CITE. On 7 October 1966 the Assistant Secretary of Defense
for Installations and Logistics discussed the issue with the
Sccretary of Defense who stated that he did not want IR&D
and BkP costs lumped into a single category, Thus, pursuit

of the CITE approach ended. (Ref. 4, p. 27)
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Leadership in developing the new cost principles now

shifted to OASD(I&L) and the so-called Malloy Committee which

will be discusscd in Section 2.3.1. However, it will
useful to examine scme of the events not associated with
developing the new cost principles which tock place during
the 1964-1966 time period. These outside events were becom-
ing more important.
2.,2,2, Related Events

During 1964 three major policy letters were written to
senior DOD officials which summarized the DOD position on
IR&D cost allowability, patent and data rights, and so forth,
In February 1964 the ASD(IL) wrote to 3enator McClellan,
Chairman, Subcommittee on Patents, Trade Marks and Copy-
rights, Committce of the Judiciary. He provided background
on the cost principles and allowability of IR&D costs and
addressed specific questions on DOD's policy on acquiring
patent and data rights as a consequence of reimbursingla
portion of a contractor's IR&D (the DOD does not acquire such
rights). (Ref. 17) In November 1964 the Deputy Secretary
of Defense responded to a GAO letter regarding the DOD
policy on patent and data rights, (Ref, 18) 'The essence of
this letter was later sent to field personnel in Defense
Procurement Circular #22, (Ref. 19) During the same month,
the Deputy Diroctor, Defensc Research and Engineering, pro-
vided the Bureau of the Budget (BOB) a detailed position
paper on the DOD's rationale for supporting IR&D, DOD policy

20
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on patent and data rights, DOD position on a relevancy
requirement for za&b, and DOD policies and procedures for
determining the amount of reimbursement. (Ref 20) These

letters provide a good summary of the DOD philosophy which

bas existed over the years,

In the spring of 1965 the Army Audit Agency published a
report on its study of IR&D and other related technical
effort. (Ref, 21) The audit covered 19 individual defense

contractors and prcduced five wmajor conclusions:

1. IR&D efforts were being intermingled with other
independent technical efforts such as bid and proposal,
conceptual studies, contract support, etc. (cost
clagsification problem).

2. Some contractors applied indirect and administra-
tive costs to IR&D while others did not (burdening

problem) .

3. The technical rating methods used by the three
Servites were not consistent and there was little

exchange between the Services.

4. Advance agreements were negotiated before, during,
and after the period covered. Some contractors that
should have agresments did not have them. There were
inconsistencies in cost-sharing arrangements,

§. Contractors were free to change IR&D plans during
performance and there hud been significant changes in
some programs, (Reft, 21, pp. 2-4)

This was the first formal audit to document many of the
probiems which had motivated the efforts to ’mprove the IR&D
cost principles, Further, it questioned the adequacy of DOD
surveillance and control of IR&D.

About'a year later the Subcommittee on DOD Appropria-

tions of the House Committee on Appropriations systematically

21

T A N e -




questioned DOD witnesses on the benefits of IRKD to the DOD.
They ilso asked whether the DOD witnesses felt the resources
could be beftar utilized by adding them to the Serviée.ﬁDT&E
accounts and making IR&D a disallowed cost. The DOD position
was thaf IR&D was of value and should.be retained as an
allowable cost. However, with one exception, the witnesses
were ﬁnable t; state specific benefi;n. (Ref. 223) This
probing led Dr, Foster, DDR&E, to establish a Defense Science
Board Task Group on IR&D which will be discussed in more
detail in Section 2.3.2. | |
2.3. OASD(IL) Led IR&D Activities (1967-1969)
2.5.1 EQolution.of the Cost Principles

Subaequent to the Secretary of Defense decision to drop
the CITE concept, OASD(IL) took the lead in developinc new
cost principles for IR&D and B&P. Essentially the same
pgople continued working on the cost principleg. The firéfﬁq
product of the 0ASD(IL) effort emerged in January 1967, Key
elements were:

1. IR&D costs of CWAS approved contractors were to

be accepted as reasonable except that the Secretary

of the Military Department could withdraw the approval
in special cases.

2., IR&D costs for non-CWAS approved contractors
incurring less than $IM in IRKD costs were to be
subject to a formula ceiling.

3. IR&D costs for non-CWAS approved contractors
incurring over $1 million of IR&D costs were to be
subject to the negotiantion of advance agreements,
Failure to negotiate such an agreement limited the
contractor to a $1 million ceiling.

o R gl
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f 4, Cost sharing from the first dollar was eliminated.

8. Unsolicited B&P costs (incurred prior to receipt
S ol RFP) were to be handled exactly the same as IR&D
ol coats.

i 6. B&P costs incurred after receipt of a request
‘ for proposal were to be subject to the general ASPR
rules of reasonableness.

7. If a contractor was required to negotiate an

advance agreement for either IR&D or B&P, he was

required to negotiate an agreement for both. The
agreement was to have a separate ceiling for each
but either could be increased if the other was

} decreased by a like amount., (Ref. 4, pp. 28-29)

Principles in this form were sent to industry and other
agencies in January 1968, Industry comments were received

in April and June 1988 and suggested substantial changes to

the cost principles. (Refs., 23 and 24) In response to these
comments the attempt to segregate types of B&P costs was

:r abandeuned and a procedure for determining an IR&D ceiling

- when negotiations failed was provided}

' In October 1968, revised cost principles were presented
t;‘the DOD Industry Advisory Group which recommended that
negotiations of advance agreemenis be abandoned and that all
contractors be subject to the same formula. (Ref. 4, p. 34)

In December 1969, the Deputy Sccretary of Defense approved

the use of the formula for all contractors. (Ref, 25) The

key elements of the new cost principles were:

1. Both Ii&kD and B&P were to be subject to a straight
formula for determination of reasonableness,

2, There was to be interchangability between IR&D and
B&kP ceilings,

23 .
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3. An appeals procedure was to be provided for
special cases when the formula provided an
unequitable result,

4. All B&P costs, solicited and unsolicited were to
be included in the formula computation,

5., All IR&D and B&P costs were to be burdened
except that G&A would not be included, and

8. Contractors with approved CWAS rating would not
be subject to the formula., (Refs.26 and 27)

These cost principles were formally sent to industry,
other Government agencies, and the GAO in Febrﬂary 1969,
The next month they were pﬁblished as advance information for
DOD‘peréonnel in Defense Procurement Circular No. 68. The
industry.reacted negatively to the proposed cost princibles
tuking the basic position that IR&D and B&P costs should be
fully reimbursed with no limiting factors other than the
general rule bf reasonableness. (Ref. 28) The General
Accounting Office also took a serious interest in the pro-
posal and after pursuing a number of questions in the summer
of 1969 (Ref, 28), took the position that the proposed
principles would lead to increased government cost without
commensurate benefits and decrease govefnment awareness ot
the value of a program it was substantially funding |
(through the reduction of technical evaluation activity).
(Ret. 30) These cost principles were overtaken by Congres-
sional actiylties in the IR&D area and never implemented as
will be discussed in Section 2.,4. The outside events which
occurred during 1967-69 will be summarized in the next |

section,
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2.3.2, Related Events

As a result of the inquiries by the House Approﬁria-
tions Subcommittee in the spring of 1966, DDR&E established
a Defense Science Board (DSB) Task Group to exasiine:

- the adequacy of communications of IR&D efforts, and

- generate examples of benefits ot IR&D.
The Task Group was mainly composed of executives from the ¥
aerospace industry. Their recommendations were that (1)
the present concept of allowing IR&D as an overhead item
be céntinued and (2) ODDR&E issue annually a DOD report
containing voluntary submissions by companies on significant I;;
IRED projects. (Ref. 8) A Supplement included the Ifirst |
group of examples (Ref, 31) and similar reports were published .
in 1968, 1869, and 1970 (Refs. 32, 33, 34, 35, and 36) Thus, &
in subsequent years DOD witnesses were forearmed with exmmples
of benefits of IR&D. (see, for example, Ref. 37)

The Logistics Management Institute completed a Recon-

B : X S i) ey
- enaiindi il e

naissance Study of IR&D and B&P in August 1967. Their

O R—

primary recommendation focused on improving technical evalua~
tions to achiove consistency, stimulate industry-Government 4

. coupling, avoid unnecessary duplication, and establish ﬁl

closer liaison between technical evaluators and negotiators,

(Ret. 38)
It was during this time period that the GAO became more r,;i

active in the IR&D/B&P area. In 1967 they issued a report
on the costs of bidding and related technical efforts I?

s amomat -
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charged to Government contracts at Lockheed Missile and
Space Company. The GAO found rnmuch work in bidding and
related efforts which they felt could be classified as IRKD.

IRGD was covered by a celling and, hence, subject to reduced

' recovery whereas bidding and similar expenaés were not

covered by cellings, Thus, a motive could be asserted for
a contractor to shift costs from IRGD to other areas. The
GAO felt the DOD'reguiationa were ambizuohs and since most
disputes are decided in favor of contractors in this )
aituation,lthe GAO vecommended that the DOD issue imp};ved
cost principles at the earliest possible time, The GAO
findings collaboratéd the cost clavrsification findings of
the Army Audit Report ) (Ref. 39)

The GAO issued a draft repbrt on a major study of
Government-wide IRGD in July 1968. The GAO report identified
several ﬁréblem areas, such as: o -

- Lack of a Government-wide IR&D policy,

- Need for a closer relationship of Government
R&D efforts and IR&D,

- Delays in negotiating advance agreements,

'~ Relationship between bid and proposal, other o
technical effort*, and IR&D (cost classification),

- Extensive use of cost sharing from the first
' dollar,

- Allocation of other overhead costs to IR&D
(burdening) ,

*Other Technicai‘Effort, OTE, was a term of convenience
applied to technical effort which was not classified as
IRGD but appeared to be IR&D-type work.

36
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- Differences in Military Services administration
of IRE&D.

- Relevancy of IR&D to Government interests, ﬁnd
~ Rights to royalty-frce use of inventiilons undef '
IR&D., - : - :

Further, the GAO report included four recommendations:

1, There should be a Government-wide IR&D policy.

2. THere should be a more systematic method of
disseminating to Governmeint personnel the informa-

tion contained in the IR&D technical plans.

3, There should be uniform DOD procedures for

prenegotistion arrangements, technical plan requirements,

and scope and nature of the technical evaluations.

4, The Faderal Council for Science and Technology

should undertake a study as to whether the Govern-

ment should receive royalty-free license rights to

. inventions arising from IR&D. (Ref. 40, pp. 88-89)
The DOD opposed one recommendation (No. 4), favored two
(Noz., 2 and 3) and was neutral on the other one (No. 1).
(Ref. 41) Industry provided the GAO extensive comments on
the report but did not take explicit positions on the
recommendations. (Ref. 42)

Thus, in the 1967-69 time period the Congress and,
especially, the GAO wqre‘becoming more involved in the IR&D
area and the DOD was reacting to their stimuli. Most of
these stimuli were reasonably indirect and did not challenge
the DOD policy in this area, However, in 1969 this situation

changed.
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2.4. Congressional Intercession (1969-1970)

The Congress became directly involved in IR&D policy

matters during the fioor debate on tﬁe FY 1970 Military
Procﬁremeﬁt Act. This involvemént lasted for about 15 months
and resulted in legislative action 1mpa§ting IR&D in the
FY 1956 and.FY 1971 Military Procurement Authorization Acts.
2.4.1. FY 1970 Military Procurement Authoiization Act

In August 1969 Sénator Proxmire introduced Amendment
No. 123 in the FY 1970 Military Procurement Authorizntion.
Bill. The amendment read as follows:

“No part of the funds authorized by this Act shall be
available for payment, directly or indirectly, to any
contractor under a negotiated contract for any
- research and development work, bid and proposal expense,
or other technical effort unless such work, expense, or
other effort is specifically authorized under the

terms of the contract or unless such work, expense,

or effort is determined by the contracting agency to .
be of direct or indirect benefit to the worck being
performed under the contract.' (Ref, 43) S

In his comments Senator Proxmire criticized the lack of

E | control the DOD had over IR&D, bid and proposal, and other -

i 3 technical effort costs and the significant increase in these

ot Ra A Qi Lo

I costs trom 1963 to 1969, He alleged that DOD officials did
‘ very little reviewing of contractor IR&D programs and were
N in no position to determine thoir worthiness. He was

3 f . especinlly critical of the planned DOD cost principles

i ;f (February 1969 version) which he asserted:

a8 ", . completely eliminated any semblance of control

ol ﬂj ﬁy instituting a formula basis for determining the
2 o reascnableness of contractors' IR&D and bid and
il i proposal costs., Under this system no contractor,

K
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regardless of the degree of business he doces with

DOD would be required to have his proposed programs
2 scrutinized in any way prior to incurring costs that
) will be reimbursed by the Government." (Ref. 43)

Amendmodt No. 123 would have essentially imposed Lhe AEC

f" cost principles* on the DOD and would have had far reaching

to replace Amendment No. 123 with one which would impose a
20 percent reduction in IR&D, B&P and OTE costs for FY 70

i authorized funds and to resubmit the original amendment as

|
|
}
i
o ' consequences., Accordingly, Senator Proxmire later agreed - { fﬂ
|
}
|
L a separate bill which would be the subject of hearings in
l

the next session of Congress, In his comments in announcing

et

this agreement on the floor of the Senate, Senator Proxmire
reiterated his criticism of existing and planned DOD policy
in this area, He cited the GAO report of 1967 as giving

I examples of the kind of excesses which occurred under YR&D
and raised as major question, "Why do we need to spend

$685 million for an IR&D program when we alrecady are spend-
ing: billions of dollars om RED contracts?" He went on to
gtate that he had ", , . felt for a long time this program
(IR&D) should not only be questioned but deleted . . , . "

Thus, the lines were clearly drawn for the subsequent

Congressional inquiry into IR&D. (Ref. 44)
In resolving the issue over Amendment No, 123 the

Senate unanimously supported the proposed 20 percent

*The AEC IR&D tost principles are ruproduced as Appendix
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reduction in IR&D while the House did not include such a B _ ;“
clause in its bill, Consequently, the issue went to the ’
Confersnce Committee and the result was Seqtibn 403 of Public |
* Law 91-121 which required that the DOD limit its reimburse- |3

ment to 93 percent of the amount that it would otherwise ;ﬂ'

paid. The provisions of the law were implemented by ' ' fl

Defense Procurement Circular No, 75 in December 1969. (Ref. 13
45) Because of the rubber baseline and limited application Ny

. (FY 70 funds only), the law was quite difficult to 1mplemen£
in a meaningful way (Ref. 48) and, as will be noted below,
only remained in effect for a year. While the difficulties - ke

E)
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in implementing the law were recognized by DOD and industry,

they were far more interested in what would transpire with ;ﬁ

_l:u 4 respecti to Senaté Bill 3003. ' | =

TEE e )

X 4 2.4.2. FY 1971 Military Procurement Authorization Act

,fy3 ﬁ As agreed with Senators Stennis and McIntyre, Senator _l?
r \ Proxmire introduced Senate Bill 3003 in October 1969. The
. Y ; bill provided that IR&D costs would be allowable under

X ; negotinted contracts ohly if specifically provided for in = |
4 ; the contract and the IR&D had a direct or indirect benefit ' Lﬁ
to the work being accomplished under the contract. Bid and g
proposal expenses under any negotiated contract would not be -

allowed to exceed one percent of the direct charges, (Ref, 47) i

In introducing this bill Senator Proxmire was even more
g 7 veminent in his condemnation of current and planned DOD

.:ﬁ; E management of IR&D. Furthér, he exploited the findiqgs of

n "r. .
. 30 4
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the Army Audit Report (Ref. 21), GAO draft report of 1968
(Ref. 40), and the earlier GAO report (Rof. 39) to 1llus-
trate his assertions. 1In particular, he questioned the
adequacy and administration of advance agreements, the
effectiveness of technical evalgations,lddplication of DOD
sponsored R&D, and work being done under IR&D that was not
related to Government or military needs. (Ref. 48)

In early January 1970 Senator Stennis asked for DOD
views on what specific implementing actions would be involved
1f Congress established a specific ceiling on IR&D and for
any other alternatives the DOD might suggest. (Ref. 49)

The DOD response was provided by ASD(IL) and asserted that
line item control was not administratively feasible. He
then suggested two alternatives: first, the formula approach
of the February 1969 proposed cost principles and, second,
an approach based upon negotiated advance agreements.

(Ref., 50) Subsequently, the Acting General Counsel of the
DOD provided Senator Stennis the DOD views on Senate Bill
3003, The DOD strongly opposed the bill. (Ref. 51)

During the same time period the Aerospace Industries
Association made known its position in opposition to Senate
Bill 3003. Their key points were that the bill (1) would,
in essence, preclude companies from recovering necessary
costs of doing business through the prices of goods or
services sold, (2) would preclude companies from developing

and maintaining their technical competence, and (3)_imposed
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unnecessary restrictions since effective controls on gompanies'
vecoveries of the cost of independcent reqhn}cal effortg*
were already provided.by the iutense competition for DQD and
NASA contracts. (Ref. 52, and 63) |

As promised earlier, hearings were scheduled in early
1970 by both Senate and House Armed Services Committees.
However, before the hearings got underway there was a crash
affort in OSD to develop a policy which would be acceptable
to the Congress as a whole if not to Senator Proxmire. The
general feeling was that the February 1869 cost principles
vere not defensible and continuing to pursue them would only

lead to further restrictive legislation.

New DOD IR&D Policy

The result of this effort was a DOD white paper on
IR&D signed by both ‘he ASD(IL) and the DDR&E and approved
by the Deputy Sacretary of Defense, In essence, the prdposed
policy provided more dirvect and positive cuntrol particularly
for the large defense contractors who incurred the majority
of the costs in this area, The main differences from the
February 1869 proposed cost principles were that (1)
advance agreements were to be required for major cuntractors,

(2) technical evaluations were to be made uniform DOD-wide

*Independznt t;;hnical efforts is a generic term referring
collectively to IR&D, B&P, und OTE,
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'~ “and strengthened, and (3) a data bank was to be established

to provide a centralized body of IR&D project data. It was

‘this policy.that the DOD took to Congress as an alternative

to further legislation. (Ref, 54)

GAO Position Definitized ‘
_On the eve of the hearings.the GAO formaily published
its extensive study of IR&D which had been issued in draft
form in 1968. The GAO suggested three major areas for

Congressional consideration:
1, All contractors' independent technical efforts,
including IR&D, bid and proposal, and other technical
efforts should be considered as a single entity since
no clear distinction c¢a&n be made between these items
and, consequently, any agreed cellings on IR&D can
be avoided through description of an IR&D project
under different terminology.

2, DOD should be required to break out and identify
separately in its appropriation requests the
amount estimated as rejuired for this purpose.

3. Congress should establish a government-wide
~policy on independent technical effort since the
DOD/NASA and AEC policies differ. In this area

the following issues were suggested:

&. Whether or not the prosent practige of
allowing IR&D as an acceptable overhead costi in
negotiated costs should be replaced by a system
of:

» (1) Extending the use of direct R&D contracts

to .include those IR&D projects which the agency
wishes to support fully or on a cost-sharing basis
and theceby providing greater assurance that the
desired work will be performed and that the Govern-
ment will be entitled to information and royalty-free
rights to any inventions arising therefrom and

33

sk Lra  len el

PN R . e )

et sat L . .

R

FEPe-Y

et

€ ol

e ivm IT



_ (2) Authorizing an allcwance for a stipulated
percentage of the remainder of the contractor's total
IR&D effort, irrespective of the source of funding,
either as 2 profit factor or through acceptance as a

recognized overhead cost as an incentive to contractors

to continue technical efforts beyond those directly
contracted with the Government.

b. Whether or not allowances to contractors for
IR&D should be confined to projects that have a

direct and apparent relationship to a specific function

of the agency, and
" ¢. ‘Whether or not, if IR&D allowances'by pop

and NASA are continued on the present basis aad are

not related directly to current or progpective

Government procurement, financial support should be

provided to companies with similar capabilities

which do not hold Government contracts as a means

of supporting and strengthening industrial tachnology.

(Ref. 55, Digest pp. 2-3) _

The GAO report included extensive discussions of the
lack of an overall gvernment IR&D policy, the need for a
closer relationship of Govirnment R&D efforts and IR&D,
rights to royalty-free use of inventions under IR&D, and
other problem areas. (same as those in the draft report
lef. 40) This report was the basis for GAO testimony at

the hearings.

Congressional Hearings

The Congreséional hearings on' IR&D were held early in
1970, The House hearings were conducted by an IR&D Sub-
coumittee of the Armed Services Investigating Subcommittee
of the Armed Services Coumittee, Répioseﬁtative Philbin
(Massachusetts) chaired the IR&D gubcommittee and was

assisted by Representative Gubser (California). The Senate

hearings were <onducted by the Ad Hoc Subcommittee on Research
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and Developmapt.which”ﬁﬁa chaired by Senator Thomas McIntyre
(New Hampshire) and Afcluded Senators Young (Ohio), Byrd

- (Virginia), uqﬁphy'(Californiu),-and B&ooke (Massachusetts) .

The House hearings were conducted 25, 26, February nnd,2lMarch‘.

' 1970 and theASénate hearings oh,z, 6* 9, and 13 March 1979,

The individuals and organizations testifying at the
hearings are listed on the next page. Senator Proxmire
spoke for this bill., However, the other Céngresamén opposed
his proposed Ieéislation. The General Accounting Office
representatives basically.reiterated the positions tukéﬁ in

their report. The majority of witnesses at both hearings

were from industry. They provided information on the

benefits 61 IR&D, cost trends,'manacement procedureﬁ, and
reiterated the industry position on IR&D. The AEC rebroéeﬁ-
tatives provided their rationale for why the AEC needed cost
principles which differ from those of the DOD. (Refs. 58 "'
und 87) ' x ' o
The only DOD witness was Dr. Foster and he forcefully |
defended the value of IR&D to the DOD, Further, he proposed

a DOD administrative solution to the problems identified by

the GAO and Congresa which would negate the need for
legislation in the area. The five point proposal is given
below and was based on the white paper approved a. few days

enrliex‘by the Deputy Secretary of Defense:
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"l, Use individually negotiated advance agreements
for the control and reimbursement of these costs for
3 approximately 100 of the larger defense contractors.'
u ‘ . This will require an increase in the number of con-
!
|
|
!
|
\
]
I

B
!
;
]
é

tractors with which we negotiate advance agreements

by a factor of almost two. Such agreements, after

a formalized detailed technical review of the proposed
IR&D program, will establish a separate dollar !
ceiling for the DOD's reimbursement of each of these

costs, but allow the contractor to combine the .
individual amounts into a single pool 1if he chouses,

We will require the contractor to burden these costs

as he would for a contract, except that G&A would not. i
be added. The requirement to negotiate an advance
agreement will be enforced by automatically establish-
ing a low threshold for recovery of these costs

where no advance agreement exists.

2, Strengthen technical review and evaluation of

; contractors' IR&D programs, as currently established

! under DOD Instruction 4105,52, Establish uniform.

¢ review and evaluation procedures to be used throughout
the DOD, The system will require the review of a
company's individual IR&U projects as submitted at

the time of the advance agreement.

b 3. A data bank will be established to provide a i
¥ centralized body of IR&D project cost and technical

i information. This information will be available to ]
it the Government technical community at large, : {

4, Use the DOD developed formula for control and

: determination of reasonableness of these costs for

R the remaining large number of smaller companies who )

E recover IR&D and BXP costs, This will provide a k

workable system that can be uniformly applied, and b
4

ﬁ one which will assure results that can be easily
" monitored and adjusted as needed,

, 5, The Military Departments will increase as necessary oo
! the support and resources needed to effectively perform
' the required IRGD technical reviews and evaluations,"
(Ref. 56, pp. 267-269)

Thus, the DOD once again took the initiative in establishing

an appropriate solution to the IR&D problem. The DOD

proposal was a balanced position between the restrictive
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proposal Qt Senator Proxmire and the Liberal suggeltions of

1ndustry ropresentutives.

Coqgggssionaluﬁésolut1on'

The House and Senate cawe to different conclusions on

the need‘for leuislufioh in the IR&D area and the dif:arehcou

were ultimately resolved hy the Conference Committee for the
Military Authorization Bill for Fiscal Year 1871,

The Senate Armed SQrV1088 Committee recommonded legis-

Jative action in the IRGD erea but did not support Senator
Proxmire's bill.

The Committee supported the DOD efforts

to improvec its idminist;qtion of IR&D. However, the Committee
expressed its belief that in view of the 1mportnnce'ot
independent technical effort to the security of the country’
and the amount of money used to fund it apnually, broad

legislative controls vere Justitiéd. (Ref. 58, pp. 97-08;

Gee also Ref. 59) The Senate adopted language which provided
the following: o |

"a, Restricted paywments to contractors for independent
research and development, bidding and proposal and
other technical effort work which is relevant to
D.tonle functions and operationc,

b. Required negotiation of udvunce agreements with
all contrictors who receive more than $2 million in
IR&D, B&P. or OTE in their last preceding year,

e, Roquired that negotiations ot advance agreements
be based on submitted plans and a technical evaluation
of the IRAD portion of those agreements,
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d. In the event negotiations are held with any
company required to enter into an advance agreement,
but ne agreement is reached, reimbursement would be .
made in an amount substantially less than the
contractor otherwise would have heen entitled to
receive,

e. The Department of Defense was required to report
to Congress with regard to IR&D, B&P and OTE

expenditures, _— /,(’
f. Establish a ceilling of $625 million on paymentis

to be made pursuant to advance azreements negotlated
under the act, and

. g. Repeal of Section 403 of the fiscal year 1970 act
which limited payments for IR&D, B&P and OTE to 93
percent of the total cost contemplated by the
Department." (Ref. 60, p. 21)

The House Armed Services Committee IR&D Subcommittee
concluded t' t adequate control of defense expenditures for
IR&D, B&P, and OTE could be achieved through improved Doﬁ -
administration rather than through legislation, The Hodsé
Subcommittee also recommended that:

. (1) Section 403, Public Law 91-121 be repealed
(2) The Department of Defense:
(a) Separate the costs of B&P and OTE in
the negotiation of advance agreements for
IR&D
(b) Extend the use of advance agreement-
to firm receiving $2 million or more from

the DOD for TR&D, BkP and OTE provided the use
of cost sharing arrangements be eliminated,

(¢) Provide appropriate right of appeal where,
in the absence of an advauce agreement, the
POD establishes recovery of costs which a con-
tractor c¢leims is8 less than the amount of its
fair share,
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(d)  Develop uniform regulstions which will'
provide clear guidance to all services as

to policies, practices ~ and“procedures to!"
be followe:!l in the establishment of allow-
able IR&D coats and the negotiation of' IR&D
advance agreements, and

(e) DPrxovide Congress annual repﬁrts oﬁ the
IR&D payments made to major contractors:
during the prior year,.
(3) The criteria of relevancy nct be used as a
determining factor in the support of basic research
effnrta of contractors. (Ref. 61, pp. 14-15)
The House included no lgnguage on IR&D in its version of the
autRorization bill, 'Thus, the issue went to the Conference
Committee for resolution.
The compromise worked out in the Conference Committee
was that legislation would be inacted but there would be
no ceiling on DOD reimbursement of IR&D, B&P and OTE,
Further, the relevancy requirement was changed to &
"potentiul".reiationship to accommodate the House objection
that a direct relevancy requirement would preclude contractors
from doing basic research under IR&D, Finally, all reference
to "Other Technical Eftort" was eliminated since the DOD
planned'to reclassify all OTE costs into IR&D, B&P or other
appropriate overhead categories. (Ref. 60, pp. 21-22) The
final legislqtion was Section 203 of Public Law 91-441, the
Military Proéurement Authorization Act for Fiscal Year 1071,
which 18 included as Appendix C, The DOD had previously
begun to implement its fiw= point plan since both Armed

(Ref. 02) Once the

Services Committees had agreed to it,
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: law was passed. the. implementation was expedited, However, i
the implementation required & signiticant period of time k.
since it rapreseuted 8 rat;her signiticnnt overhaul of the

; DOD's administration of IR&D, Current DOD policies and

§ practices are discussed in the next section. ;
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1

' CURRENT DOD' POLICY AND ADHINISTRATION

The current bop'poiiéy aﬁd'a@hipistritién of IRKD is
based on both the requirements of the Public Law prévisions
and ihﬂ:ﬁllnhyhiéh DOD  advanced dqfiqg the IB¢D~henr1ngn.
Thege requirements and commitments are dutlinéd in Beéfion
3.1. After the law was passed DOD emtablished a senior
management policy councii to monitor implementation aga
deal ﬁith IR&D policy issues. The actiyities of this group
are summarized in Section 3.2. The major elementﬁ of the
cvyrent DOD policy and administration of IR&D are ouflined
in Scétion 3.3. Then, relevant data on the sige and cgnteat
of the IR&GD program are presented in Section 3.4.

3.1. Legislative Requirements ‘

'In setting out to overhaul IR&D policy and gdministra-
tion, Dﬁﬁ aot ‘only had to comply with the prQVisioﬁs of
Seéfibﬁ 303, Public Law 91-441, but also the provisions of

the "get well" plan gresented to Congress during the hearings.
The major requirements of the law were:

i. Any compuﬂy which recovered, in itms prior fiscal

year, more than $2 million of IR&D or B&P from DOD

contracts that are subject to the Truth in Negotia-
tions Act must negotiate an advagce agrgement withvnop.
&, Advance agreements may be concluded with ﬁhe-

corporation or with product divisions which recover
more than $250 thousand of such payments.

N B




b. Companies required io negotiate advance agree-
ments cannot be paid IR&D/B&P costs except pursuant to
the terms of an advance agreement,

¢. If a company ncgotiates but does not reach
agreement, no relmburseomenl shall be made excepl jor
an amount substantially less than would otherwisie be
allowed by DOD,

gz e e pm

2. The IR&D portion of the advance agreement must be
L negotinted on the basis of DOD technical evaluation
v } of the contractor's proposed program.

— — et~

\ : 3. No IR&D or B&P costs may be paid unless the

{ § work has, in the opinion of the Secretary of Detfense,

4 : & potentiml relationship to military functions or
operation.

4, Reduce allowances resulting from failure: to reach
. K agreement are subject to appeal in accordance with

v regulations to be prescribed by the Secretary of

Defense.

e
¢ e s T

5., The Secretary of Defense is required to submit
annual reports to Congress on or before 15 March
setting forth

a. Companies with whom negotiations were held and
resulty,

e e L e ey e, s e

b. Defense Contract Audit Agency (DCAA) report on
IR&D and B&P payments to major defense contractors,

a. The wmanner of DOD compliance with the legisla.
tion and any major policy changes proposed by DOD.

6. The prior legislation establishing the 93 percent
limitntion was repealed, (Ref, 63, pp. 5 and 6)

Further, the DOD had committed itself to implementing

its proposed solution to the IR&D problem. Accordingly, in

early October 1970 Senator Mclntyre wrote to the Secretary

of Defense stating:
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"The provision as now written (Section 203, Public Law
91-441) 1is perfectly consistent with the plan for
improved administration of these programq which was
presented to Congress by Dr, Foster in his testimony
before the Committee this past March, ' It is the
Committee's hope that the Department . will move
expeditiously to implement this plan." - -

" Senator McIntyre went on to identify.five objectives for

1mp1ementatioﬁ:
' 1. 'Reclassiry appropriate OTE items to'IR&D or B&P,

2, Establish uniform standards ror burdening except
for GhA,

3. Establtsh uniform procedures for determining
allowable IR&D/B&P,

4., Establish a data bank for IR&D, and

5. "Beef up" personnel and other resources to improve

technical evaluations and realize ihe goal of negotiat-

ing with 100 largest defense contractors., (Ref. 64)
Subsequently, Senatof Stehnis endorsed Senator McIntyre's
views in a follow~-up letter to the Secretary of Defense.
(Ref, 65) Thus, in addition to the specific provisions of
the law, the DOD was committed to A numbey of additional
actious, Early in the implementation process a top .nanage-

ment group was established tq oversee the implementation and

DOD policy in this area,

3.2, DOD Management Organization for IR&D,

In July 1971 the Deputy Secretary of Defense estab-

lished a DOD IR&D Policy Council to recommend-necqsuary

guidance and policy on a continuing basis. (Ref. 66)

Members included DDR&E (Chairman), ASD(IL), ASD(C) and the
Assistant Secretaries of the Military Departments for
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I&L and R&D. Representatives of NASA and AEC were ifnvited
to participate as obsefveis. A Charter was prepared and
formally published in DOD Instruction (DODI) 5100.66, ,

"Establishment of Policy for, and Technical Evaluation of,
IR&D Programs."” (Ref. 87) In addition to chairing the POD

- IR&D Policy Council, DDR&E was also responsible for the DOD

Technical Evaluation Group which was established to coordi-
nate the technical evaluation and activity and which will

‘be discussed in more detail in Section 3.3.3. The ASD(IL)

is responsible for the ASPR Committee which generates the
cost principles and has staff cognizance for the tri-service
negotiation groups which ﬁegotiate advance agreements,

The DOD IR&D Policy Council has met eleven times since
it was established, Typical topics considered by the
Council are summarized below:

1071

- Review/Approve Charter
- 8tatus of Trial IR&D Data Bank

1972

~  Working Group Activities

Congressional Interest in JR&D

Service Brilefings on Procedures for
Negotiating Advance Agreements .

Review of Proposed Technical Evaluation Form

Industry View of IR&D/B&P Procedures/Policy

Uniform Negotiation Procedures (twice)

Patent and Data Rights

Evaluation Simplification

£ 11 11

1973

- Introductory Briefings (All members changed
during 1973.)
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1974

DOD Input to GAN In-Depth Investigation \ )
Industry Tri-Associatio: Committee Presentation
Service Comments on Relevancy

DOD IR&D Data Bank Decision Briefing

Review of Updated Documents :

Summary of DSB Report on IR&D

Guidelines for Level of IR&D Support

T

b e

A I 1975

~ Discussion of DSB Report on IR&D

,
~ e

The agenda items were initially mainly associated with imple-

mentation and have since evolved to a continuing review of
‘policies and procedures.

The Air Force has estabiished an Aix Force IR&D Policy
Council to interface with the DOD Council and oversoce Air
1 Force IRED activities. It is chaired by the Assistant
: ; Secretary of the Air Force R&D and includes Secretariat, Air

Staff and Headquarters, Air Force Systems Command representa-

tives, (Ref. 88) Neither of the other Services have

established IR&D policy councils.

B e B e R SO e e et + e N A L el ki

The DOD IR&D Policy Council established a Working Group
on Nature, Objectives and Effects of the IRK&D Program at an
early meeting. The Group conducted an industrial survey in

the summer of 1972 to obtain additional data on how industry

R R ey P

handles IR&D and industry reaction to DOD policies and pro-

cedures. The Group has published a very informative report

on IR&D; the latest version was released in June 1974

(Ref. 69) and is available from Mr. Gersham R, Makepeace,
ODDR&E, who has chalred the Group since its inception.

iy
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3.3. Elements of DOD IR&D Policy a.d Administration

The major elements of the DOD IR&D policy and adminis-
tration rre discussed in this section. The evolution of the
DOD policies and practices are traced to their curient
status. The areas discussed are (1) cost principleés, (2)
negotiation of advance agreements, (3) technical evaluations,
(4) potential military relétionahip determinations, (5)
appeal hearing groups, (6) annual report to Congress, and

(7) IR&D data bank.
3.3.1. Cost Principles
The requirements of Public Law 91-441, Section 203, were
initially addressed in Defense Procurement Circular (DPC)
No. 84 dated 30 November 1870. This DPC:

= Required contractors to negotiate advance agreements
for the period beginning 1 January 1971 if they
recovered over $2 million of IR&D and B&P from DOD
contracts in their fiscal year 1970,

- Required IR&D/B&P to have a potential relmtionship
to a military function or operation as a condition
of allowability,

~ Provided for technical evaluations,
-« Provided for interchangeability between IR&D and B&P,
« Reduced payment for contractors who failed to complete

required negotiations was ostablished at &n amount
not to exceed 75 porcent of what otherwise would have

been accepted, and

- Provided for three-man Departmental appeals boards
(Ret, 70, see also Ref. 63, p. 9)
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' Representative Gubser, who had been on the House IRLD

Subcommittee, thought that_npc No. 84 overilmplemented the law,
The DPC ﬁr«vided that any contractor who recovered over $2_

million in IRED and Bé&P form the DOD would be.reqqiﬁed to.

negotiate an advance agreement, Representativé Gubager

' questioned two aspects of the above requirement. Firsr,

there was no restriction on the type of contracts the $2

;ﬁillion wasg recoyered under whereas the law included the

‘statement:

"The provisions of this section shall apply only to
contracts for which submission and certification of
cogt or pricing data are requirod in accordancw with
Section 2306(f) of Title 10, United States Code"
(Truth in Negotiation Act).

Second, the'iaw referenced IRAD or B&P whereas the DPC used
the phrase IRLD and B&P., Both of these points were given
serious consideration by the DOD and_in'the first camse
resolved in favor of Representative Gubser's position but
the second was not changed since DOD felt its position was
consistent with prior commitments and legislative history,
Defense Procuremetit Circular No. 87 changed the criteria to
only IR&D/B&P costs recovered on contracts subject to the
Truth in Negotintions Act. (Refs. 71 and 72)

The revised ASPR IRLD/B&P principles were developed

consistent with DPC 84 and 87. They also provided for two

other provisions which related to Dr, Foster's five point
plan. These were the requirement for full burdening of

IRED/BoP except for G&A and for the use of CWAS, or the
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formula,  in establishing IR&D/B&P ceilings for contractors .:Q

not rcquired‘tb negotiate advance agreements, These prin-
¢iples wore first published as Defense Procufement Circular
No. 90 1n-§éptombcr 1971. They became cffective for new ' 2
contracts awarded in the first fiscal ycar of each contrac- )
tor beginning on or after 1 January 1972, In hardship cases "
application could be déIayed for up to one year. (Ref, 73,
see also Ref, 63, p. 10) These cost principles are still
; in effect. (Ref. 74, see Appendix D)
3.3.2. Negotiation of Advance Agreementa

'The tri-service negotiation groups had been in exiatence
gince the early 1960s and the new policies and procedﬁres
had the main impact of requiring negotiations with more con-
3 tractors and strengthening the government negottating position. 2
:i‘ During the hearings the DOD had obligated itself to establish g
f uniform negotiation procedures (Ref. 64) This topic was one
of the main concerns of early DOD IR&D Policy Council meet-
. ings. Further, an ASPR case (ASPR Case 71-102, ASPR Guidance
g for Negotiating Advance Agreements for IR&D and B&P) was 3
f{ : established in 1871 to consider the topic. The Director of

7;, ) Procurement Policy, ASD(IL), put forward a strawman set of

'fl . procedures which included a weighted guideline approach to . k.

g 5 determining a reasonable ceiling. This approach was un-
| acceptable to the ASPR Section XV, Part 2, Subcommittee
b 8 because they did not feel a set of guidelines could

satigfactorily encompass all possible circumstances and o
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‘conditions. (Ref. 75) Although there has been much dis-

cussion of uniform negotiation procedures, none have been
issued by OSD and each negotiation group still dpe; its
negotiations as it sces fit. |

The Air Force tri-Service group has used a guideline
approach in establishing the Government negotiation objective
for their negotiations since 1972. The guideline is applied
by the negotiator and the results are reviewed at a pre-
negotiation meeting of the negotiator, his supervisor, and
the iRﬁD technical manager. 1If in ihe judgment of the
negotiator it is necessary to deviate from tge guidelines:
to obtain an equitable result, suc" is permitted.

Once it became clear that it was not possible to obtain
agreement ou uniform procedures for negotiations, and the GAO
had identified residual deficiencies in this area, 'a joint
DDR&E/ASD(IL) memorandum was issuod giving broad guidance
for the negotiation of IRD/B&P advance agreements. The
guidance provided

- All elements in the evaluation and negotiation

process whould seek out and reward projects which
solved critical deficiencies or reduced the cost of
egquipment,

- Departmental negotiators should meet together from
time-to-time to exchange views and identify issues,

- Results of the technical evaluation should have a
meaningful and traceable effect on the negotiated
celling, A

~ Multiyear advance agreements are encouraged,

B0
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- ,In!lutionarv or deflationiry economic factors would
be given consideration,

- Tachnical representatives should particip&te in pre-
negotiation meetings

! - Negotiators are responsible for B&P potontial
military relationship determinations. The basis
. should be the same as for IRAD determinations since
IR&D and B&P are 1nterchun¢enble, and
= Non-ielevant projecta oan he included in the coiling

80 long as there are enough potentially reloevant

projects to cover all costs allocuted to tho pon.
(Ref. 76) . .

This guidance was subsequently updated in Octobor,1974.

Hovever, only a few migor changes were made. The OASD(IL)

IRGD focal point was designated to u:rlngo-1ntorfnepnrtmenta1
negotiator meetings. A new paragraph requiring negotiators

to maintain adequats negotiation tiles was added and the

first paragraph was poved to the DODI 5100. 66. (Ret. 77)

Thus, while uniform. procedures have not been establishgd

there is overall guidance available to provide a zrgmework

fox the negotiation process, , _ '

13.3.3. Technical Evaluations

Improving the techmnical evaluation process was a major

thruut‘étlbr.‘roétér}s five point plan for improving DOD

administration of IR&D. Further, Congress sppears to have

regarded technical evqiuations‘an a noconih:y,pnrt of pro~

viding adequate stewardship of tho tax payers funds going

into IR&D, Thua, a major affort was undextﬁkep to upgrade

the technical evaluation process. This effort WRAS Hpear-

headed by the DOD Technical Evalnation Group (succesmsor to
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‘chaired by ODDRAE* and includsd members from each Service

Armed Services Remearch Speciulist Committee) which was

and a NABA representutive.' '
[ .

Initiul‘rochnical Hvuluation Follcien und Procodures

~ The  basic technical ovulultton policy docu-ont DODI
8100,66, "Eatablishwent ot Policy for, and Tbchnical Evalun-
tion of, IR&D Programs," vlq yublinhqd 4n robrugry 1972.
This document provided for yearly efmluation of contractor
submiited technical plans uud»ph;iito reviews at leoast once
every three yoars. The T@cppical !v;lﬁation Group (TEG) was
to (1) establish criteria, ;nthodology, uud’éviluntion'tornn
for use by all Services, (3) dnliﬁnlto the lead departwent
for each contractor, (3) determine th: standard format for
contractor tochnicgl plunﬁ und‘oihwr similar functions., A
dopartwental IRED technical managor was td be dnuignnfed by
each Service, His responsibilities were (1)'£o designate
the organimations within his dapirtuont that were responsible
for evaluating companylgpcbnicnl plans, (3) ensure oftoét;ve
evaluations, (3) prepare and submit evaluation ropoft, and
#o forth, Further, ﬁp wan rﬁuponuiblo for vefifyinglthat
the evaluation eoécgaq at least 90 percent 61 the dollar
value of each conpwny'l IR&D progri&lto ensure that the

*Mr, Elkiott B, Marwood was the initial chairman., The Group
was subseguently chaired by Mr. David D, Acker and, now
Mr, Jumes W, Roach.
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evaluation was valid, The departmental IR&D, technical .

~ managers vere the Service members of the TEG and were respoh- ‘

8ible tor the technical evaluation activity in their Bervice.

.The evalultions themselves were done by scientiste and engineers

'in the luborntoriee and acquisition divisione of the Bervicee
ond NASA (Ref 67) A standard technical evuluation form
for use DOD-wide was published in May 1972 and has been ‘used
henceforth by_all the Services and NASA, (Ref, 78)

' ~ The ﬁuidelines for.contractor teodnical plans vere also
isaued 1o-§ebruury 1972.: They provided for presentation of
A taoular synopaie and ndrretive discussion for each IR&D
project. The tuﬁuiur synopsis includes such information as
the principdllinveutiﬁator, his telephone number, project
funding, and so”:orth. The narrative includes a discussion
of the broblem beind addfeeued, the obJective:nnddfechnicel
approach tor the current year, and'progreee!tor fhe”brior' |
yenr;. The technical plnns were to be organized by technical
areas as indicated by Committee on Sciontific and Technical
Information (COSATI) fields and groups. (Rer 79)

1o further 4nuure that the new evaluation procedures
vere understood by field personnel ODDR&E sponsored an IR&D
Seminar 1n September 1972 It was lttended by 200 DOD/NASA
personnel mainly easociatediﬁith the technical evaluation

process,
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The agenda for the meeting indicates the mcope of coverage:

Keynote ' ' Mr, E. Ball, ODDR&E
Evolution of IR&D ' ' Mr. C: Deardorti, OA§D(IL)
Report of Working Group Mr. G. Makepeace, ODDRXE
DOD IR&D Technical Evaluation Group Mr. E. Haurwood, ODDRYE .
- Technical Plans o Maj J. Eash, USAF Member

' - On-Site Reviews ‘ : Mr. J. Crellin, USA.Member

- Scoring Technical Evaluations Mr. A. Cook, USN Mcmber

NASA Evaluation Activities Dr. R. Nash, NASA Member

Negotiating with Contractors Mr. L. Mitchell, USAF
Senior Negotiator

IRGD Data Bank ' Mr., W. Thompmson, DDC

Relevancy Determinations Mr. E. Harwood, UDDR&E

: Mr. J. Garcia, NASA

Audit Activities Mr. R. Logsdon, DCAA

Summation and Future Activities Mr. D. Acker, ODDR&E

Service Implementation

Since the Bervice memberg of the TEG were also respon-
aiblo for implementation of the process in their Services,
there was 2 relatively rapid implementation. Each Service
bublished internal regulations on the 1R&D techmical evalua-
tion process, (Refs 80, 81, and 832) A detailed set of
guidelines for field personnel was published hy the Air Force
as an Air Force Systems Command Supplement to the appropriate
Air Force Regulation. 'The Supplement provided scoriog

procedures, instructionm for completing the evaluation

54

[VRPOITI

o e s b Y i e 8 . 2~ e v & et et Bk 02 e s &

I S
TR T e AR o

‘.1;‘.'\..1 e

S

11‘**'*«-




o

ST G (I TR
SR A

[

T T MR S MR s, S

~forMs,leva1uation repqrﬁ;tqrmat, and so forth. - (Ref. 83)

1In the summer of 1974, NASA created an IR&D office in

~4he| orfice 'of. Aebonautics and Space Technology The objec-

'~
.
e,

N'fftives ‘of the office wexre to: (1) manage this NASA-wide f{_
 techn1ca1 evnluation activity and (2) to encourage a strong
”1nterlction between NASA and 1ndustry. (Ref, 84). 1h§s'

" action is expected to upgrnde NASA- particigption 1h the |

technical evaluation process.

Revised Documentation

In early 1974 the Technical Evaluation Group undertook

& review of existing DOD IR&D documentation. As & consequence

"'the DOD! 5100.66 and guidelines for contractor technical

plans wére‘reissued in late 1974. UDuring the interveoning

period of time the revisions were negotiated with industry
(via CODSIA), reviewed and commented upon by the Services,
#nd finally approved by the DOD IR&D Policy Council.

The revised DODI 5100.66, "Establishment of Policy for,
and Administration of, JR&D Programs" (Ref. 2), was somewhat
broadened to include reference to the DOD IR&D Data Bunk‘
and to provide a set of principles which include a rationale

for DOD support of IR&D, The wain change ‘relating to the

© technical evaluation process was the replacement of tha

requirement that 80% of the .dollar value of the contractor
program be evaluated with the requirement that the Lgad

Depdrtment verify that the overall evaluation has been

sufficiently comprehenasive to permit the formatiom of a




' ressoaable conclusion concerning the technical quality.of '. b

,
s e
R bl - 5 o i e

% s - the ‘contractor's program, Fuirther, the new DODI specitically
? ” aaaigns‘to the ' TEG rusponsibilxty for assisting auditors and
EW a | | contructiug orficars in resolvinz cost. classifica&ion "

B .

SRSy

queations 1nv01v1ng IR&D. This practice had developed in

the QSKJY 19708 but hud previduqu been covered by regulun

Pria-rr T e
[

The .guidelines for contractor technical plans were

.rowritteh-nuinly for clurity and did not change the nature

5 _ of the information being requested from industry. (Ref. 83)

3.3.4. ‘Potential Military Relationship Determination
Section 203 of Public Law 91-441 rcequired the DOD to

determine whether or not IR&D'pioJects have a '"potential

relationship to a military function or operation," (referred
to as agency relevanay). Responsibility for tﬁis.determinu-
. tion was assigned to the Technical RBvaluation Group. (Ref,
86 para IV C2u) Since no legislative criteris was provided
for this determination, there was considerable uncertainty

a8 to just what it should be, The Air Force took the lead

o

in formally stating criteria for the determination. There
ware msome difficulties to early determinations and a few

cases were resolved by ODDR&GE. However, with time, some -

degree of consistency evolved in the determinations and the
other Services gradually adopted the Air Force criteria,
It early 1973 the Chairman of the Technica) Evaluation Group

formally imsued the Air Force criterik as & guideline to be




used by all Services.

. below!

1s the DOD
precluded’
by . law or
otherwise,
from funde~
ing such
|R&D?

e

Yes

What 18 ‘the
nature of

|the militaryjapplica-
requirement’ | tion of

for the end
product?

(Ref. 88)
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Experience in the Air Force indicates that about 90%
of the contractor IR&D projects are potentially related
based upon this criteria, Since the DOD reimburses oaly
about 40% of the contractor IR&D programs, the relevancy
requirement has. had little direct impact on.ceilings.‘lﬂown
ever, it may have motivated contractors to pursue work which
they felt would be judged potentially related;

3.3.5. Departmental Appeal Hearing Groups

Section 203 of Public Law 91-441 required that an
appeal procedure be estahlished by the Secretary of Defense
for contractors who negotiate but are unable to reach agree-
ment with the DOD negotiator., Departmental IR&D/B&P Appeal
Hearing Groups were established by ASPR 15-.205,35 (para Dlh).
Each Department is required to have a group which is composed
of representatives of the Assistant Secretary for I&L
(Chairman), Assistant Secretary for R&D, and General Coungel,.
Determinatioms by the appeals Groups are to be the final and
conclusive determinations of the Department nf Defense.

To date there has been only cne appewl., It occurred
during the first year of operation under the new procedures
when Aerojét General Corporation failed to reach agreement
with their negotiator (Navy). Aerojet appealed the nego-
tiator's determination and the Navy Appeal Hearing Group
ruled in favor of the negctimtor, Aerojet subjequently
initinted litigation in the US Court of Claims but a final

ruling has not yet been issued by the Court. The essence of
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this situation is that Aerojet refused to accept a ceiling
which was other than the amount they unilaterally determined
to be their normal and reasonable cost of business, They
asserted to do otherwise was a form of cost sharing which
is precluded by the ASPR, - The Navy rebuttal, in parf, was
that, by definition, negotiation is & process of offers and
counteroffers and that Aerojet was insisting that their
offer be acnepted a priori. (Ref., 87)
3.3.6, Annual Report to Congress

Section 203 of Public Law 91-441 requires an ﬁnnual DOD
report on IR&D setting forth:

- Companies with whom negotiations are held and
results,

- DCAA report on IR&D and B&P payments to major
defefise contractors.

~ 'The manner of DOD compliance with the legislation

in Section 203 and any major policy changes
proposed by DOD,

The procedure which has evolved is that the DOD submits
its report on or before 15 March each yemr. Subsequently,
Senator McIntyre enters it into the Senate record along with
any related letters and GAO reports and gives his personal

ausessment of DOD's actions, To date five reports have been

released:
Yoar - Congressional Record
1971 ' 24 ‘March 1971, $3815-3818
1972 11 May 1972, 87681-.7697
1973 8 May 1973, S8570-8583
1974 28 May 1974, $9042-9055
1975 9 April 1975, S5560-5H568
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- .DODI 7700.17, "Report to the Congress on JR&D/B&P Advance

i e o

Agraements Negotiated with Defense Contractoxs" provides the

mechaniﬂm;for.assembling the data for“thi&-iepprt3 _(Ref.;es)

TR

3.3.7. IRKD Duta Bank ‘ _
- KR .
The IRLD Data Bank was one of ‘the items in Dr. Foster's

ot _five,poxnt IR&D '"got wellh program.ijugwever, the need tor

mNe_ s mE wm
G B e T s

auch a data bank appears to trace back several years.

T

# ﬁ Backgnégﬁ§

? . % * : At hearings of the House Subcommittee on DOD Appropria-
? g ~ tions, conducted in April 1966, Representative Mahan asked

: , ? DDRKE and the Service R&D witnesses tor examples of benefits

of IR&D to the DOD. Only the Air Force witness was able

to 1mnédidte1y respond. . (Ref. 22) DDR&E thon established
i g a Defense Science Board Task Group on IR&D which, in part,

: compiled a volume of examples of benefits of IRED. (Ref. 31)
S These examples were collected directly from industry on a

,g voluntary basis, This procedure was also followed in 1958,

1969, and 1870, (Refs. 32, 33, 34, 35, and 36) While these

dus AR

volumes provided a ready reference for DOD witnesses and

o e iy

were provided to Congressional Committees, they were not teo

useful for supplementing the technical plans in disseminmting E\

information to DOD scientists and engineers,

The idea of an IR&D data bank similar to the DOD's Work 4

!

i e,

Unit Information System was advocated by the GAO in its 1968

7L

draft report. (Ref. 40, pp. 49-51) The concept was to .

-]
N i et Tk~

provide a centralized body of IR&LD data available to DOD

E g
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scientists and engineers to preciude unnecessary duplication

of effurt, The idea was generally well received by Congress

but opposed by industry as unnceossary,  (Ref 90) However,

in devising an acceptable plan for improved adminisfrntiduA

of IR&D, DDR&E included establishing a data bank of cost and

technical information. (Ref. 54)

Trial IR&D Data Bank

DOD established a trial IR&D duta bank at the Defense

" Documentation Center in 1970. (Ref. 89) Abstracts of

technical objectives, dpproach and progress, limited manpower

‘data, the principal investigator und'his'telephone number,

- COSATI field and group, cutegory of ‘technical effort

(research, development, or studies),?gnd 90 Idrth-waru in-
cluded. However, ull cost data was ‘excluded because of
industry objections. An input manual was puhliahéd in June
1971, (Ret 91) and an output wanuazl in August 1972; (Reft .
92) The data bank became operationxl in Janudry 197% 'und
made its first search in March 1972, 8isce contractox
participation was voluntary omly about 34 ébrporationa"prOn'
vided data, Government usage was about 1000 ae&raham betwean

the time the bank oponed for business and October 1874,

Evaluaglgg
In the early 1970s the Army Missile Command (MICOM)
established a program for utilizing IR&D data. The utiliza.-

tion wnregram included a current awareness program for MICOM

T e R L I e Ta i . b =
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sclentists and engineers wharein‘a profile was cstablished
for each SkE and IRAD summaries provided to them. “The MICOM
7nyatngincluded.nfcapnbility;forcrefroschtive‘sporqhea and
fqlso;btuﬂt-persqnnel sbarchéd-thh.lhpn44§ta hefore apﬁrov;ug
in—ﬁo@ue proqects to praqlndp.dnnacpénqry dupl#c&tion of
effort. ;Aﬂ afpﬁrt.ql thiswijstom“giCOI edtub;@ahgd;a com-
pqtqrizqé data bahk of Ia&b tnfqrugtxpu which théy e;truqtgd‘
from xngﬁ tgchniégl.planﬂ.' Tha'dqtnl}ndiuded‘wpslless
extensive than that 1qdiudnd ip tﬁp DDC IR&D Data Bank. FNow-
'qui,.the'nxoau datu'ﬁank st;htially covered all coutractors.
(Ref. 93) ” | R

The eximtence of two IRAD data banks was criticized by
the GAO in a letter report in August 1973. (Ref. 94) Sub-
sequently, the Technical Evaluation. Group evaluated the tyo
IRGD data banks and submitted a comprehensive set of recom-
mendations to the DOD IR&D Policy Council in February 1974.
(Ret. 95) The major recommendations were (1) the DOD should
have an IRED data bank located at the Defense Documentation
Center (DDC), (2) it shou;d be covered in sppropriate regula-
tions (DODI $100.66), (3) the data bank should be made
vawailable.to DOD tield peraonnel vis the DDC remoie termipal
system and (4) cost data should he included in the data bank.

Permanent Data Bunk

" The DOD IR&D Policy Council approved the recommendations
at 1ts March 1974 meeting. 1In subseguent negotistions with

\ -

82

szl et cmia » Bre sl i« XGRS . iR S e, o dAE




[P

‘industry cost data was again deleted. Otherwise, the recom-
‘mendations have been rather faithfully implemented via the
. ; .'r§01se& DODI 5100.66 (Ref. 2) and the revised Department of
;,i! _ ) "Deféhse Form 271; "IR&D Data Sheet" which'haa been approved
by tha Office of Mnnagement and Budcet (Ref. 96). Thus,:
bezinning 1n 1975 all contractors with advance agreements
will 1nput data ‘to the YR&D Data Bunk which 18 now on a
permanent basis, hevined data input manuals are currently

i .+ being piepnred ﬁy DDC for use by the contractors. However,

! the approved data sheet format was seht'by DDR&E to all con-
tractors in Depember 1974 so they could input data in 1973.
"(Ref. 97)‘ ﬁurrng the trial period the data bunklwas
restricted to DOD usérs. However, in December 1974 NASA was
| | granted access ‘to the IR&D Data Bank.

@]5' I,l 3.4, TH&D Dﬁta Summary _

| © " Some data on IRGD/BP costs and technical content are

| 'T'évﬂiliblejirom exi8ting sourées, however, the data leaves
mﬁéh to' be desired. Overall data on IRKD/BE&P costs will be
_summarized in® Saotion 3.4.1.° A rough estimate of the DOD 8

indimect oontribution to industxy“resoaroh and development

;fis given 1n 'Section' 3.4.2, "Finilly, a brief summary of the
o technicalbLonLent of IRGD 1% given in Section 3.4.3. | N
| 3.4, 1. IRGD Cost Dath . .

The Deten&e Comtract Audit Agency (DCAA) collects IR&D |

A T L e e T Tt e e e

R HQQ}mzpaqh_ye&r.Iomﬁ$pe majur defense contractors. This

i . 'data is published in a yearly report. (Ref. 98).




Similar data has been assembled by DCAA since 1963. Summaries

ToERETT T

of this duta nppear in DOD presentations, GAO roports,

y g

Congrossfonul diacussionu, tha yearly DOD report to Congraas_

T i

and 8¢nltur Iclntyro s roport to tho 8¢nate Contrnctor—by-
.contrlctor data is 1nc1ud'd in tho DCAA roport but not
 ;ub11¢1y rolullod since it 15 businosn aensitivo datl.
A typical set of DCAA data is given m Table 3.1. The

firnt eoluun, "Contractor COstn," are contractor 1ncurrod

co-tn. Tho second colunn, "Accepted by Governmont " are the

amounts lceeptedlby the Goyornucnt &8 reasonable for allocl-
tion to all customers (ceiling or actual expenditures if '°
lower). The "DOD Share" is the DOD's allocable share of the
accepted column. The DCAA data also includeas total and DOD
salés. HNence, various ratios to sales can ho'cnlculatnd;
For 1974, typical ratios bqsed on the above duts aro:

DOD Share of IR&D
lles

- 2 1 porcent, and

poD Share of IRWD  and BAP _ -
alos 3.7 percont.

| Untortnnntolg? there Qré many'doficteﬁcies:gu_thg DCAA
data whi;hilarguly negates its valuQ. rirst,'thn coverage is
DOD comtactors who have an annual muditable volume of costs
incerrod of $15 million or more or reguired 4,080 or more man-
hours of DCAA direct audit effort. Thus, only a portion of
the coatractors are included. The DOD position has been that

s
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Table 3.1, Summary of IR&D and B&P Costs*

: . - Accepted by ’ -
Year Contractor Costs Government DOD Share

L

IRD B&P Total IRGD B&P Total IRGD B&P Total

S T T T TR g M L i
TTRV IR I TS - S

.Y

e e e o e e (000,000 omitted) wemecmeea-— -
S ' 1968 § 766 $381 $1,157. $579 $367 $946 $338 $271 $609

1969 808 426 1,234 653 409 1,082 410 289 696
1970 753 413 1,166 597 398 895 376 278 654
S 1971 703 427 1,130 567 390 957 384 263 619
i 1972 936 469 1,405 725 432 1,157 392 306 698

; 1973 1,081 5268 1,577 809 488 1,207 441 358 - 787
i 1974 $1,145 $546 S1,604 $901 $504 $1,405  $457 $361 $805

¥ *From Ref, 99, p. 3 and the 1975 DOD Report to Congress.

% ' A pumber of additional problems are inherent in the DCAA data
including:

| 1. Different sets of contractors included in sample
in different years,

_ 2. Changes in burdening practices from yedr-to-year
e are not reflected in the data,

3. The IR&D definition was broadened in 1971 and
unknown amounts of additional effort were thereafter
transferred ;nto IR&D, and
4. The DCAS data on DOD share includes costs
reimbursed by foreign governments which vary from
year-to-year.

An effort has recently been made to track some of these

changes as illustrated in Table 3.2:

g this sample includes B85-80 percent of the total (Ref. 99, p. 9).




, Table 3.2 .
. COMPARIBON - OF 1873/18973 IRAD/BbP .‘WB.TM

1972 1973

. ]
Total IRAD/BAP . $698 million  $787 -1111on |
Jens increase due N | T o B8

to bnrdon ,
m niluon . it n:lllion .

Lons smouat uuma

 to foreign sales 13.8 36.0 -
v - m n:lu.tu $808.0 willion. .
DOD Sales 819,137 million $30,941 million
Leoss toreign ules 4338 961
et DOD Sales Iu‘m million urm mill:lon
Ratio to Dales 3.8 . 3,48 . g

s, the year-te-yorr adjustaents can be quite signu&cant.
Further, the author ia amare of no I,ntrm'.t 10 develop a con-
sinstent met of data going back to 1963 or even 1968. Hence,
yeoar-to-yoar comparisons of this data are specivus and should
be aroided. |

| There is one other source of detadled data on IRKD and
that is the tri-service .motiation ¢'.rou1.:,n'.‘ They have the
.official files which imclude lpropoud values ar well as the
type data summarised ty the PCAA. The Air Force has com-
puterized sems portion of its data base. However, extracting
- dsta from the tri-sorvcice negotiator's files usually involvews
todious sifting through tbe hard copy material.. .

Obtained Trom OABD(IL), also in Ref. 100, p. 59043.




3.4.2., DOD Indirect Contribution to Company-Funded RLD

Each of us contribute to contractor IR&D when we buy
Girtually anything which is on'the mafket. General Motros
has Qne oflthe largest IR@D programs the author has béen
?xposéd to. Whenever, you buy one of their cars you cbn—
tribute to their IR&D program. The sawe is trﬁe when - you
buy a toaster, Qqsher, television and so forth, Thus, the
DOD is just one of a multitude ot~contribut6rs to company
research and develcopment. The toial umount.ot company =
funded résearch and development (as distinct from federally-
supported R&D) is given in National Science Foundation data
(Rof.'101, P. 26) as $11,347 million for 1872. The DOD
contribution to this amount was about $392 million. Hence,
the DOD contributed only about 3.5 percent of the total

compunyQWnnded'research and development in the cbuntry in 1972.

3,413, Technical Content of IR&D

- The DOD IR{D Data Bank project summaries for 1974 were
summarized in an effort to highlight some characteristics of
DOD-related IRGD efforts, (Ref, 102) The sample size is
indicated in Tabtle 3.3, The 104 divisions or companies

.represent 23 corporations as listed in Table 3.4. The number

of projects im about one-half the number estimated to be
conducted by the contraotonswith advance agreements each
year, The distribution-bf prbjects and effort by category
(research, development, and studiss) 1is given in Table 3.5.

About one-half the projects are in resenrch (applied and
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" Table 3.3
Siab of IRAKD Data Bank - (19”49

' Nuaber of Connanieu/nivisionu ' S L 104 

. Number of Projects , .. 2890 .
' -Profeuioml Manyesrs ‘ ST 10183
Ttbla 3.4
Corporations 1n Data Bank (1974)
Bell Lahorttories Inrtin Marietta
Bosing « b o Motorols. . . .. .
_ Chrymsler : Perkin-Elmer
- Curtise~Wright - - S -~ . - Miilco~Ford Communication
- General Dynauwmics Raytheon
‘General Rlectric ' - . RCA ’
. Goodyear Aerospace ' Rockwell Intarnational
O Gkomman I R - Sanders Associates..
GTE Sylvania Electronic Sporry Rand '
Hughss Alreraft Company TRW Systems. - .. ...,
ITT Dofense--~Space Group " United Aircraft
Locktwod Airecrati . s Westinghouse . v

. .
[X N {r '

S orable 3.8 v cac e o gl

B Tt i, S, oot s i
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D!aﬁribution of Projects and Manpower Loading: by
Category
Category Number of Professional
Prodects Hanyears
(percent) (percent)
Research 47 33
Developuent 43 44
System and Concept Formulation Studies 11 a3
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basic). Past studies suggest fhat the vuut majority qt'theée

-3etfortq axe applied,renel:dp with,a,quativelyAlow percenﬁ"

3 c;gupiiieﬁ uq~b&sic research (muype aeés)n-~Thn omphab;p.?p

';yaf;u‘étudies is pfobablngreater fox thii grbup of cdh#u .
tractoru thnn for the genarnl population s;nce it 1nc1udes |
most of the naJor systems primes.

The breadth of IRAD activity is indicated by the dis-

~ tribution of eftoft versus the technical areas iiited_ih;'

. Table 3.86. rqé thin'group'of contractors there are broJects E
in 73 percent of the tachnical aroau.und ten or more projects
in 33 percent 6: the areas (see Table 3.7). fhouo'toﬁhnictl
areas with the momt projects are liated in Table 3.8 und

'tho-e with the greatest manpower londing are givon in

Table 3.8, Thus, technical effort in IR&D does appear to be

broad bhased but with some concentration in those areas most

closely related to DOD activities,
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Table 3.7

Frequency of Projects and Resources by Technical Areas

ﬁuiﬁef of = : ‘ Technical. Areas - Corrosponding

Projects . - o . (percent) Professional
: - , . B ‘ o . Manyears
_ , ‘ . (percent)
0 Y B | 0 )
1- 9 40 7
;g-;B 11 lg
~29 - o 7 1
30-39 SR ' 2 5
40-49 o 2 4
80-99 . 8 20
100-199 2 13
200-209 1 25
Table 3.8

Technical Areas With Greatest Number of Prqgects

Technical Area Percent of Total Number
' of Projects

Electronic Components (0801)
Aircraft (0103

Computers (0902) .
Communications (1702)

Radar Detection (1709)

Masers and Lasers (2008)
Industrial Processes (1308)
- Bpacecraft (2202)

Miseiles (1604)

Jet and Gas Turbine Engines (21085)
Navigation and Guidance (1707)

WL >d
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Table 3.9

Technical Areas With Largest Professional.ményear Loading

Missiles (1604)

2 *
¥ ? Technical Area Percent of Tetal Effort {
i i * . X\
W L Airvcraft (0103) 21
Y Zost Effectiveness (1401) 6
K ﬁ . Mathematics and Statistics (1201) 6 i
il ¥ Communications (1702) 5 )
I Radar Detection (1709) 4 o
A b Computers (0902) 4 )
H Electronic Components (08901) 4 ;
¥ Jet and Gas Turbine Enginhes (2105) a D
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| SECTION v |
uAJon AREAS OF CONTROVERSY A

Pw¢or to 1ass, the priqa;y IR&D tssues revolved around

such thingp as reamonableness, burdening, coat sh‘ring, and |

oth@r asp&rrn uf DOD uﬂuinxstration of IB&D The. maiu.ptr-'
ticxpanto in the dialogue were 1ndnstry and the DOD. |
Congrens made aome 1nquir1es durinc thil pariod but had |
littlo impact on the dialague. waGVer, since 1909 Contress
has boon directly involvod 1n the IR&D area and thn ntture

" of the issues hue changed to some extent. In udditionwtb

-questiona of nOﬂ administration, some 1udiv1duuls are now
\challengﬁng.the fundsmentul concept, asferting thnt_Congrodu

nhoulq have some"typénof 1ine'ft@m control or_Ikﬁﬁyind'iahrqh-

ing for some fundamental change in the mechanism' which will

finess many of the cited problems. Further, sctivity in the

”Tk&n'wrap ds been sﬁgﬁifiguﬁtly;trdﬁter”than'1n the 1960s.

A list of the major IR&D events since ;970 is given on the
_ following page. A brief summary of each of these items is

given in Appendix'xl " These reports and statements provide

the basic bosi"f.i'om-'w-h-ic‘p dre sumpartzed in this section by

mejor area of controversy,
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Date

March 1971

" April 1971

December 1972

April 1973
‘August 1973

September 1973

March 1974
April 1974

. May 1974

August 1974
December 1974

February 1975

Impending

curement

LnNAJOR IR&D EVENTS SINCE PARSAGE dF SECTION 203, PUBLIC LMW

ol<ddl. i S
' Event |

GAO Report "Feasibility of Treating Con~
tractor's IR&D Cos'ts as a Budget Line Item"

GAO Report "Implementation ‘of Section 203,
Public Law 91-441, On Paymants for IR&D pnd

- B&P Costs" M

Report of the Commission oa Government Pro-

A

‘GAO Report, "Payments for\IB&D,und'B&P Costs"

GAO Letter Report on IR&D Data Banks '
GAO Letter Report on Small Contractor Problems

‘Senator Proxmire Amendment to Limit IR&D

Industry Position Paper on IR&D and B&P Efforts
DDR&E Statement to Congress

GAO Repoxt, "DOD's Implementa.tion of Section
203, Public Law 91-441, Involving Contractors'
IR&D" : Lo

Adniral Rickover Statement to House Appropria-
tion Committee, Subcommittee on DOD

Statement of Principles for DOD R&D

GAO Partial Report, "In~-Depth ' Investigation
into IR&D and B&P Programs"

GAO Report, "'IR&D Allocations Should Not
Absorb Costs of Commercial Development Work"

DDR&E Statement to Congress
DSB Task Force on IR&D Report

GAO Final Report, "In-Depth Investigation
into IR&D and B&P Programs"
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and,-hence, recoverab1e to the extent they ure,iéisbnaﬁlg

-and allocable. S e

: nlnd he. is supported hy Admiral Rickover, In Beptember 1973

. Senator Proxmira stated "...ﬁt & ‘cage can be made that this‘
'program (IR&D) is a buckdoor boondogale and ought to be
ellminnted altogether W (Ref, 103, p. 817517) Senator I_
Proxmire appnrently challenges the need: !or IR&D primarily
on the basis that it ie unnecessary for the DOD to htve two
aeparate programa to sponaor research and devalopment L b
*erforts by private contractors (direct contr&ct R&D and |
IRAD) .
IR&D mn being ab!e to 1mprove their v, competitive o .
udvantutet over small ftrms and’ nondefenae contractors who fﬁ ﬁ
ara nqtfeligihle for the IR&D substdy " (Rﬂf 103, p. S1L7518) :
Adwiral RiOkOVer bmninnlly agreea with the aanﬂ pusitiona . ‘5
and asuexts that if TKWD was made & disullowed ooaﬁi ‘and the
DOD directly contracted an eqdi&nlgnt‘ﬁmmuht of funds, the

DOD wbuld getlfar more for its money, (Ref, ﬁbi,:p.llla) I.' y

supported its aIIOWability. JTha dumﬁission on Governmant !
Procuienent=(codp), which included Senafora-Chiiea'and Guraey, |
Representatives Horton and Holifield, and the 06Mptroller |
General of the United States (Eluwer Staats), supported IRZD

. Allowsbility of IR&D Costs \
-The:current DOD"pdlicy.is that IR&D coats;arehyllowﬁble

The majority of people who have commented ot IRED have

-

The main adversary of this policy is Senator Proxmire

Further, he sees deranue contrnctors whn receive f. . R

s

bt s,



as “. . . in the Nation's bestiintereet to promote competition
(both domestically and 1nternationa11y), to advance technology,
and to foster: economic growth , ., . ." (Ref, 1, p. 31)
Senator Cranston earlier supported IR&D in his testimony to
.-the IR&D hearings in 1970:

"I have concluded ‘that ‘in an era of rapid technological
innovation, the IR&D program is the most economical
long-run program for guarantying security of the United.
States. . . ." (Ref, 56, P 1676)

The latest befenee Science Board Task Force on IR&D, which
“'-Whﬂ selected Largely from academia to avoeid the obvioue
vested 1nterest of defense contractoxs, strongly supported
the allowability of IR&D (Ref. 105, p. 1) PFurther, a
rooent panel reviewing military-R&D for the Center for
Strntesic and International Studies, Georgetown University,
'}Hatao supported the concept of IR&D:

""This panel btelieves that IR&D is a valuable and
legitimate operation. It should be tunded substantially
and gshould be controlled by the government only to the
extent necessary to safeguard the public interest and

the competitive positions of DOD's suppliers

The baeic puhlir policy lssue here is whether a govern-
" ient agency qhoutd directly control the work done
under JRXD. This pansl takes a position midway between
4 common, industry posiition--no direct control at all--
and a positton of many Congressional critics--full
' control of the amount and nature of the IR&D,

'ER&D is basically desirable, because it is a check to
insure againsi errors in judgment-~or too great a focus
~ga. jmmediate nesds~--by those government officials who
determine R&D activities. Also, 1f used flexibly, it
‘helps provide a measurd ‘of gtability to the national
technical manpower pool, The spur of competition

' enBures relavance and payoffs." (Ref. 106, p. 34)

" Thus, there has been substantial support for the IR&D

"
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concept from nonmilitary-industrial complex representatives.
’The_mujdrity of POD technologists whé have spoken out
on the 1§sue have aupportédﬁthe-need for IR&D, Dv. Currie,
DDRAR, hﬁu taken a strong position on IRKD in his testimony
to Congress (Refs.107, 108, and 109) as have the Assistant

. Secrecaries for R&D of the uilitsry Departments. .-(Raf. 110)

Further, several of the military technologists have spoken

in favor of iR&D' General George S. Brown, when Chief of
Staff of the Air Porce (Ref. 111); Lt Goneral William Evani,
Deputy Chief of Staff (DCS) for Resesrch and Developuent,,
Hoadqugrters, U.S. Air Force DC3/Research and Development
(Ref. 112); Major General Charles Wilson, when DCS/Production
and Procurement, Air Force Systems Coummand. (Ref. 113, p. 60);
and, at the working level, Colonel Charles Scolatti, when
Commander of the Air Force Flight Dynamics Laboratory., (Ref,
114)  Further, the vast majority of DOD peisonnel‘are
reported to support the need for and value of IR&D. (Ref. 113,
p. 60)

It goes without saying that the aerospace 1ndus;ry
regards IR&D as ‘vital to its continued existence. VWhen
Senator Proxmire again challenged IR&GD in 1873, the iandustry
established o Tri-Association Ad Noc Committee for IRGD and
B&P. The Committeo published the industry case for IRED.
in three-in&ornelntod documents in early 19074. (Refms.K 115,
116, and 117) : : S

(&4




y
f

3 4. Another issue which is.involved in the question of
; . allowability is the benefif/cost aspect.. No onerin.indﬁstry
or the DOD has been able to quantifative;y demonafrgte;ihat.
' benefité'excéed cbsts for IR&D for the same reason-thié has (e
| nqﬁfbean‘done for DOD contract R&D. (See,éfg., Ref, 88, p. |
¢ ) 1675 rﬁr H&man Fine's comments). Hence,.benetits;hre.usuiiiy
addreséed by way of specific examples of payof! to the DOD.
The”moat.extenéive recent contribution to this area is in
-tho industry “Technical Paporaﬂoh IR&GD and B&P Efforts"
Retf. 117, pp. 26-247) which not only presents examples but
algo tries to structure an overall framework for a benefit
discussion. .
'4;2. Congressional Line Item Control of IR&D Costs
| In tho first direct Congressioncl restrictions on the
" 'DOD management of IR&GD in the FY 70 Military Procurement
Authorization Act (PL 91-131, Bection 403), the Congress
imposed o form of line item control. The DOD wam to limit

IR&D expenditures to 93 percent of what they would have

othorWiue been. This requirement was basiéully unwoxrkable

and was repealed a year later. During the FY 71 Military

Procurement Authorization Bill discussions, the issue of line
- item control was aguin-ruised;' The Senate version of.the.
authorization bill incorporated a ceiling on IR&D. ' However, | .
i R the ceilini waa'rémovod-by the Conference Committee and did

. not appear in the final act. Hence, there is no Congressional

line item control of IR&D today.




- SR TS S A AT

Senator Proxmire asked the GAO to determine fhe féﬁsi—
pility of tréating contractors"inlb‘CQsts‘di;a budget line
item in late 1970, In early 19&1.the’cno‘ro§6§ted that in
thdir judgment Cbhgriéwiongl.liho item contrbluwdkffenéibie.
The DOD bas always obpoaod-thia concept a@d took'stionc o
exception to the GAO report. Further, thé GAO recomwmended

_ that no action be taken on line 1tbu<bonir61 of the time since |

the adequacy -of Section 203, Public Lav 81-441, provisious
had not yet been determined., Hence, the GAO report had no

direct impact at the time it was hubliahod"loo”nntd. 118,

119 and 1320).

In September 1973, Senatar Proxmire asserted that Public
Law. 91-44)1 IRAD prbvisions had been ineffective, costs for

"IRGD had continued to rise, and hence, a Congressionally

1iposod ceiling was necessary, He suggested legislation which
would have limited IR&D to 50 percent of what it had pre-
viously been. However, he agreed to a GAO in-depth investiga-
tion, but commented ". . . I do think that the GAO study will
give us the basis, give us the réasbn, to put a ceiling on

the wuthorizations.” (Ref, 103)

The DOD has constantly opposed line item control as
ndnihistrativélr ibpricttcnl and as essentially eliminating
the 1ndepend§n6§ of IRMD. (Refs. 30 ;hd 118) The industry
has also argued against line item control. Their basis is

that line item control is inconsistent with the basic concept

‘that IR&D is o normal cost of doing business and, hence, an

9
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clement of overhepd. Thus, IRGD is'applicable to all

_products gold to government or commorciul customers. Legia-

lation should not arbitrarily limit recovoxy f "no*mal" costs

ot buaineaa,'rnther, ‘the Government should accept 1ts fair

. sharg’ of these costs, (Ref, 115. P 32) .

., hine 1tqp coptrol uppenrs te be & highly likely outcome

of tbo cqrrent IR@D debuto, especinlly b § 4 Congrenn as &

.whole is not gstisfied with the DOD management of IR&D after

§h°¥L¥&°°¥¥?WthP.f}Pil'rQPQFt on the GAO 1p~depth 1nvost;ga- 
fiop and.condootowhgxoyo#“hogriggq they regard gs'necqngary.
4.3. Mochauisms for Reimburmement of IK&D Costs o
IR&D oosts afo currently recovered through ovafhead.'
This }is the procadure which has been followed aince IR&D :

waa first rqugnized as an nllowable cost in the early 19405.

This approach parallels practico 1n the commercial world

whore.oontrpotora recover IR&D costs am purt of the price of

their prodpctu» The same is true for competitively priced

. DOD fixed-price contraoté. In these cases competition is

. presumed to protect the customer. Thue, the issue is how

T to hdnd;o IR&D costs for negotiated contracts. The basic

. dilewns involyes "the Government's inability to satisfy the

opposing goals ot (a) stimullting innovation in an uncon~ '
truined fnnhion nnd (b) obtaininz reasonable assurance that
tnx dollurﬂ thus spent rosult in af:ovt of|bnoad national
yaiue ag opposed ot undpe eurichment " :inef 1, p. 40).
Eomo thought has. boen given to altornative mpproaches,

however, ho firm auguentionn have boon made. One,mauber of
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tho‘Conniéaion on Government Procurement advocated.looking
into a vartety of alternate approaches, including:
~ National R&D awards, | ' '

. - Agency priority lists and racovery proportional to
conpntibility with the 1list, and

- Tax credit devicen. (Ref. 1, pp. 40-43)
The GAO in—debth investigation includes a perusal of
alternate methods. The GAC sent a 1list of 14 altornatives
& to & wide variety of Government, industry, and;qther people
“E tor'cﬁnmont. Three basic approaches were included: .dircct
E contf&ctins, recovery through overhead, and'reCOVefy~throucp
profit, (Ref. 121) Recipilents were asked for their opinions
on the 14 listed altérnativeq and'sugggutionu‘tdr other
approaches, The results of this survey will be interesting

if not conclusive.

Ons of the six papers in the Tri-Association Committee's
"Technical Papers on IRMD and BA&P Efforts" givea the industry
position on alternative methods. Nine methods, which span
the spectrum from full reéovery to the Alc'methad; were
considered. Twelve criteria were identified and used in
assessing the slternmatives. The conclusion was that full
reimbursement (Inhereirit Economic Constraints in Campetition)
is the prefeirred alternmative. '"Anything less thun the full
reimbursement of these costs . . . in effect is a subsidiza-
tion of the U.8., Government by American Industry." (Ref. L17,
pp. 16-24)
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In”esséncé,”most alternativés identified in those studies

‘Are variations on the theme o! rour buuic nppropchea~

b- direct contract R U
- recoVery through overhead,
- Tecovery, through prpf;t,.and

.f¢_tnx ereditk.,

b

“No ons has yet coms. up with nn alternutive to the current

mothod which has attrncted significant 1ndustria1 DoD, and
Congresaional support prce,_until such a brilliant idoa
appears, DOD IR&D policy will probab’y evolve around the
current prpcoan.oflgllowing recovery through overhead.
4.4,  Elements qf DOD. Policy and Adminiatxltion,l )

In this section the major areas of controversy regarding'

specific elements of DOD IR&D policy and procedurea.aia pre-

‘sented.  Several areas of controveray were resolved'in the

1970 upgrading of IR&D udminiutrution (burdenlng, cost
sharing, and so fprth) However, several axeas are still
being debated., The areas to be dis»ussed 1nc1ude~ ‘
| -~ .Reasonableneas criteria,
- Negotiation Procedures, |
- Tochnicll,Evaluations, ‘ “ 4I, ;
« . = Relevancy, , . - |
+ = Patent and Data Rights} &nd r o
- 'Cout,Clgﬁsit;catigﬁ. \ . o . | .\\
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- ~ 4.4.1. Reasonableness Criteria
The issue in this area is. the determination ofhvﬂason-

‘§. o ableness for major contractors- (those that :ecqvar'o\ $2

if o ‘million in IR&D and B&P). The determization today is. made

. through négotiationiof adv@ncelagpeonnnts. In this arealtheré
;‘ ;' . are those who support the current procedures, those whbfthink
. they shoudd be strengthened to give the DOD more control and
those who would relax the coatrols.

The firet dissenting position of the Commission on .
Government Procurement'wdvdcatod continuation of the curreat
DOD ‘reasonableness teat. The Comptroller General and three
of the four Congressmen on the Commission supperted this
position.

Sonﬁtor Proxmire argues that the current procedures are

not effective since IR&D coets have continued to grow since

# Section 203, Public Law 91-441, was passed. (Ref. 98,

:‘ p. S17817) Thus, he would supplement tho DOD procedures with
Congressional controls as summarized in Section 4.2, Admiral
Rickover advocates direct contracting of IR&D projects which

" have sufficient benefits to warrant the cost. (Ref. 104,
p. 123) |
Most of the other challenges to DOD policy in this area

v advocate liberalization of the reasonableness criteria.

Thete include the majority recommendation of the Conmisaion
on Government Procurement (COGP) (Ref. 1, p. 31), the recom-
mendation of the DSB Task Force (Ref. 10%, pp. 16-17), and
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“the industry podition (Ref. 115, p. 34), The industry wants

full récoVery of incurred costs irrespective of. the ext»nt

- of nekotiated DOD oontracts in a coat center Th9 DSB.Tuak
Force.and COGP majority rooommendation would upply CWAS 1n .
fvaoma form-to mljor contractors. Thasq‘propoaqlg argrvqry_ |
i»aimilur to~the”propbaed cost principleqio:'vébruary i9695
l(Seébchtion 2.3.1). All of them wonld;ropuit‘in‘signitipunt

increased in the cost of IRGD to the DOD. . GAO and DCAA

:6ntimlte“thlt'tho incrennes would r;nse-rrom'sso.millibn to -

‘about $110 million. (Ref. 30 and Ref. 133) Further, these

approaches would materiully reduce the DOD 8 visibility of
contractor IRKD thrqunh:gaduced‘teqhnical evaluation .

activity (which goes‘hiﬁdyin~hand with negotistion of‘athncé

‘agreements), The benefits to beurdaiiied-by.thpghopgdué'to

. the abo#a‘mentionod pidposala apﬁotx-ﬁppfbé,poﬁinpl. Thus,

these proposals suggest significant increases in gont, to

" DOD with, at best, nominal benefits. It is dqubtful-thaaé'
proposals could be implemented by'thouDOD,withdut‘incu#rinﬁ

the wrath of Congress and budget line item control.
'4.4,2, Uniform Negotiation Procedures
One of the-areaa that Senator McIntyre identified in.

- hiis idllow-up'léttéffto the Secretary 6f'Do£enue in 1970 was

establishment of uniform negotiation procedures. The DOD

'tried'unduccesardlly'to-&aveloé-such procedures in the early

‘19708, In lieu ol pracedurd-, tho DOD ultiautaly pubiiahad

broad guidelines (see Section 3.3.2.). -
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The GAO cited this as a deficient area in their dotailed
implementation investigation: "Negotiation procedures are |
neither unifor' nor consistent . . . ." (Ref 123, pp. 23-25)

Furthar thny reiteratod the rocomnnndntion ‘that the DOD

P~outnblish unltorm nngottntion prooeduree

The ‘Air Force has devised a couplod (uidaline/Judgmontal

- approach which seens to sutisfy the intent of the original

08D, concept of uniform negotiation procedures to preclude
inequitiem to contractors. hFurthér, this approach has
enabled the Air Force IR&D Policy Council to review and
approve overall negotiation objectivin on a year-by-year
basis, nonoe, it would appear that uniform guidelina/judg-
nontal prOCednreu could be developed DODuwtdn !! interservice

'harrtsrs could be Lowered somewhat.

4,4,3. Technical Evaiuetions

. increased emphasis on technical evaluations was one :of
the key mapects of DDRUE's five point plan to iwprove DOD
administration of TIR&D., Uniform procedures wers implewmented

..by & mevitaaized Techhical Evailuation Group <chaired by an.

CDDRAX nopreuentufiwa (see Bection 3.3.3.). The issue now
is the efftclency and effectiveness of the techaical evalua-
:tion proouus.

The GAO 1n 1ta detniled review of DOD implementation of
Section 203, Public Law $1l-44)l had only one criticism of the
technical evaluation process and that was related to the

need for counsistent, adequate feedback of the results of
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] technical evaluations (Ref. 123, p. 21). TFurther, the GAO

recommended that the DOD improve the administration of con-

tractors' IR&D hy:

Popvp— .
e

"Establishing guldelines that require a quantifica-
tion of the technical quality of contractors'

programs to be uniformly recognized in the negotiation
of ceilings with reward or penalty, as appropriate,"
(Ref, 123, p. 36)

EoY e aie

e

Thus, the technical evaluation process received much better

} marks in 1973 than it had in the prior detailed GAO review

‘ ; in 1968 (see Ref. 40).
gﬁ_i‘ In a recent interview Dr. Currie, DDR&E, commented ;
? favorably on the technical reviews: 2

"Our IR&D review teams are gotting the cooperation
; of the companies, and I believe that the review is
b very effective." (Ref. 124, p. B)

PEr——

s pcy

Another positive reaction to the current process came from

5 the Commander of the Air Force Flight Dynamics Laboratory.

4 ‘ He felt that the IR&D technical evaluation process had been

greatly improved during his six year involvement with it

(1968-1974) and that there had been an improvement in

b corporate managemenl of IR&D in parallel with the govern- f A

f' : ment's improvement in its technical evaluation process, i ;%
. i ; Further, he observed that: : k.
b }

| "The IR&D programs are evaluated with more scrutiny, ,

v ; technical zxpertise, and depth than any other R&D : .
ﬁ ‘ element." (Ref. 114) | ;ﬁ
b -
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In their comments on the above cited GAO report,
industiry cemplained that the cost of the technical evaluation
process was substantial and that they desired "coconomical but
effective reviews." (Ref, 123, p. 45) Industry has rocently
been relatively silent on the technical evaluation process,
However, if their position on reasonableness was accepted
there would be no need for technical evaluations since
industry would receive full recovery of IR&D costs as neces~
sary business expenses,

The Defense Science Board Task Force on IR&D questioned
both the effectiveness and efficiency of the technical evalua-
tion process., They observed:

"Technical reviews should be kept to a reasonable

level. Company brochures should be kept simple and

used primarily for conveying information; and over-

head costs associated with present reviews, which ure

probably too high for both government and contractors,

should be reduced. Finally, the self-correcting

nature of the overall system . . . seems to be the best

guarantee of quality." (Ref. 105, p. 11)

Unfortunately, the Task Forcz gave no basis for its assertions
regarding the technical evaluation process.

Admiral Rickover criticized the technical evaluation
process in his testimony to Congress, asserting that "The
DOD reviews of contractors' IR&D program tend to be super.-
ticial . . .." (Ref. 104, p. 118) Further, in his recommen-
dations, Admiral Rickover suggests that the DOD should
direct contract any projects which have sufficient benefits
to warrant the cost so that ",

responsible Government

officlals can exercise technical supervision of the work .
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(Ref. 104, p. 123)

In summary, the technical evaluation process as currently
structured provides the DOD timely visibility of and influence
on contractor IR&D efforts and provides the contractors an
independent assessment of their IRZD programs, These two
factors are significant benefits of the entire IR&D process.

A reduction in technical evaluation activity would seriously
erode these benefits, Admiral Rickover's proposal would
eliminate the independence of a segment of the R&D spectrum,
Thus, it may well be that the DOD's current process is not
too far from an optimum balance,

4.4.4. Potential Military Relationship Requirement

The potential military wrelationship (PMR) requirement
is probably the most controversial aspect of Section 203,
Public Law 91-441. The Senate version of the bill had

language requiring a direct relationship to a military

function or operation. The House bill had no similar language.

In the Conference Committee the compromise was a requirement
that projects have a potential relationship Lo a military
function or operation (referenced to as agency relevancy).
However, the GAO has noted that
"the law . . . failed to provide any criteria for
determining when a project has potential relationship
to & military function or operation or any indication
as to what the provision was intended to achieve."
(Ret. 125, p. 2)
Thus, it should not be surprising that there are differing

interpretations of what was expected from the requirement and
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what shodld be done about it,

Support for a continuation of the agency relevancy

ST
——

fequirement has come from the supporters of the first dis- f

4 senting position of the Commission on Government Procurement i
and, generally, from the Military Departments, ' i
Those supporting no relevancy requirement or a government- )

wide reguirement (tantamount to no requirement, in the author's -

view) are industry (Ref. 115, p. 33), the supporters of the i
majority recommendation of the Commission on Government Pro- : 7
curement (Ref. 1, p, 31), the Defense Science Board Task | f;'
Force on IR&D (Ref. 105, p, 5) and the DOD,(Ref. 126, p. 2)
Support for liberalization within the DOD is mainly at the ! ‘_

T Temg s AR Cmt e Y w6 W IR T TR RS O g s

0SD staff level. The arguments in favor of a liberalized *ﬂg

policy in this area are mainly philosophical--contractors

|

should be free to diversify to create a broader business

base, relevancy tests are inconsistent with the concept of

IR&D as company-funded, and so forth, g @ﬁ

Senator Proxmire argues that the PMR requirement has \p

bt aad's £ RN B Sy

not been effective since few if any ceilings have been ﬂ?
k.v

e o

lowered because of the requirement. He asrerts that this is L?
because of contractor "brochuremanship'" and not a true Il
potential relationship although he provides no support for

’ this assertion, (Ref, 103, p. S17517) Admirzl Rickover has
a similar view; ". , . the Department's interpretation ot

what makes projects have a potential military relationship

is quite liberal." (Ref. 104, p. 118) Both men advocate
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basically the same solution--reguire that projects have a
direct benefit to the military.

In summary, a great deal of energy has gone into arguing
over the merits of an agency relevancy requirement even though
it has had little impact on contractor recovery ofvcosts.
However, the requirement may well have utility to the DOD in
precluding gross redirection of effort to non-DOD ﬁreas.

Thus, there seems to be little benefit to the DOD to relax
this requirement.. Changing the requirement to direct
relevancy would preclude support for most research which,
ultimately, will benefit the DOD.
4.4,.5, Patent and Data Rights

Backéround

The DOD policy on patent and data rights on items result-
ing from IR&D was the subject of much discussion in the early
19605 and the DOD policy was clearly stated in several letters

during that priod of time:

"The Government does not ~ and should not - automatically
acgquire rights in technical data resulting from a con-
tractor's independent research and development, even
though the costs may be said to have been substantially
paid for by the Government through the Government's
purchase of the company's products or services,"

(Ref., 18, p. 5)

The fundamental rationale for the above policy was summarized

as follows:

"In short, it is the policy of the Department of Defense
that we should pay our fair share of a contractor's
normal and reasonable costs, including IR&D costs,

with the Government acquiring no greater rights than
accrue to any other customer buying the contractor's
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products or services. In this respect we should not
deal with companies heavily engaged in defense work
on a less favorable basis than with companies pre-
dominatly engaged in commercial work. We believe
that this policy is wmost likely to assure a ¢ontinu-
ing flow of new technology of importance to the

. national defense." (Ref. 18, p. 6; see alzo Refs, 17
and 20)
. The GAQ challenged the DOD poliuy on patent rights in

its draft report on IR&D in 1968 and suggested that the DOD

should receiye.royalti—free license rights to inventions

arising from IRGD. (Ref. 40, p. 89). However, the DOD
rejected the GAO suggested changes in policy. (Ref. 127)‘
The patent and data rights issue was reviewed by sepior
defense officials again in early 1770 pribr to apprév;l of
the new DOD policy statement on XR&D/B&F., Secretary Packnrd
approved the continuation of the DOD policy of not acqui. Lng
rights to technical data and patents arising from IR&D

programs. (Ref. 54)

Current Issue | | B

This is one of the few policy areas in which the DOD
policy is at an extreme limit., In this case industry fullyl
supports the DOD policy on the basis that IR&D efforts: |

", . . are company initiated and company funded within
the indirect costs of doing business, The Government
acceptance of its share of these costs appropriately
allocated to Government contracts is no different than
any other customer's payment of these costs included R
in the purchase price of a company's products or: -
services, As any other customer, the Government
benefits from improved products or services resulting
from inventions conceived during IRkD. Equity demands
the company retain title to its own inventions and
patents.'" (Ref. 115, p. 32)
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Senator Proxmire and Admiral Rickover both criticize
the DOD policy on patent and data rights on the basis that
the DOD can reimburse a contractor for a substantial
portion of his IR&D and yet the contractor retains all
rights to inventions, patents and technical data developed
under these programs, Admiral Rickover cited one example
of an automatic welding machine which was usveloped under
IR&D in a military division, transferrod to a commercial
division, then marketed to defense contractors who passed
on the royalty charges to the DOD, Both men argue that
this policy gives the large defense contractors a sub-
stantial competitive advantage over smaller firms, Further,
they contrast the DOD policy to that of the AEC which
provides a mechanism for acquiring patent and data rights
if the AEC makes a significant contribution. (Ref. 103,

p. 817518 and Ref. 104, p, 120) Neither man mentioned that
the GAO had earlier reported that because of the nominal
AEC participation in contractor IR&D costs, there had been
mo instances under which either patent or data rights were
acquired by the AEC. (Ref, 40, p. 43) Two Air Force
lawyers also criticized the DOD policy in a recent article,

(Ref. 128)
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b - In summary, this is one of the few areas in which DOD

policy is at an extreme limit, This gives rise to charges

bl

g ! : of }nequities but the real cost of the policy has yet to i

% | ’ be demonstrated. One or even a few "horror" cases hardly %

% . Justify a major policy change, However, if the current policy | t

ﬁ.[ - . can be shown to have a high cost to the DOD then a policy f '5{
i | change may be in order, “;

? 4.4.6, Cost Classification '{'
i This problem was mentioned in Section 3.1. as an area '3;
§ %. ! of concern during the 19605, During those years, there was f {{.
ﬁ } a ceiling only on IR&D, Bid and proposal and other technical | L
f i overhead costs were not covered by cellings. Consequently, E fﬁq
g f | there was considerable concern rogarding the migration of i,_;fj
K ! IR&D~type work into the areas which had no ceilings, An I 19
? ' attempt was made to solve both of theswo problems in the 1971 { i%
ﬁ ! ¥ cost principles, A celling was placed on bld and proposal i' ';
£ ' ? costs and they were mode interchangable with IR&D, The IR&D E 7?
{.; ? and B&P definitions were broadoned to include additional ; ;?
¥ ; 2
E | # efforts which weve felt to be a legitimate part of IR&D/B&P | Qw
?,: ; (e.g., systems and other concept formulation studies). i i
% %. Other technical efforts which were not research and develop- | ji
ﬁ. & ‘ ment in nature were to be placed in other overhead categories 3 I?
%‘ é ’ (e.g., maintenance of complex test equipment). Thus, this ‘ L;
?u, E problem was to have been solved. g
3 ! { D
"4';,. g o ‘ g
SN ! 93 by

b ..
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While the magnitude of this problem may have been 5

|

? ; lessened by the actions taken in 1971, it has not been solved--
: only shifted to new areas. Today, there are ceilings on IR&D
and B&P costs, However, there are other overhead areas which

&. : include technical sctivities or efforts by techanical personnel

- e T kA T
TR g

i g
F‘ : (e.g., manufacturing and production engineering, standardiza-

tion efforts, selling costs, and so forth) which are not }

covored by ceilings and costs not covered by ceilings have ‘

|

i constrained by ceilings., Thus, the gray areas between costs
|

’ not been eliminated but only shifted to different areas,

. |_ § One other development in this area during the 1970s is i
that the Technical Evaluation Group has becn designated to

A ‘ support contracting officers in resolving these problems,

During the last three years the Ailr Force 1R&D Technical
Manager has participated in about one dozen cost classifica-
tion cases. There are indications that the frequency of
casesy is lincreasing as the auditors and plant representative
personnel sharpon thoeir reviews in these areas,

In summary, it doesmot appear to the author that there i
is any way to avoid a cost classification problem so long as
gsome areas of indirect cost are capped with ceilings and i
othey areas have no similar limltation, Further fine-
tuning of definitions will certainly not eliminate the
problem. One way to aveid the problem is to develop proce-
dures for capping ull areas of overhead not just one or two

select items, Then, the contractor would be free to make
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trade-offs between the indirect cost categories without im-
pacting DOD cosis on negotiated contracts,

4.5, Government-Wide Policy

. A seorious attempt was made during the early 1960s to
}“ | E develop a Governmeut-wide policy on IR&D. However, the DOD
and AEC were never able to reconcile their differences and

there is no uniform, Government-wide policy today.

kb The Commission on Government Procurement recommended
that IR&D receive uniform treatment, Government-wide but
made provision for exceptions which would be treated by the
Office of Federal Procurement Policy., (Ref., 1, pp. 31 and
39) The industry has generally supported a common policy

for all Government agencies, (Ref, 115, p. 34) The GAO

recently surveyed Government agencies for thelr views on

i this topic and found no unanimity among federal officials '
on the need for uniform, Government-wide policy on IR&D. i <
However, the GAO expressed its support nf the recommendation | ]
o of the Comnission on Government Procurement., The Executive i
;w'i 0 Branch Position on the Commission on Government Procurement

IR&D recommendution is currently being staffed through the

e aPE i WP Tlewal s e e

|
: l
v, government agencies. The recommended position is to use i
fﬂ f the DOD policy and procedures as the standard with one 5

s+ ’I

Y

g exception-~-the agency relevancy requirement would be broad- , |
B It
N " encd to a government-wide requirement. The recommendation ; p
'Q' &. also provides a mechanism for exceptions to the standard ! ﬁ
'\: : %
A policy. (Refs. 129 and 130) The outcome of this effort ‘ H
: | Bt
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will not be known until the various government agency positions
are formally established, However, the recent creation of

the Energy Rescarch and Developmeni Administration (incor-
porating the R&D elements of the AEC) could lead to greater

unanimity in this area,
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SECTION V
SUMMARY

The spectrum of possible IR&D policy ranges from direct
contracting for all R&D (no IR&D), which gives the DOD and ;
Congress complete control, to contractor full-recovery of :
all IR¥D costs, which gives industry essentially complete
freedom in this area., However, optimum DOD policy would
probably not be at either of these extremes but would be !
"balanced" somewhere between, The current DOD policy in
essentially all areas is sufficiently balanced to incur the
criticism of '"hard liners,' such as Admiral Rickover and
Senator Proxmire, as well as "industry" spokesmen, such ay
the Tri-Association  Ad Hoc IR&D/B&P Committee and the
supporters of the majority recommendation of the Commission
on Government Procurement. There are, no doubt, improvements
which can be made in DOD policy and administration. However, ;
proposed changes should be extensively researched prior to
implementation becausce of the complexity of the IR&D area
tends to obscure the outcome of policy changes.

The future evolution of the DOD policy is highly depen-
dent upon events which are about to untold., The final report
on the GAO in-depth investigation will have a significant

impact. Further, the Senate Armed Services Committee plans
to hold hearings on IR&D during the FY 76 budget cycle.
During the last Congressional review of this area, the Senate

supported Congressional controls while the House tended to
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pirefer DOD administrative solutions, What will evolve this
year is uncexrtain because the key House supporters of IR&D
are no longer members of Congress. Consequently, the indus-
try and DOD may find it more difficult to preclude further
legislative restrictions this year than in the past.

In conclusion, it appears the current DOD policy is, in
the main, a reasonable balance of good stewardship of the
taxpayers funds and satisfaction of the needs of industry.
It is doubtful that major changes can be made without dis-
rupting this balanqe to the disndvantage of the Department
cf Defense.

98

R .
JETN LT SO

et e e

A

B TR e T iF e ar

e R i T

AR P AR AT e =




e R
L

10.

11.

REFERENCES

b et A

Commission on Government Procurement, Report of the
Commission on Government Procurement, Volume Z,
U, T, Government Printing Office, Washington, DC,
31 December 1972, pp. 31-42,

Department of Defense Instruction 5100,66, "Establish-
ment of Policy for, and Administration of, IR&D
Pzrograms," Department of Defense, Washington, DC,
7 January 1975,

U. 8. Treasury Department Regulation 5000, U, 8, Govern-
ment Printing Office, 7 August 1940,

Deardorff, C. (OASD(IL)), History of IR&D As a Cost on
DOD Contracts, Unpublished Manuscript, August 1969,

36 pp.

War Department and Navy Department, Explanation of
Principles for Determination of Costs Under Govern-
ment Contracts, U, 5. Government Printing Office,

Washington, D. C., April 1972,

Defense Science Board Task Group, Independent Research
and Development, Defense Science Board, OIFfice
Director Defense Research and Engineering, Washing-
ton, D. C., 1 February 1967, 38 pp.

Armed Services Procurement Regulations, '"Section 15,"

Department of Defense, Washington, D. C., 1 March 1949,

Bannerman, G. C. (OASD(IL)), Letter to Senator Hubert
Humphrey (Chairman, Subcommittee on Reorganization
and International Organizations, Committee on

Government Operations, U, S. Senate), dated 19 July

1961,

Armed Services Procurement Regulations, Section XV,
Department of Defense, Washington, D. C., 2 November

1959,

DOD Instruction 4105.52, "Uniform Negotiation for
Reimbursement of IR&D Cost," Department of Deilense,
Washington, D, C,, 28 June 1960,

Seaborg, Glenn T, (Chairman AEC), Letter to Mr. Elmer

Staats (Deputy Director, Bureau of the Budget)
dated 15 May 1963.

99

- .

A L g T 2

VDY Al e D e it £ v St

s o RC P -




i LT T T e £5

g e

12.

13,

14,

15.

16.

17.

18,

Staats, Elmer (Deputy Director, Bureau of the Budget),
Letter to Senator Russell B. Long, dated
10 October 1965.

Hartman, L. M. (ODDR&E), Lucas, J., Jr., (OASD(C)),
and Pilson, T, A,, (OASD(IL)), Independent Research
and Development - Policy and Adminlstration,
Department of Defense, Washington, D. C.,
15 November 1962, 18 pp.

Hartman, L., M. (ODDR&E), Independent Research and
Development, Memorandum Ior the Commlttee on the
Tzation of Scientific and Engineering Man-
power, Department of Defense, Washington, D. C.,
6 September 1963,

Trueger, P, M., égcountin% Guide for Defense Contracts,
Sixth Edition - , commerce Clearlng House, Inc.,
Thicago, YIlinois, 1971, pp. 420-496.

Logistics Management Institute, Analysis of CITE
Reimbursement Policies, LMI Task 85-26, washington,
D. C., May 1986, 35 pp.

Moore, T. D. (Assistant Secretary of Defense for
Installations and Logistics), Letter to Senator
John L, McClellan (Chairman, Subcommittee on

Patents, Trade-Marks, and Copyrights, Committee
on ghe Judiciary, U, S. Senate), dated 4 February
1964,

Vance, Cyrus (Deputy Secretary of Defense), Letter to
Mr. Ricbard Gutmann (Associate Director, Defense
Accounting and Auditing Division, General
Accounting Office), dated 18 November 1964.

100




T R D e ey e g ¢ e ra

¢ 2~ oi

AR IR (10 b s AR &

19.

20,

21‘

22,

23.

24.

25.

26.

27.

28,

AN AT B I by sratimg 1 e PRI . e et

e ettty s R T N

Defense Procurment Circular #22, "Letter to the GAO
Explaining DOD Policy as 1o Rights in Technical
Data Resulting from IR&D," Departmeni of Defcenso,
Washingion, D, C,, 29 January 1965, pp. 3-7.

Fubini, Eugene G., (Deputy Director Decfense Research

and Engincering), Letter to Elmer Staats (Acting
Director, Executive Office of the President,
Bureau of the Budget) dated 23 November 1964,

US Army Audit Agency, Report on Study of YR&D and Other
Related Technical EIfort, Audit Report No,
1366, New York District Office, New York, 16 April
1965, 41 pp.

U, 8. Congress-House, Department of Defense Appropria-
tions for 1967, Hearings Before a Subcommittee of
the Committee on Appropriations, 89th CTongress
Second BSession, Part pp 117-121,

Councill of Defense and Space Industries Associations
(CODS1IA), Letter to Colonel R, A, Scurlock (Chairman,
ASPR Committee) dated 25 April 1968,

CODSIA, Letter to Colonel R. A. Scurlock (Chairman,
ASPR Committee) uated 26 June 1968,

Morris, T. D. (ASD(IL)), '"Cost Principles Covering
IR&D and B&P Expense,' Decision Memorandum for
Secretary Nitwze (Deputy Secretary of Defense),
6 December 1968,

Morris, Tom D. (ASD(IL)), Letter to Council of Detense

and Space lndustry Associations, dated 21 December 1968,

Advance notification of proposed cost principles
for IR&D - Also backup briefing from Oct 68.

Morris, T. D. (ASD(IL)), Moor, R, (ASD(C)), and
Larsen, F., (Dep DDR&E), "Cost Principles Covering
IR&D and B&P Expense,' Memorandum to Assistant
Secretaries of Mililary Departments for R&D, I1&L,
and FM, 15 January 1969, (Also published in
Defense Procurement Circular No., 68, 17 March 1969).

CODSIA IR&D-B&P Task Group, Independent Research and
Developuent - A White Paper, Washington, D, C,,
TApri1TIvEY9, 19 pp. (See also Federal Contract

Report, No. 285, August 4, 1969)

101




s 2

¥
i

i

8
v

3

1

v
W
B
N

e v e -

=

PR A e e e e

29,

30.

31.

32,

33.

34.

35.

36.

37.

38.

39.

Shillito, B. J. (ASD(IL)), "Reply to GAO Questions on
IR&D," Letter to Mr., E., Stsats (Comptroller
General of the United States, GAO), dated 6 August
1969.

Staats, E, (Comptroller General of the U.S.), Letter
to ASD(IL), dated 17 December 1969,

Defense Science Board Task Group, Independent Research
and Development, Supplement 1, Delense Yclence
Board, USDREE Washington, D. C., 1 February 1967
(Confidential)

ODDR&E, Examples of Independent Research and Development

Beneficial to the Department of Defense, Department

of Defense, Washington, D, C., March 1968, 427 pp.
(Becret).

ODDR&E, Examples of Independent Research and Development
Beneficial to the Department of Defense, Department
ol Defense, Wwashington, D, C. April 1968, 206 pp.

(Confidential),

ODDR&E, Examples of Independent Research and Development,
Department of Defense, Washington, U, C., 24 February
1969, (Secret).

ODDR&E, Examples of Independent Research and Development
Performed’by*Defense Contractors, Department of
~Defense, Washington, D. C., March 1970, 654 pp.
(Secret)

ODDR&E, Examples of Independent Research and Development
Performed by Defense Contractors, Department of
Defense, Washington, D, C., March 1970, 908 pp.
(Secret)

Foster, Dr. John, (DDR&E), House Report on DOD FY 69
Appropriations Hearings, Part 2, 1968, pp. 8537-538,

Logistics Management Institute, Reconnaissance Study
of Defense Contractor Bid and Proposal (B&P) and
Tndependent Research and Development (IR&D) Costs,
ggT'TaqE 67-22, Washington, D. C., August 1067,
pp.

Comptroller General of the United States, Review of Costs

of Bidding and Related Technical Efforts Charged to
Government Contracts, General Accounting ice,
Washington, D. C., March 1967, 49 pp.

102

S S

A Al e e Bm e m il s




Tee AT NS LT T

A e T

ol Sk s b e

—

VTR o e e W3

T e TR TE

e ———

[EI

navE e

e e
-

40.

41.

42.

43.

4.

46.

46.

47,

48,

Comptroller General of the United States, Government
Wide Study of Contractor's IR&D, Draft Report,
General Accounting Office, Wiéhington D, C.,
July 1868, 89 pp.

Foster, J. 8., Jr., (DDR&E), "G)O Draft Report of
5 July 1968, Governnent-Wide Study of Contractors
IR&D," Letter to Mr. C. M. Bailey (Director,
Defense Division, GAO), Washington, D. C.,
26 August 1968,

CODSIA, Letter to Mr. C. M, Bailey (Director, Defcnse
Division, GAO), dated 23 September 1968,

Proxmire, William (Senator from Wisconsin), "Authori-
zation of Appropriations for FY 1970 for Nilitary
Procurement--Amendment 123,'" Congressional Record-
Senate, 3 August 1968, p. 891

Proxmire, William (Senator from Wisccnsin), Authoriza-
tion of Appropriations for Fiscal Year 1970 for
Military Procurement, Research and Development,
. Conqressional Record- Senate, 16 Saptember
1969, pp

Defense Procurement Circular, Number 75, "Item 1 -
Restriction on IR&D, B&P and OTE (Section 403,
P. L. 91-121)," 10 December 1969, pp., 1-4.

Malloy, J. M. (OASD(IL)), "Statutory Limitations on
Independent Research and Development, Bid and
Proposal and Other Technical Effort,"
Prosentation to Industry Advisory Council,
13 February 1970,

U. S. Congress-~-Senate, '"Senate Bill S3003, 81lst
Congress, 1lut Session, 8 October 1968,

Proxmire, Senator William, '"S3003 - Introduction of a
Bill Providing More Eftective Control over
Expenditures of Funds by DOD and NASA for
Independent Research and Development,"
Congressional Record-Senate, 8 October 1969,
PP. SIZIOU-TZI0

103




49. Stennis, Senator John C,, Letter to Secretary of
Defense, dated 27 January 1970,

50, Shillito, Barry J., Letter to Senator Stennis (Chair-
man, Senate Committee on Armed Forces), dated 10 Feb-
ruary 1970,

51. Niederlehner, L. (Acting General Counsel of the DOD),
Letter to Hon, J. C. Stennis (Chairman, Committee
on Armed Services), dated 13 Fehruary 1970.

82, Aerospace Industries Association, Rationale for
Independent Technical Effort, Washington, D.C.,
"—I0 November 1969.

53. Aerospace Industries Association, 'Comments on State-
ments by Senator William Proxmire Related to the
Subject Matter of S3003," Washington, D, C.,
11 February 1970.

[P S RN

‘ 54, Deputy Secretary of Defense, "lndependent Research

and Development/Bid and Proposal,'" Decision Paper,
Department of Defense, Washington, D. C., 28 Feb-

o ’ ruary 1970,

Tl e e e e cn G s

;?‘; i 55, Comptroller General of the United States, Allowances
" 4 ; for IR&D Costs in Negotiated Contracts = Issues

‘ - and Alternatives, GADO Report B-164912, Washington,

b | ' . U.C., 18 February 1970, 117 pp. '

'T-l 56, U. S. Cougress-Senate, Committee on Armed Services, ;
|
l
|

Authorization for Military Procurement Research and

and Development, Fiscal Year 1971 and Reserve :
Strengfhi Hearings, Ylst Congress, <nd Session, t i
ar , , pPp. 1635-2064. 1
H

"y 57. U. S, Congress-House, Independent Research and Develop- ‘ 1
g | ment, A Report of the Hearings Conducted by the o

- Ynvestigating Subcommittee, U. S. Congress-House, L
| Washington, %. T, 1970, 273 pp.

/ 58. U. 8. Congress-Senate, Committee on Armed Services,
+ Authorizing Appropriations Tor Fiscal Year
Tor Military Procurement, Research and Development,
.. . Senate Report Number 91-I016, Washington,
D, C., 14 July 1970, pp. 06-99.

- § T i e oy,

s b h e s A8 ot b dey L mirre A AR - oty SRl o
v - S S i

EaLL

b MM NI AR s s
wgu— e




o N e i g e et s 1

o
i ‘." )
i . o
. .
) "- 2.
.

59, McIntyre, Senator Thomas J., 'Independent Research and

Development," Con;ressional Record-Senate, 29 July
1970' ppu Sl - .

60, U. 8. Congress;ﬂouse;‘Conference‘ﬂeport Authorizing
Appropriations fcr FY 1071 Tor Hilitar%‘Procurement
. , U, 8, Congreds-House HReport No, - '

U. 8. Goveranmenv Printing Office, 26 September
1970, 33 pp.

E 6l. U. 8. Congress-House, Review of Independent Regearch . 9
and Development Program Wanagement. Report of the :
Armed Services Inveatigating Bubcommittec ol the
Committee on Armed"saigicoie'ﬂﬁuse of Representa-

3 ! Tives, PIst Congress, 4nd Seasion, US Congress-
House, Washington, D, C., 18 September 1870, 20 pp.

62. Foster, Dr, John 8., Jr. (DDR&E), Letter to Senator 4
Thomas McIntyre, dated 13 June 1970. I

63. Deardorff, C. (OASD(IL)), Congresaiornal Interest in
IRKD/B&P, Legislation Enacged’ind DOD response,
UnpuBIbees Wanuscript, 4 November IQTIG"I!"pp.
64. Mclntyre, Senator Thomas J,, Letter to Secretary of
Defense, dated 7 October 1970,

65. Stennis, Senator John C., Letter to Secretary of
Defense, dated 17 October 1971.

66, Packard, David (Deputy Secretary of Defense), "IR&D
Policy Council," Memorandum for Secretaries of Rthe

. Military Departments, DDR&E, and ASD(IL),

; 21 July 1971.

e balitciadiEa o b e o p s T T

-y .p 67. Department of Defense Instruction 5100.66, "Establish-
. - ment of Policy for, and Techanical Evaluation of,
IR&D Programs,' 29 February 1072,

€68. Air Force Regulation 80-17, "Air Force IRLD Policy
o : Council," Beadquarters USAF, Washington, D, C.,
8 ! 5 January 1972,

69, DOD Working Group on Nature, Objectives, and Effects of
the IRLD Program, A Review of IR&D, DDREE,

washington, D, C., June 1974, 99 pp.
70. Defense Procurement Circular No, 84, ASD(IL), Department 1

of Defense, Washington, D, C., 30 November 1870,

105

ey,

S e Al A A 1 e




71.

72,

73.

740

75.

78,

7.

78.

79.

80.

81.

Gubser, Representative Charles 8,, Letter to David
Packard (Dcputy Secretary of Defense), dated
30 Novomber 1970,

Defense Procurement Circular No. 87, ASD(IL), Depart-
ment of Defense, Washington, D. C., 22 April 1971.

Defense Procurement Circular No., 90, ASD(IL), Department
of Defense, Washington, D, C., 1 September 1970,

Armed Services Procurement Regulations, Section XV,
Paragraphs 205,35 and 205.3 16 April 1973,

Chapman, E, C. {(Chairman, ASPR Committee), Memorandum
for Deputy Assistant Director, Research and Engi-
neering Management, ODDR&KE, 29 September 1971.

Foster, John S, (DDR&E) and McCullough, Hugh (Acting
ASD(IL)), "Guidance for Technical Evaluation and
Negotiation of IR&D/B&P Advance Agreements,"
Moworandum dated 18 April 1973,

Currie, ¥alcolm R, (DDR&E) and Mendolia, Arthur I.,
“Guidance for Negotiation of IR&D/B&P Advance Agree-
ments and for the Coupling of Negotiation and
Technical Evaluaticn of IR&D/B&P," HMemorandum
dated 21 October 1974,

Department of Defense Form 1855,"IR&D Project Technical
Evaluation,'" May 1972 and Department of Defense
Form 1856, "IR&D Project Technical Evaluation

Summary,'" May 1972,

ODDR&E, 'Approved Guidelines for Contractor Presentation
of IR&D Information," 4 February 1972,

Headquarters, Army Material Command, "IR&D Technical
Evaluation,'" AMC Regulation 7-40, 27 April 1972,

NAVMAT INST 3900,11A, "IR&D Program Naval Material Com-~
mand, Washington, D.C., 21 Feburuary 1974 see alsc

SECNAVINST 3900.40, "Establishment of Policy for,
and Technical Evaluation of, IR&D Program, 26 August
1972, see also
ONRINST 3900.32, "Establishment of Policy for, and
Technical Evaluation of, IR&D Programs, 19 March
1973,

106

WA gk Sk 1l




SR R g e R

o

© a2

B I e

=T TR o e R S RO " 3R

B R e . N ey

o .pm,ﬁsgrmw PR R Wit cTECe T b et s

A s

82'

83.

84.

85,

8.6l

87,

88.

91.

83,

93.

Headquarters, USAF, '"Technical Evaluation of IR&D,"
Air Force Regulation 80-53, 13 March 1974 (Superseded
11 October 1972 version),. )

Headquarters, Alr Force Systems Command, "Technical
Evaluation of IR&D," AFSC Supplement 1 to AFR 80-53,
8 August 1964,

Headquarters NASA, "NASA Establishes New Research and
Development Office,'" NASA News Release 74-2085, :
Headquarters NASA, Washington, D.C., 24 July 1974,

ODDR&E, "Guidelines for Contractor Presentation of
IR&D Information,'" Department of Defense, 4 October
1974.

Harwood, Elliott (Chairman, Technical Evaluation Group,
ODDR&E) , "Equitable Treatment of Contractors Relative
to Potential Military Relationship Determination,"
Memorandum dated 13 March 1873,
England, David (Executive Secretary Air Force IR&D !
Policy Council), Background Paper on Navy/Aerojet
IR&D Appeal, 5 April 1873,

Department of Defense Instruction 7700,17, "Report to 1
the Congress on IRKD/B&P Advance Agreements Negotiated
with Defense Cantractors," Department of Defense,
Washington D, C., 12 April 1974

Acker, David, "IR&D Data Bank Established," Defense
Management Journal, Vol 8, No. 2, July 1972 pp. 45-

National Security Industrial Assoclation, IR&D Reporting,
The Research and Development Advisory Committeée, NSI%,
Washington, D, C., January 1868, 9 pp.

Defense Documentation Center, IRED Data Ingnt Manual,
Defense Supply Agency Repor .9, Cameron
Station, Alexandiia, Virginia, June 1871, 17 pp.

Defense Documentation Center, IR&D User's Manual,
Defense Supply Agency Report DSAN =11, Tameron
Station, Alexandria, Virginia, August 1872, Tpp.

Woodruff, Virginia P., Independent Research and Develop-
ment Utilization, Army Nissile Command Report No.
RB-TN-71-2, Redstone Arsenal, Alabama, February
1972, 44 pp.

107

ek AL Ven v insvisanr .« rita Erosbr SWtsvapitome i Mo et asoh Snnrm M i v Vi

- RN [ o L

hh e g




. 94, Gutmann, R, W, (Director, Procurement and Systems
. Acquisition Division, GAO), Letter to Secretary of
: Defensc, dated 1 August 1973,

o 95, DOD IR&D Technical Evaluation Group, IR&D Data Banks, p
' ODDR&E, Department of Defense, Washington, DU C., "
: February 1974, 33 pp.

i 96, OMB Clearance Request and Notice of Action, Standard
l _ Form 83, Number 22-R-0290, 27 November 1974.

97. Currie, Malcolm R. (DDR&E), Letters sent to 63 Corpora- 5
tion Presidents, dated 23 December 1974. 2 -

98, Defense Contract Audit Agency, IR&D and B&P Costs
Incurred by Major Defense Contractors in the Years
i 1972 and 1973," washington, D. C., March 1974, 47 pp.
" (Similar roportq have been published annually since
. 1965. The 1965 report included data back to 19863.)

99. Comptroller General of i(he United States, Partial Report - -

In-Depth Investigation Into IR&D and B&P Programs, ;
GAU Report B- IEIBIE Washington, D, C., 16 August !

1974, 22 pp. : W

100. McIntyre, Thomas J., '"Department of Defense Annual Report -
on IR&D " Congressional Record, 28 May 1974, pp. A
89042 9055, ; N

161, National Science Foundation, Research and Development in i
Industry 1972, Surveys of Sclence Resources Serles, !
~“National Science Foundation, NSF 74-312, Washington, ;

D, C.. January 1973, 84 pp. i

et e AT m L i e Tl Ry, et
Lan SR o bt AR Sl
Mrms e e e =

S ey

: ) 102, Defense Documentation Center, "IR&D Information System i
Y Report,' Washington, D, C., March 1975. i

103, Proxmire, Senator William, ''Department of Defense
Appropriation Authorization Act, 1974," Congressional '
Record-Senate, 24 September 1973, pp., SI7TBI7-17519. |

104, U. S, Congress-House, DOD Appropriations for 1975, Hearings
before a Subcommittec ol the Commitiee on Appropria- | R
tions, Part B, Y3rd Congress, Second Sessicn, 1974, - Ei

ppo - ¢

nvM‘ .
m--—hi-lhw m-—h-n

- ol




g A

B T

T et g e -

TR T IRy e

P e

R i I R &

105.

106.

107.

108.

109,

110.

111,

112.

113.

114,

115,

JR&D Task Force, Defense Science Board, An Analysis of
IR&D/B&P, Department of Defense, Washington, D, C.,
February 1975, 19 pp. ' n

Warner, J, C., et al, U, S, Military Research aand Develop-

ment Management, Center for Sitrategic and International

“Studles, George Washington University, Washington,
D. C., 1973, pp. 43-48,

Currie, Malcolm R. (DDR&E), The DOD Program of RDT&E,
FY 1875," Statement before Senate Committee on
Appropriations, 5 April 1974, pp. 9-34 to 36,

Currie, Malcolm R. (DDR&E), "The DOD Program of RDPT&E,
FY 76," Statement before the House Armed Services
Committee, 94th Congress, Ist Session, 21 February
1875, pp. 3-356 to 3-38.

Currie, Malcolm (DDR&E), Hearings before a Subcommittee

on Appropriations, House of Hepresentatives, 93rd
Congress, Ist Session, DOD Appropriations for FY
1974, Part 7, 1973, pp. 487-498.

Currie, Malcolm R. (DDR&%E), et al, "Statement of

Principles for DOD R&D,h A Management Overview,
ODDR&E, Washington, D. €. Way 1974, pp. 32-34.

Brown, General George S. (Chief of Staff of U, 8., Air
Force), Remarks Delivered at National Security
Industrial Association, Washington, D, C.,

13 September 1973, 10 pp.

y'"New DOD R&D Chief Plans Repeated Review
of Projects to Assure Relevancy to Needs," Federal
Contracts Report, Number 507, 26 November 1973,
D, KID

, "IR&D - Under Fire Again," Government
Executive, May 1974, pp, 70-71, B

Scolatti, Colonel Charles A, (Commander, Air Force
Flight Dynamics Laboratory), "Independent Research
and Development," Letter to Director of Science and
Technology, Headquarters, Air Force Systems Command,
31 May 19874.

Tri-Association Ad Hoc Committee on IR&D and B&P, A
Position Paper on IR&D and B&P Efforts, Washington,
D, C,, <42 March 1974, 34 pp.

109

oy L S

4,

: ' = = s
P e A T i N PR L




116, Tri-Association Ad Hoc Committee on IR&D and B&P,
, "Executive Summary of 'A Position Paper on IR&D
: and B&P Efforts,'" Washington, D. C., 15 April 1974,
5 pp.

117. Tri-Association Ad Hoc Committee on IR&D and B&P,
Technical Papers on IR&D and B&P Efforts, Washington,
D. C., March 1974, 312 pp.

118, Comptroller General of the United States, Feasibility of
Treating Contractors' Independent Research and Develop-
ment Costs as a4 Budgel Line Item, General Accounting
O0ffice, Washington, D, (., B March 1971, 20 pp.

119, Proxmire, Senator William, "Feasibility of Treating
Contractors' IR&D Costs as a Budget Line Item,"
Congressional Record-Senate, 16 March 1971,
Pp. S3297-3300,

i 120. Gubser, Charles 8. (Representative from California),
' "Independent Research and Dovolopment by the DOD,"
Congressional Record-House, 15 March 1971, pp., H1524-

121, Gutmann, R. W, (Director, Procurement and Systems Acquisi-
tion Division, GAQ), Letter to a Varilety of Individuals
dated 27 September 1974,

\ 122, Lynn, Bernard B, (Director, Defense Contract Audit
! Agency), "Data for Use in Evaluating IR&D Recommenda-
r tion of Commission on Government Procurement,
i (Memorandum for Deputy Assistant Secretary of
L Defense for Procurement, 25 June 1973),

123, Comptroller General of the United States, Payments for
IR&D and B&P Costs, GAO Report B-167034, 16 April
’ pp.

i 124, MHaggerty, James J, "Defense in Perspective--~1974 (An
Interview with Dr. Malcolm R. Currie),' Aerospace,
September 1974, pp. 2.9,

125, Comptroller General of the United States, Implementation
of Section 203, Public Law 91-441, On Payments Tor
“TIREY and BRP Cosis, GAD Reporti BIB7034, Washington,

bl = o e

K Y. T U7 April 1972, 7 pp.

Ef 126, Comptroller General of the United States, DOD's Implemen-

3 tation of Section 203, Public Law 91-441, Involving

g* Contractor's IRED,™ GAO Report BIG4912, I May 1H74,

&' 20 pp.

e 110
it .EAN
ﬁﬁ:
FATLAGAARL 1T e NS5 S o 0 T ey

. . . \
thy O APPrTR Lot

o u y Fth W

' ! i - | . b e i ! v \
F b eWSOR o oot o ks USSR LA SIS0 VLR
uaia Bttt gt

b —

PR - e K e




Foster, Dr, John (DDR&E), Letter to GAO, dated 1) Sep-
tember 1968,

Card, Harold and Cicchini, M, (Air Force Lawyers assigned
to Air Force Contract Management Division), "IR&D-
Haltf a Loaf," The Air Force Law Review, Volume 16,
No. 1, Spring Y974, pp. 100-TI5.

Currie, Malcolm R, (DDR&E), "Request for Coordination of
Proposed Executive Branch Position for Recommendation
B-10 of the Report of the Commission on Government

Procurement," Letter to Members DOD IR&D Policy
Council, 21 January 1975,

, "CODSIA Endorses Interagency Group's Stand
—on IR&D, B&P Costs,' Federal Contract Reports,
No. 571, 10 March 1975, pp. AI4-15.

__» "DOD is Praised for Compliance with Statutory
Requirements on IR&D Program,' Federal Contract

Reports, 29 May 1972, p. A3, ~(See also Congressional

Kecord, 11 May 1972, p. S7681).

Carpenter, James E,, Draft Report, Independent Research
and Development Special Project FI, Commission on
Government Procurement, Washington, D, C,, 2 Feb-
ruary 1972, 25 pp.

Currie, Malcolm R, (DDR&E), Letter to Comptroller
General, dated 1 August 1973,

, '""DOD Described as Having Made Satistactory
Progress in Implemeqt;qg IR&D Law," Federal Contract

Reports,, No. 480, 1X¥ May 1974, pp. AI5-17 and DI
Thru 12, ’ )

Currie, Malcolm R, (DDR&E), Letter to My, R. W. Gutmann
(Director, Procurement and Systems Acquisition Division
GAO), dated 11 October 1973.

Gutmann, R. W. (Director, Procurement and Systems Acquisi-
tion Division), Letter to the Secrotary of Defense,
dated 17 September 1973,

Comptroller General of the United States, IR&D Alloca-
tions Should Not Absorb Costs of Commercial Develop-
ment Work, General Accounting Office, Washington,
D. C., 10 December 1974, 52 pp.

Bennett, John J. (Principal Depnty, ASD(IL)), Letter to
Senator Thomas McIntyre, dated 25 March 1975.

111

:
b 127.
; 128,
3 o
3 129,
:
i' ; 130,
g . !
i -
S 131,
i
3
| Z
3 - 132,
3 v
4 N
‘?‘ ¢ 133,
1 ‘r
B 3 134,
g ]
L E
& | :
i ;
ft 3 135,
yj & 136,
. Lo
g ¥
b 137,
8 ; 138,
b | o -
i}
bt - -
1 S
L b

i, Wb ks e AR

T T

e oo S e
-




FRRNE Tk -

R e e e e B it D e

APPENDICES

Ll eETELm® el Dva o uiba baegedla e

e e e T 2 2 B wre LS e,

E
z
7
£
14

cewr e

s

auvres e

[ Ry S

[ ENEY

RN

gy o irtn

v,

LY




e e —

—

APPENDIX A
DOD IR&D COST PRINCIPLES (1959)

16-208.35 Redsarch and Developmint Costls, -

(s) Busio rosearch, for the purpose of this Part 3, ie that type of rescarch
which is dirooted toward incronse of knowledgo iu scionce. In auch rosearoh,
the prinjary aim of the Invesiigator is & fiiller knowlodge or understunding of
tho subjuct uddor study, rathor thatl any dractieal application thereof, A'}.,nfl'qd
Tosenroly, Tor tio purpose of this Part 2, consists of tliht type of oltors wlich
(i) vormally follows bosic research, but may ot bo scverable from tho rolatod
basic rosearch, (ii) attempts to determine and expand the potentinlities of now
sclontific discoverics or improvemonts -in toshrology, muletinls, processes
mothods, duvices, and techniquos, ahd (i) altoripts to “advance the stets o
the prt’ Appliod rosonrch dees not include nuy such éfforts whon thelf prine
cipal oim is the dosigm, development, or Lest of lﬁqs o articlos or sorvicss to be
offored for sale, which are within tho definition of thio term devolopraent s
heroinalter provided. : ' S

b) Dovolopmont is tho systematio use of seiontific knowledgo whioh is
dirocted toward the productioi of, or improvémontd in, useful producte to most
wpocifie porformanon requirementa, but exchisi s of mnhufacturing and produo-
tion onginooring. ‘“ . .

(¢) A contractor’s indepondent re?uoh and dovelopment is that research
and devolopment which is not sponsored by s contract, grant, or othor arrango-
mont. . .
(d) A contractor's costs of indopenden’ resenrels us defined in () and (o)
abovs shall be allowable as irdiroct costs (subjeot to paregraph (h) below),
provided thoy sra allocnted to all worl of the contractor.

(6) Costs of contractor’s indopendent developmont, ns defined in (b) ond
(c) nbove (subject wo (h) below), are nllowable Lo e extent that sueh’ dovelop-
ment is relatod to tho product lines for which the Goyornment lins cantracts,”
provided the costs nre roasonablo i amount and nre sllosuled as fddireot costs
to all work of the contractor on such product linew. In cnsos whore & con-
tractor’s normal course of business doos mot involve production work, ths cost
of indepondant developnient is allowabls to the extont that such davelopracht is
rolated ond alloceted us on indiroct coat to tho feld of effort of Government
vesonrch und devolopmont contracts.

(f) Independent resonrch and dovelopment costs shall in¢lude an amount
for the absorption of their appropriate share of indireot nnd administrative
costs, unloss the contractor, in accordnnco with his accounting practices oon-
sistontly applied, troats such costs otherwise, ,

(&) Roscurch and dovelopmont costs (inoluding amounts capitalized),
regordless of thoir nature, which were incurred in accounting periods prior to
the award of o 7 articular contract, are unallowable except where allowasble as
precontract costs.  (Soo 15-205.30.)
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(b) The ronsonabloncss of oxponditurcs for indopsndent ressarch sad l
developraent should be determined in light of all portinont considerations such
as provious contractor resoarch and dovelopment activity, cost of past programs
and chongos in scionos and technology. Such oxpenditurcs should be puravant !
to o broad planned program, which is rensonable in scope and well managed. !
Such expenditures (cspecinlly for dovelopment) should be scrutinized with
great care in connection with contractors whose work is predominantly or sub-
stantially with the Governmont. Advancs ngrosments as doscribed i 18107 L
aro particularly important In this situation. In recognition that cost shariug
of the contractor's indepondent rescarch and dovelopment program may pre-
vido motivation for more eflicient accomplishmont of such pregrem, it is
desirablo in some cascs that the Government boar leas than an allocable shave
of tho total cost of the program. Under theso circumstances, the following ‘ j
aro among tho approachos which may be used as tho buals for agresmons: ©oy
(i) roviow of the contractor's propossd indepondont rescarch and developmens ;

program and ogreemient to accept the allocable costs of specific projents; f
(i) agreement on a maximum dollar limitation of costs, an allocable portien |
of which will be accepted by the Government; (iil) an agreement to accapt the |
allocable share of s percentage of the contractor's.planned research and de- i
volopment program. . [
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9-15.205-35 Regearch and. development costs.

| (a) AEC does not accept a guneral allocation of independent re- i
search and development costa, Such costs are considered unallow-

I able except to the extent specifically set forth in the contract,
Research and development costs may be maqg q}lowab}e only to the

| extent to which they provide a direcct or ind

! contract work., '

i

i

|

!
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rect benefit to the

(b) Independent research and development may be determined to 5
be of benefit to the contract work when it is in the general field :
of the contract work and where the resilts may well have some
future bearing on the contract work, The words "direét or ine

hr ETRM rdel

direct benefit" are used to allow some flexibility and to per- i
mit some baric research in the general fiald of the contract !
work. |

!

! _ (c) The determination that an independent research and develop-

’ ' ment project is of benefit to the contract requires the exercise

. of techunical judgment. It is not sufficient that the project re- ;

, late to the field of atomic energy; technical staff must find ,

2 ‘ ‘that it 1s related to the contract work. Areas of interest which |
- may relate to the contract work include: Technological methods

g ! or processes, materials research, work in the same technical fileld,

T etc. Yor example, independent materials research un aluminum alloy

; ' propertles might be related to the contract work if & contract con-

| cerns the manufacture of fuel elements using aluminum alloy. Beryl-

lium research, on the other hand, would not be relevant in this

case, Such research might, howavar, relate to other AEC contracts.

. In master contracts or in contracts where several tasks are in- ,

l . volved, to be of benefit the indepandent rasearch and development ;

: project must relate to one or more of the tacks. :

] Co (d) A technical appraisal of each of the projects included in
A ; the contractor's independent research and development program is -
necessary to identify any that may be acceptable under the abeve
] principle for allocation to the AEC contract work. In additien
0 to excluding any projects which do not provide a diract or in-
. i direct benefit to the AEC contract work, the following shall ajisc
: be excluded: (1) Any resoarch and development projects primarily
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) of a promotional nature, such as projects directed toward the de-
3 . velopment of new business or projects connected with proposals fer
b s new business (e.g., a8 new reactor concept the contractor wants to
sell), (2) any studies or projects which are in fact undertaken

in whole or in part for other sourcea, and (3) any such otherwise
i : acceptable project which duplicates research and development werk

0ol . sponsored by AEC. The cost of research and development which has
N : not met the test of benefit to the contract work should be ex=-
‘; : cluded from any distribution of allocation of overhead to the com-

tract. i

(e) Where tochnical staff or proper skill and qualification {s f
not available or the questiéns cannot be easily resolved by Fiald
Offices, Headquarters staff should be called into consultation,

A P

(f) After segregating the research and development which has ;
been determined to be of benefit to the KEC contract work, tha '
cost thereof shall ba allocated to the contract work using the ﬂ
method approved by AEC for the distribution of othar overhaad ex-

penses.
(g) When AEC is the predominant customer, special consideration ,

must be given to whether the independent research and development i
of benefit to the contract work should be performed as part of the _
contract work. This is necessary to avoid the apportionment .te :
: the AEC of most, if not all, of independent research and develop-
i ment costs over which the AEC would have no direct control. Only \
' an amount which is reasonable undar the circumstances should be
allowed. Contracting officera may find it desirable to: 1

el

N
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(1) Specify a maximum dollar limitation of independent research i
and developmwent costs, an allocable portion of which will ba ac-
. ‘ cepted by AEC, or an allocable share of a pexcentage of the con- X
: tractor's independent research and development program which will
ba accepted by AEC.

(2) Obligate the contractor to give the contracting office ado
vance notice of any termination of an accepted project or changes
which require the contracting officer's approval, .

(h) Where AEC shares in the cost of an independent research asd
devalopment 1 project of a contractor or subcontractor and its

e A O - T i o B et

1 The term "independent research and development’ means either research or de-
velopwent or both. Because of the insignificant amount involved, tha situation
o covered by 9-15.205-35(k) does not involve a contribution to a contractor's
independent research and development project within the meaning of this section.
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share of the cost (predetermined or actual) bears the percentage
relationship indicated below to the total cost of such project
during the contractor's or subcontractor's annual accounting pe-
riod, the following rights shall be obtained in and to technical
data and inventions or discoveries made or conceived in the course
of or under such project during the contractor's or subcontractor's

accounting period:

i hat LY WA ST

—R

s o

AEC's shire Tethnical data acquirad Patent rights afqdltcd

Less than 20 Summary reports, to tha extent None
parcent. requestad by AEC, will ba fur- -3
nished on specific independent b
; reasearch and development projects. :
' 20 percent or Summary reports shall be furfiished Nonexclusiva, ir-
more, but of the pertinent IRSD project in- revocabla, paid-
lass than dicating the progress and speci- up license to AXC
78 pesrcent. fying whether any inventions or for AEC purposes.
- discoveries wers made ot coiteived
during the pertinent accounting pe-
riod and, if requested by ABC, a
complete and detailed technical re- :
. . port shall also be furnished. Lo
| , 75 percent or All technical information and datsa Nonexclusive, ir-
1 ‘ more, on IRAD projects will be furnished ravocable, paid-
‘ ' AEC for dissemination and use as up license to the
AEC seas fit, but insofar as such Covernmamt for all i
technical information and data dis- purposes, with the I

T

- s e &I

[

. close patentable subject matter, right to grant sub- .
, the sams will not be disseminated 1litanses for all

. until patenting action has been purposes,

; taken,

Upon a determination of the percentages ss hereinabove provided, the
£ appropriate patent and tochnical data provision shall be incorpo- '
‘ ' rated in the contract in accordance with AECPR 9-9.5019.

(L) Determination of the percentage of AEC's share of the cost
of a contractor's independent R&D project shall be made on the
basis of the shave of such cout provided by all ABC contracts and
subcontracts during the contractor's or subcontractor's annual
: account ing period.

g, © T < e

(J) The fiald office with the predominant contract {nterest will
be responsible for determining the parcentage of the total support
provided or to be provided by AEC when AEC shares in the costs of
an independent research and development project and for including
the appropriate contract provisions required.
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(k) When the cost of the work imvolved in segregating the inde-
pendent research and development which benefits the contract work
is disproportionate to the amounts involved, 's flat amount not ex-
ceeding either (1) 5 percent of the contractor's total estimated
cost of independent rese¢arch and developmeant, or (2) 3 percent
of the total estimated cost of direct labor and material under the
contract, whichever is less, may be negotiated.

(1) The costs of independent resaarch and development, wvhether
or not accepted as allowable cost, shall include an amount for
sbsorption of their appropriate share of related indirect and
edministrative costs,

(w) As in any overhesd determination, thare shall be proper
coordination among field offices' (and Readeuartevrs, where de-
sirable) in determining the amount of independent rescarch and
development which is allowable where more than ons office has
a contract or contracts with the same contractor. Where the
amount is significant and wore than ons office is involved, the
guidance of Headquarters should be sought.

(n) Any limitation on the reimbursement of independent re-
ssarch and development is not to be used to justify an increase
in ths fee. .
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APPENDIX C

SECTION 203, PUBLIC LAW 91-441

Suo. 909, (8) Punds authorised for appro«
priation to ths Departmenit of Deferise un-
der the provisions of this Aot of any other
Aot shall not be avallable for payment of
independent ressarch and development, bid
and proposal, or other technioal effort costs
unless the work for which payment 8 made
is relevant to the functions o operations of
the Department of Defonse and unless the
tollowing conditions ars met-—

(1) the Secrstary of Defenme, prior to or
during esch flsonl ysar, negotiatas advance
ngreamenta satablishing a dollar oeiling on
suoh costs with all companiss whish durs
ing thelr last preceding Nscal year recsived
more then $3,000,000 of indepsndent re-
ssarch and development, bid and propossl, oe
other technlical effort payments frowm the
Department of Defense, the advance Agree-
menis thus negotiated (A) to ocover the
fired Ascal year of each suoh company be.
Ilnntnc on or after the inning of enoh

yoar of the Federal Government and
{B) to be ocomcluded elther directly with
waoh such company or with thoss produot
divisions of each such ocompany whioch con«
traos direcily with the Department of De-
fense and themseives recsived more than
980,000 of such payments during their
company's last precuding fisosl ysar,

(1) the Independent resoarch and davel-
opmant poriloris of the sdvanocs agresments
thus negotinted are based on company sub-
mitted plans on esch of which a technionl
evaluation ie performed by ths Department
of Defense prior to or during the facsl year
coversd by such advance agresmant;

{3) no paywmnanta for indepandent research
and development, bid and pruopossl, and other
teohnloal effort coate are mude by the De=
partment of Defense (o sny cotupany or
product division with which an advanne
agreemant lu required by subsection () (1)
of this section, except pursuant to the terms
uf that agreement; and

(4) the sotal dollar value of the advance
Agresirionts negotistad prior to or during o
iven fiscal year as required under subsec

on (s) (1) of thin section doss not exosed
o oalling to b0 cetablished annually by the
Congress

(b) In the svent negotiations are held wikh
any company or product diviaion with whioh
they sre required under subseotion (a)(1) of
thin pection, But no agresment is reachsd
with any auch company or product division—

{1) no payments for independent researsh
and developmant, bid and , and
other technlosl efart ocosts shall be made
to ally such company or product division dur.
ing the fiscul year for which an agrssment
was not reached, sxoept in an amount gub-
astantiaily lees than the amount whieh, in
the opinlon of the Department of Defemse,
such company or product divislon would
otherwise have been entitled to receive; and

(2) the amount of money received by thas
oompany for tndependint resesrch and de-
velapment, bid and proposal, and other techs
n effory oosts during it last ing
fiscal year shall be included in ¢ ning
compliance by the Department of Defense
wit'y the celling satablishsd by Congress,
pursuunt to subsection (a)({4) of this seo-
tion, tor-the fAsoal year in question,

(0) The Becrestary of Defenss shall submit
an annual report to the Congress on or be=
fore Januvary 31, 1972, snd on or befere Junu=
ary 31 of ench succesding year, setsing forth—

(1) those companies with which negotia-
tlons were held pursuant to subsection
() (1) of this seotion prior to or during she
preceding fAscal year, together with the resuls
of thoss negotiations;

(2) the manner of his compliance with the
cejling satablished by Congress for the pre-
cediisg flsoal year pursuant to subsection (a)
(4) of shis sention; and

(8) the lutest avallable Defense Contrach
Audit Agenocy statistion on the independent
resedroh and development, did and proposal,
wnd other tachnical effort payments made
to major defense contradtora whether or not
covered by subssction (a) (1) of this ssotion,

(d) The provisions of this seotion sball
.pw only to contracts for which the sube
misslon and certification of cost or pricing

data mare required In mccordance with oece

tion £808(f) of titls 10, United Statess Onde.

(@) The celling to ba establiahed pursuans
to subssction (a) (4) of this seotion for fasnt
yoar ending June 30, 1971, shall be $838,~

000,000,
(1) Section 408 of Public Law 01121 (80
Biat, 204) Is hereby repealed,
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. APPENDIX D
DOD IR&D COST PRINCIPLES (1971)

18-208.38 Independent Research and Development Costs.

(a) Definitions. A contractor's independent research and development sffort
(IR&D} is that technical effort which is not sponsored by, or required in per-
formance of, o contract or grunt and which consists of projects falling within the
following threc areas: (i) basic and applicd research, (il) development, and (iii)
systems and other concept formulation studies, IR&D ¢ffort shall not include
technical effort expended in the development and preparation of technical data
specifically to support the submission of a bid or proposal. For the purposes of
this paragraph:

(1) Dasic research is that rescarch which is directed toward increase of
knowledge in science. The primary aim of basic research is a fuller knowledge or
understanding of tho subject under study, rather thun any practical application
thereof.

(2) Applied rescarch is that effort which (A) normally follows basic
research, but may not be scverable from the reluted basic research, (B) attempts
w determine and exploit the poatential of scientific discoveries or improvements in
technology, materials, procosscs, methods, devices, or techniques, and (C) at-
tempts to advance the state of the art. Applied research does not include efforts
whose principal aim is design, developmunt, or tost of spocific items or services to
be considered for salo; these etforts are within the definition of the term *-
develapinent,” defined holow.

(3) Development is the systematic use, under whatever name, of scientific
and tochnicul knowledge in the design, development, test, or evaluation of a
potential now praduct or servico (or of an improvement in an existing product or
sorvice) for the purposc of meeting spacific performance requirements or objec-
tives. Devolopment shall include the functions of design engineering, prototyping,
snd engincering testing.

(4) Systems and other concept formulation stydics ure analyses and study ef-
forts cither related to specitic IR&D offorts or. direcled toward the identification
of desiruble new systemis, aguipments or components, or desirable modifications
and inprovements to oxisting systums, equipments, or gomponents.

(8) Company includes all divisions, subsidiaries, and atliliates of the con-
tractor under common control.

(b) Compusition af Costs, IR&D costs shall include not only all direct costs,
but also all allocuble indirect costs except that genornl and administrative costs
shall not be considercd ailocable to IR&D. Both direct und indirect costs shall be
determined on the samo busis us if the IR&D project waore under contraot,
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(c) Allocation. As a general rule, IR&D costs shall be allocated to contracts
on the samc basis as the.general and administrative expense grouping of the profit
center (sce 3-1003,3) in which such costs are incurred. However, where IR&D
costa clearly benefit other profit centers, or the entire company, such costs shall
be allocated through the G&A of such other profit centers or through the cor-
porate G& A, as appropriate. In thosc instances when allocation of IR&D through
the G&A base does not provide equitable cost allocation, the contracting officer
may approve usc of a diffcrent base. Where ailowable IR&D is established by ad-
vance agrecment pursuant to (d)(1) below, the advanco agreement shall specify
the allocation procedures,

(d) Allowability. Except as provided in (o) below, costs for IR&D are allowa-
ble only in accordance with the following:

(1) Companies Required to Negotiate Advunce Agreements (CWAS-NA).

(A) Any company which recoived payments, cither as a primo con.
tractor or subcontractor, in excess of $2 milllon from the DoD
for IR&D and B&P in a fiscal year, is required to negotiate an
advance agreement with the Government which establishes a
celling for allowability of IR&D costs for the following fiscal
yeur. Computution of the amount of IR&D and B&P costs to
determine whether the $2 miilion criterion wus reached will in-
clude only those recoverable IR&D and B&P costs allocated
during the company’s previous tiscal year tn all DoD prime con-
tracts and subcontracts for which the submission and certitica-
tion of cost or pricing data was required in accordunce with Sec-
tion 2306(f) of Title 10, United $tates Code. The computation
ghall include full burdoning in the sume manner as if the IR&D
and B&P projocts were contracted for except that G& A will not
be applied.

(B) When a company mecets the criterion in (A) above, required ad-
vance agreements may be nugotisted at the corporate level
and/or with those profit centers (see 3-1003,3) which contract
directly with the DoD and which in the preceding year allocated
recoverable IR&D und B&P costs in excess of $250,000 includ-
ing burdening as in (A) above, to Dol contracts and subcon-
tracts for which the submission and certification of cost or pric.
ing data was required in anccordanco with Section 2306(f) of
Title 10, United States Code, When ceilings are negotinted for
separate profit centers of the company, the allowability of (R&D
costs for any center which, In ity previous fiscal year, allocated
less than $250,000 of IR&ID and B&P costs to such DoD con-
tracts and subcontracis may be determined in uccordance with
(d)(2) below.

(C) Companivs which moct the threshold in (A) above shall submit
technical and financtal information to support their propossd
IR&D program in accordance with guidunce furnished by the

. Armed Services Research Specialists Committee. Resulty of the
technical ovaluation porformed by the Armed Services Research

D-2




o Specialists Committse, including determination of potential reim-
tionship, will be made available to the contractor by the cogni-

. zant Departmental central office.
: (D) Ceilings are the maximum dollar amounts of total costs for

. IR&D work that will be allowable for allocation to all work of

. that part of the company’s operation covered by an advance

\ agreement. Within the ceiling limitations contractors will not be

required to share IR&D costs. In negotiating a ceiling, in sddi-
, tion to other considerations, particular attention must be paid to
; such factors as:

(1) The technical svalugtion of the Armed Services Rescarch Specialists
Committee including the potential relationship of IR&D projects to a
military function or operation,

! (li) Compariron with previous year's programs including the level of the

Uovernr.ent's participation.
(lil) Chang-s in the Company's business activities.
(E) The total amount of IR&D coits allocated to DoD contracta
pursuant to this subparagruph (i) shall not exceed the total of
expenditures for IR&D projocts with a potential relationship to a

i military function or operation. For contracts which do not pro-

: vide for cost determinations on a historical basis, this requirs-

i : ment will be considered to have been met if the estimated IR&D

, costs allocaled to the contract do not exceed its proportionate

} share of the total estimated costs of IR&D with a potential rela.

i : tionship to a military function or operation.

- ’ . (F) No IR&D costs shall be allowable if a company falls to Initiate
i ‘ negotiation of a required advance agreement prior to the end of
R | the fiscal year for which the agreement is required,

. : (G) When negotiations are held with a company mecting the $2 mil-

- flon criterion or with separate profit centers (when negotiations,

| g are held at that level under (B) above) and an advance agree-

' ; mient Is not roached, payment for IR&D costs is required to be

reduced substantially below that which the company or profit

center would otherwise have received. The amount of such

|
I
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( reduced payment shall not exceed 75% of the amount which, in I
"4 ' the opinion of the contructing officer, the company or profit :
| conter would be entitled to receive under an advance ugree- )
‘. ment, Written notification of the contracting officer's detor. k
i ' mination of u reduced aumount shall be provided the contractor, )

In the event that an advunce agrecment is not reached prior to i

. the end of tho contractor's fiscal year for which such agreement
is to apply, negotintions shall inmediately be terminated and the
contracting officer's determination of the reduced amount shall
be furnished.

(H) Contractors may nppeal decisions of the contracting officer to
reduce payments. Such appeal shall be filed with the contracting
officer within 30 days of receipt of & decision. For the purpose
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of hearing and deciding such appeals, cach department will
establish an appeals hearing group consisting of the following:

(1) A representative to be dosignated by the Assistant Secrotary (Instal-
lations and Logistics) or the Director, DSA, who shall be Chairman;

(i) A represcntative to be dusignated by the Assistant Secretary
(Ressarch and Development) or ODDRAE in the case of DSA; and

(ili) A representative to be designated by the General Counsel, Judge Ad-
vocate General of the Department or Counsel of DSA, Determina-
tons of the uppeals group shall be the final and conclusive deter.
mination of the Department of Defense, _

(I) Advance agreements negotiated shall include at least the follow-
ing:

(i) A separate dollar celling for IR&D. However, provision shall be
made permitting the contractor to recover costs for IR&D above the
negotiated celling, provided that recovery of B&P costs covered by
the same agrecment is decreased below its ceiling by a like amount.

(ii) A provision stating how IR&D costs are to be allocated (see (o)
above).

(iil) A statement that the costs for IR&D work recoverable under con-
tracts citing DoD funds subject to Section 203, P.L. 91-441 limita.
tions shall not excecd A such contracts’ ullocable share of the ceil-
ing, and B the totul costs of tho contractor's IR&D determitied to
have a potential relationship to a military function or operation.

(iv) A statement that estimated costs or actunl costs Incurred, as ap-
propriate, not in excess of the ceilings negotiated chall be used in the
pricing of all contractual actions when negotiations are based on ele-
menta of cost and in final price determinations,

(J) Prior to the execution of an advance agreement, the IR&D fac-
tor to be used for forward pricing aud interim billing will be
developed by and obtained from the cognizant central office of
the Depurtment responsible for negotiating IR&D advance
agreemonts. The IR&D fuctor shull exclude estimated or actual
costs for projects considered unrelated to a military function or
operation.

(2) Companies Not Required to Negotiate Advance Agreements (CWAS), Al-
lowable IR&D costs for companies not required to negotiatz advance agreements
in accordance with (1) above shall be established by » formula, elther on a com-
pany-wide busis or by profit senters, computed as follows:

(1) Determine the ratio of IR&D costs to total sules (or other base ac-
ceptable to the contracting officor) for each of the preceding three
years and average the two highest of these ratios; thiy average is the
IR&D historical ratio;

(i) Compute the averuge annual IR&D costs (hereafier called average),
using the two highest of the preceding three years;

(lil) IR&D costs for the center for the current year which urc not in ex-
cess of the product of the center's actual total sales (or other ac.
cepted base) for the current yoar and the IR&D historical ratio com-
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puted under (i) above (hercafter called product) shall be considerad
allowable only to the extent the product does not exceed 120% of
the average. If the product is less than 80% of the average, costs up
to 80% of the average shall be allowable,

(iv) Costs which are in excess of the ceiling computed in (iii) above are

not allowable except where the ceiling computied for bid and
proposal cost under 15-205.3 is rcduced in an amount identical to
the amount of any increuse over the IR&D ceiling computed in (i)
above,
However, at the discretion af the contracting officer, an advarce agree-
ment may be negotiated when the contractor can demonstrate that the
Jormula would produce a clearly inequitable cost recovery. The require-
ments aof (d)(1) abeve are not mandatory for such agreemenis.

(e) Deferred Costs CWAS-NA). IR&D costs which were incurred in previous
sccounting periods are unallowable, except when a contractor has developed a
specific product at his own risk in anticipation of recovering the development
costs In the sale price of the product provided that:

(1) the total amount of IR&D costs applicable to the preduct can be
ilentifled,

(2) The proration of such costs to sales of the product is reazonable,

(3) The contructor had no Government businoss during the time that the
costs were incurred or he did not uliocate IR&D costs to Government contracts
except to prorato the cost of doveloping a specific product to the sales of that
product, and

. (4) No costs of current IR&D programs are allocated to Government work

except tn prorate the costs of devoloping a specific product to the sales of that
produc..
When deferred costs are recognized, the contract (except firm fixed-price and
fixed-price with escalation) will include u specific provision sctting forth the
amount of deferred IR&D costs that are allocable to the contract. The negotia-
tion memorandum will state the circumstances pertaining to the case and the
reason for accepting the deferred costs,
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R X

SUMMARY OF RECENT DIALOGUE ON IR&D

-

f While it might have appeared that there was consider-
3 able activity in the IR&D area in the 1960s, the pace of
y such activity has increased. in the 19708, The GAO has con-

ducted an annual review of DOD implementation as well as

sevéral special topic reviews., As a consequence of a renewed
ﬁ - challenge to IR&D by Senator Proxmire, the GAO has underway

: an in-depth investigation of XR&D, industry formed a tri-
o association committee on IR&D and the DOD established

g', ? another DSB Task Group to examine DOD IR&D Policy. The wmajor
% f events since the passage of Section 203, Public Law 91-441 !
are summarized below:

(] Date Event
;f ‘ March 1971 GAO Report, "Feasibility of Treating Con- '
v : tractor's IR&D Costs as a Budget Line Item"

April 1972 GAO Report, "Implementation of Section 203,
Public Law 91.441, On Paymeuants for 1R&D \
and B&P Costs"

ST e .

December 1972 Report of the Commission on Government Pro-
curement :

! April 1973 ' GAO Report, "Paymeats for IR&D and B&P Costs'"

§ , August 1973 GAO Letter Report on IR&D Data Banks

é September 1073 GAO Letter Report on 8Small Contractor Problems
;, % September 1973 Senator Proxmire Amendment to Limit TR&D
:. & March 1974 Industry Positlon Paper on IR&D and B&P
| Efforts

April 1974 DDR&E Statement to Congress °




Date Event

. May 1974 GAO Report, "DOD's Implementation of .
. A Section 203 Public Law 9l- 441, Involving i
- ' Contractor' s IR&D" I
i%' ' May 1974 . Admiral Rickover Statement to House Sub- ' !
¥ | committee on DOD Appropriations

‘ |

¥ | ' May 1974 Statement of Principles for DOD Research
3 ' and Development

% ‘ August 1974 GAO Partial Report, "In-Depth Into Investi-
' : gation IR&D and B&P Programs"

Absorb Costs of Commercial Development

I
|
' December 1974  GAO Report, "IR&D Allocations Should Not !
; o Work" !

]

February 1975 DDR&E Statement to Congress
[ February 1975 DSB Task Group on IR&D Report ‘

RN i St aia

Lo Impending GAQ Final Report, "In-Depth Investigation L
l : into IR&D and B&P Programs" i 4\
|

|

; Each of these items will be summarized in the following
paragraphs,

i E.l. GAQ Report, "Feasibility of Treating Contractors

| IR&D Costs as a Budget Line Item," March 1971 (Ref. 118)*

i The GAQ conducted this review in response to a request

by Seunator Proxmire for GAO's views as to the feasibility

of converting contractors' IR&D to a budget line item. The

GAQO concluded that a line item control of IR&D payments to

' based on historical data, together with the DOD's estimate C ;

!
l
|
‘3‘| é major defense contractors can be developed using estimates
\ ; *References are cited in the List of References k
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of the amount of research and development and procurement
activity to be contracted in a particular year., The major
contractors' DOD share of IR&D would be paid directly under
special contracts rather than as an allocated overhead
charge. However, the GAO suggested that no further legisla-
tive controls be placed on IR&D until the effectiveness of
Section 203 of Public Law 91-441 was determined.

The DOD reply took exception to the GAO views and
challengod the depth of‘the GAO invesfigation. The DOD
redponse pointed oul a numbor of possible problem aveas., The
DOD's basic position is that line item control is not admin-
istratively feasible,

Senator Proxmire entered the report in the Congressional
Record. He again asserted that IR&D is a back-~door boon-
doggle and that stricter controls are needed. (Ref., 119)
Representative Gubser took exception to the GAO recommenda-
tion and asserted that it was not feasible. (Ref. 120)

E.2, GAO Report "Implementation of Section 203, Public Law

91-441, on Payments for IR&D ahd B&P Comts,'" April 1972,

(Ref, 125)

This was the first yearly review of. DOD's implementation
of Section 203, Public Law 81-441 done in response to a
request from Senator Stennis., It was recognized by the GAO
raviewers that there had not been enough time elapse to pro-
vide a meaningful in-depth review and the GAO concentrated

its efforts on a few issues which srose early in

E-3
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implementation, The GAO pointed out that the language of
Section 203 was not clear in whether the requirement for
potential military relationship determinations applied to
all IR&D payments or just those associated with contractors
who negotiate advance agreements. The DOD had implemented
the latter approach because of the administrative difficulty
of doing otherwise. The GAO also noted that the law failed
to provide a criteria for determining when a project has

"a potential relationship to a military function or opera-
tion." The third area discussed was DOD's implementation of
the $2 million criteria to include IRD and B&P costs

rather than IR&D or B&P costs, The GAO supported the DOD's
action. The GAO concluded that, in its opinion, the DOD
had been '"reasonably diligent'" in its implementation.
Further, in submitting this report to Congress, Senator
McIntyre complimented the DOD for doing ''a commendable job"
of implementing the statutory requirements of Section 203,
(Ref, 131)

E.3. Report of the Commission on Government Procurement,

December 1972 (Ref, 1)

The Commission was not able to arrive at a unanimous

position on IR&D and in the end had a majority recommendation

and two dissenting positions., The wmajority recommendation

is summarized below:

1. IR&D and B&P expenditures are in the best interest
of the nation to promote competition, to advance
technology, and to foster economic growth.
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2. Policy should recognize IR&D/B&P efforts as neces-
sary costs of doing business and provide

a. Uniform treatment, Government-wide, with

exceptions treated by the Gffice of Federal Procurement
Policy

b, Contractor cost centers with 50:peréent or more
fixed-price government contracts and sales of commercial
products and services should have IR&D and B&P costs
accepted without question as to amount. Reasonableness
for other contractors should be detetrmined by the
present DOD formula.

¢. Contractor cost centers with over 50 percent
cost type contracts should be subject to an agency
relevancy test. No relevancy restriction should be
applied to other contractors,

Thie recommendation was supported by six of the twelve Com-
missioners: |
Porkins McGuire, Consultant and Corporate Director

Paul W. Beamer, Senior Vice President and Director,
Yaltec Corporation

Edward J. Gurney, Senator, Florida

Richard E. Homer, President and Director, E.F. Johnson
Company

Peter D. Joers, Special Assistant to the President of
Weyerhauser Corporation

Arthur F, Sampson, Acting Administrator, General
Services Administration,

The first dissenting position agreed with the major.
points of the majority recommendation and the first sub-
paragraph (1., 2, and 2a). However, the other two subpara-
graphs were unacceptable. The thrust of the subparagraphs

added by the supporters of dissention pogition #1 was to

retain the current DOD procedures covering IRLD and BEP -
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costs which were adopted pursuant to Section 203 of Fhe 1971
Military_ProcuremenF Autho;izatibn Act, However, two new
items were added. -Fir;t;-ugency p;ocurement authorization
andlnppropriatiqn requests would be accomplished by an
explanation of fhe criteria established by the agency head
for luch'ullowinceu. Second, the government should obtain
surriciént iéce;a to contradtors' commercial recofdu to
enable a determination of the allowability of the costis (this
item relates to difficulties the GAO encountered obtaiﬁing
such adcess at one contructoi--see Section E. 14), Tﬁe
first dissenting position was auppoited by:

Lawton M, Chiles, Senator, Floridg;

Frank Horton, Congressman, New York;

Chet Holifield, Congressman, California;

Elmer Staats, Comptroller General of the United States;
and

James E. Webb, Attorney at Law.
The second dissenting position suggested that additional
mechanisms should be studied to try to find a solution to the
IR&D dilemma. This positioﬁ was sponsored by Franﬁ Sanders,
Under Secretary of the Navy, and supported by Commissioner
Sampson as potential long term solution.

The Commission recommendations have been staffed by
an Executive Branch Committee which established an Executive

Branch position. This group was chaired by Mr, Charles

Deardorff, OASD(IL), The proposed Executive Branch position:




— .

1l'currept1y being :eviewed by the General Services Admin-
istration, _

It‘il unlikely this effort will have much impact on DOD
IRGD policy since most of the 'Congressional/GAO Commissioners
supported a continugtion.of the current DOD policy with minor
suggestions for change. nddifionnl-buckup information is
included in Reference 132,
E.4. GAO Report, "Payments for IRAD and B&P Costs, "
April 1073 (Ref, 123)

Thies was the second annual reviev of DOD implementation
of Section 203 of Public Law 91-441 in response to a request
from Senator Stennis, Since the law had been in effect for
two years the GAO conducted an intensive review., The GAO
noted the continuing problems with the vagueness of the
potential military relationship requirement. They noted
several positive actions taken by the DOD to implement the
provisions of Section 203, However, they did find several
areas which they felt needed further emphasis by senior DOD
officials, Accordingly they recommonded that the DOD should:

- Insure compliance with the intent of the Armed

Services Procureuent Regulation which prohibitas
cost sharing within the ceiling.

- Perform after-the-fact reviews as scon as poseible

after the contractor's fimscal year ends to provide
additional data for subsequent negotiations,

- lssue guidelines to the Services to insure more con-

sistent determinations of potential military relevancy.

E-7
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-

K . Continue to emphasize the desirability of negotiating
i ‘ advance agreements either prior to cost incurrence

or early in the contractor's fiscal yeur and to seek
alternative means of solving this problem,

L

- Eslablish uniform ﬂegotiation procedures and policies
il . for negotiators to aid in the consistent and equal
treatment of contractors.
- Establish guidelinea that unifornly recognize, duripg .
ceiling negotiation, the technical quality of con-
tractors' IRGD programs with reward or penalty, as
appropriate,
- Require the Servicee to maintain negotiation files
which record the rationale and show the dollar
: effect of the factor considered in establishing the
Lo ceiling.
E The DOD generally agreed with the GAO recommendations (Ref,
133) and acted to implement fhem by issuing guidance on {
negofiutions and PMR determinations (see Refs, 76 and 88).
The primary recommendstion to the Senate Armed Services
Committee was that no changes be made in Srction 203, Public
, Law 91-441 pending further study of the area. In presenting
?. the GAO findings and the DOD's annual report on IR&D to the
Senate, Senator McIntyre noted that the DOD had made 'sub- i
stantial and smtisfactory progress' during the past year in

further implementing the provisions of Section 203. (Ref. 134) b

) E.5. GAO Letter Report, IR&D Data Banks, August 1973, (Ref, }
94) ;

This was cone of two GAO special reports on IR&D issued

BT o Tl =gt

) in 1973. The GAO report questioned the need for two IR&D i

data banks, the adequacy of use to Justify oven one data

M T N T
o

bank, and the appropriatenesa of current data bank procedures

'iﬁ sinca they scemed to lead to duplication with the technical
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plans. The DOD responded to the GAO report and answered
several of the GAO questions. (Ref. 138) The DOD Technical
Evaluation Group was also tasked to evaluate the data banks
and the results are discussed in Scction 3.3.7,

E.8, G0AO Letter Report, '"Small Contractor Problems with

DPC 80," September 1973 (Ref. 136)

The GAO conducted this review to determine if there were
major problems in the handling of small contractors under
the new cost principles which provide, in part, that small
contractors can negotiate advance agreements if for soume
reason the formula does not provide an equitable result. 1In
essence, the GAO found no major problems in this area,.

E.7. Senator Proxmire Amendment to Limit IR&D Recovery,

24 September 1973 (Ref. 103)

On 24 September 1973 Senator Proxmire introduced an
amendment to the FY 75 DOR Military Procurement Authoriza-
tion Bill whichk, if passed, would have required a 50 percent
reduction in the DOD's reimbursement of IR&GD, B&P and OTE
costs, The amendment was immediately withdrawn by preagree.-
ment with Senator McIntyre; the Senators had agreed to
Jointly request an in-depth GAO investigation of the basis
for IR&D/B&P/OTE and alternatives to the current policies

and procedures. The initial target date for completion of

the study was 1 April 1974.

e P et e AR el | sl .




Senator Proxmire in his comments to the Senate (Ref.

103) once more challenged the concept of IR&D/B&P but in

?W' stronger terms than in the past, His statement includes , '

i

(

! , the following comments: a case can be made .that IR&D is a
iW backdoor boondoggle and ought to be eliminated altogether;

} - DOD controls have not been effective and IR&GD costs continue

to rise, both in dollar amounts and as a percentage of |

defcense sales; the test of relevancy is not effective; IR&D

i amounts to a Pentagon subsidy for major defenae contractors |

(
g l. and has been used to prop up defense contractors whose sales
: $ have declined; IRKD contributes to the continued dominance
‘ of the large aerospace firms; the Pentagon has not demonqtra-
i ted a willingness or capability for determining whether pro-

posed IR&D work is ever actually performed or whether such

work benefits the govermment; the government receives no
license, patent, royalty or other rightes in any inventions
(| that result from IRKD efforts paid for with taxpayers'

k: money; and IR&KD contributes to hidden profits,

) Bubsequently, Senator Proxmire's staff and the staff

4

'%- ' of the Armed Services Committee prepared a group of specific
' ' questions to be addressed by the GAO. These questions were

forwarded to the GAC by letters dated B October 1974. The

GAO was askud to do a comprehensive study sand include alterna- o
tive recommendations ". , . s0 that the Committee will have |
a choice of actions which may be adopted." The 22 questions

are reproduced as Appendix F, The response was originklly

e -t - 0 AR




N T DA PRy ORISR SR e - T

TN T BRI IR AT BTN v T - g ST 4 e Sy e S enr T L T T T B

g

B L L SR

requested by 1 April 1974, However, the magnitude of the
task precluded completion by that time. A partial report

oh the in-depth review was subsequently published in

August 1974 (See Section E,13) and as of 15 April 1975 the
final report has still not been published but is expected in
mid-June 1978.

In response to the challenge to IR&D, industry estab-
lished a Tri-Association (Aefospace Industries Association,
National Security Industrial Association, and Electronlc
Industries Association) Ad Hoc Committee on IRKD and B&P.
Their primary written product is discumsed in the next
section, DDRRF “hartered a Defense Science Board Task Greup
to reviéw the IR&D situation and advise him on desirable
changes in policy and procedures. Their report is discusmsed
in Section E, 186,

In essence, most IR&D activity subsequent to this event
was a ienction to Senator Proxmire's renewed challenge.

E.8, Industry Position on IR&D/B&P (Refs, 115, 116, and 117)

The Tri-Association Ad Hoc Committee on IR&D and B&P
undertook a major effort to establish an industry position
and to sell it to Congress. The position and backup data are
reflected in three documents which were published in March
1874, These were "A Position Paper on IRKD and BkP," an
"Executive Summary'" thereof, and a volume entitled "Technical

Papers on IR&GD and B&P Efforts." These documents varied in

E-11
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length from 5 to 312 pages. The position taken by industry
was consistent with thelr previous positions. Their specific
recommendations are summarized below:

"1, The regquirement for potential military relation- '
ship in Public Law 91-441 would be eliminated as
unworkable . . . .

2. The requirement for establishing ceilinga on IR&KD
and B&P should be elininated because it is in basic con-
flict with stated Government objectives to encourage
competition and maintain a strong industry capability.

3. Line.items should not be established in any agancy
budgets for funding IR&D and B&P costis . . .

4. A new Government agency. responsible for operational
aspects of IR&D and B&P should not be established.
Rather all government agencies should follow a common
policy ., . . .

6. Congress, in the national interest, should specif-
ically express positive support for IR&D and B&P and
correct the current motivation to continually reduce
this effort.

el T ST lRmEaEee
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6. In considering "alternative methods' of funding IR&D
and B&P, it should be remcvmbered that IR&D and B&P

are indirect business expenses and should be fully
reimbursed., In summary, full cost recovery of IR&D and
| B&P would place the U.S. Government on an equal footing .
] with all other customers. Anything less than full
reimburgement of these costs, in effect, is a sub-
sidization of the Government by American industry."
(Ref. 115, pp. 33-34)

. This I8 as strong a statement of the classical industry

position as one is likely to see. Additional background,
rationale, and discussion is given in the other parts of. the

Position Paper.

E-13
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The ''Technical Papers" volume includes six papers:

~ Economic Considerations Regarding IR&D and B&P
Expense ‘

e Xl R e o A

gy

- Alternate Methods of IR&D and B&P Cost Reimbursement
- Benefits Derived from IR&D Effort
. - Benefits Derived from B&P Efforts

5 e ey e a0 SETI S

v -~ U.S. and Foreign Nation Support of Industrial
4 { Technical Effort

e -

~ Industry Response to 22 Proxmire--McIntyre Questio s,

& -
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About two-thirds of the volume is devoted to the discussion
and presentation of benefits of IR&D.

' E.9. DDR&E Statement Before the Senute Committee on Appro-

“ priations, 5 April 1874. (Ref. 107, pp. 9-34 to 36)
~Dr, Currie in his prepared statement to the Senate
Appropriations Committee took a strong position in support
of IR&D:

- "IR&D is an essential and effective meauns to provide
) : the United States with a superior technology base

' to meet our govermment's requirements. The Congress
is strongly urged to give it full support."

T 1 o paT L

E.10. GAO Report, 'DOD Implementation of Section 230, Public

.
Law 91-441 Involving Contractors' IR&D," 1 May 1974 (Ref. 126)

This was the third annual GAO report on the DOD implemen-

tation of Section 203 in response to Senator Stennis. In

commenting on the DOD implementation the GAO noted the new
DOD guidance issued by Dr, Foster and Mr. McCullough on
18 April 1973 (Ref. 76) but stated that it was too early to

evaluate its effectiveness. On the need for a uniform

E-13
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government-wide policy GAO contacted DOD, NASA, AEC, DOT,
HEW, HUD and EPA and found no unanimity on the need for a
uniform government-wide policy nor the des;rability of
adopting DOD policy for government-wide use. The GAO recom-
mended that no change be made to Section 203 until completion
of their in-depth investigation,

E, 11. Admiral Rickover Testimony before House Subcommittee

on DOD, May 1974 (Ref. 104)

In his testimony Admiral Rickover identified four
"obvious and serious problems" in the way DOD is doing IR&D
business: -

- DOD neither directs nor controls the contractor's
R&D work being performed,

- DOD has no way to eliminate duplication, or to
determine if the benefits obtained by DOD are worth -
the costs incurred,

The Government has no rights in technical data or
in patents derived from the work though it is
primarily financed with public funds, and

Much necessary and legitimate research and develop-
ment work for weapons is being deferred by the Depart-
ment of Defense for lack of funds, Yet the Depart-
ment spends many hundreds of millions of dollars a
year on contractors' pet projects which may not prove
beneficial to the military.

He also made the following assertions:
-~ DOD technical reviews are superficial and the

Depurtments interpretation of what projects have a
potential relationship is quite ;1baral.

The DOD would get more for its money by direct con-
tracting rather than reimbursing IR&D,

E-14
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- AEC has managed just fine without the liberal IR&D
policies of the DOD, and

i T et
]

_ IR&D is & subsidy given without going through the
g normal procoss of obtaining Congressional approval,

This, Admiral Rickover's position is very similar to Scnator

2 ERTT——

I . Proxmire's feelings.
;f Co Wheh asked what he would recommend with respect to IRXD
o Admiral Rickover gave ihe fcllowing response:

" ; "First, Department of Defense payments for independent
N research and development and bid and proposal expense

‘ should be drastically reduced. The Department of

. Defense cannot afford to spend $787 million to $1

ooy billion a year for this work when sufficient funds

;| are not available to fund its owli research and develop-
3 - ment projects,

- ¢ Second, the Department of Defense, like the Atomic

' Energy Commission, should allow costs of independent
research and development projectis only to the extent
those projects provide a direct benefit to the
military.

R

R T Y

Third, the Department of Defense should receive, for
the Government, palent and data rights commensurate
with its contribution to the costs incurred on
independent research and development projects. Again,
the AEC has n system which does give the Government .
rights to technical data and license for pateats com- ;
mensurate with the Atomic Energy Commission's |
investment in the work,

R
A

Fourth, in cases where independent research and
development projects are deemed to have sufficient
benefits to warrant the cost, the Defense Department ;
should finance the work by direct contract rather '
thun through IR&D, so that the rasponsible Government )
officials can exercise technical supervision of the i
!

PG ATt T E TS I 4 BT e e T

work, and so that the Untied States can retain appropri-
ate rights to resulting technical data, inventions, and
patents.," (Ref, 104, p. 123)
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Thus, what might have appeared. to be a uniform DOD front on
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' {R&D was broken with Admiral Rickover's blunt criticism

of DOD IR&D management. o ‘

.
'%'J f E. 12. Statement of Principles for DOD Research and Develop-
I ment, May 1874 (Ref, 110)

| ; Dr. Currie and his three service counterparts, the
Assistant Secretaries for R&D, signed a Statement of i

? Principles for DOD Research and Development in May 1974 which !

includes the following section: ' .

""Independent Research and Development, A strongly
supported I[R&D program is essential., If must be well
directed, mostly by industry, and the benefits must be

clearly visible,"
& E. 13. GAO Partial Report, "In-Depth Investigation into

E | IR&D and B&P Programs," August 1974 (Ref. 95)

.&\; X This was the first product of the GAO in.-depth investi-
gation into IR&D. It included answers to nine of the first i

ten Congressional questions., Thus, in this report the GAO

Tt e e

~ analyzed and reconsidered the costs of fR&D and B&P
programs as reported by DOD for the years 1968
through 1973 (Questions 1 1o §, Appendix F) ]

- explored the availability of information on the
costs of administering the programs (Question 6)

O e e P O )

Considered whether certain costs (directed toward !
new business, promotional and nontechnical services, . 1!
etc.) are allowed and reimbursed as IR&D and B&P l

under DOD's regulations (Questions 8 and 9), and 8

f

Lo

P

tractors not meeting the $2 million threshold
prescribed by Section 203 for advance agreements and
technical evaluations (Question 10),

- Evaluated the procedures implemented by DOD for con- ¥j
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E. 14, GAQO Report, "IR&D Allocations Should Not Absorb

Costs of Commercial Development Work," December 1974 (Ref. 137)

\ In this report the GAO questions the DOD's acceptance
1 ' of $87 million of JT 8D development costs. as IRKD from 1968

through 1973 because the development was sponsored by, or

required in performance of, contracts with commercial customers.

X The GAO recommended that the DOD AN i}
N ~ provide specific guidance to Government review teams o

and the Defense Contract Audit Agency to insure that o
technical effort allowed as IR&D is not sponsored . 'i
by, or required in the performance of, commercial .
contracts and [

4 - expedite action under consideration to require that Py

3 : IR&D agreements specifically authorize access to
o - contractors' commercial records for determining
whether IR&D costs are allowable,

[T

In its reply the DOD basically agreed with the GAD

AR S =

P

';? | interpretation of the current ASPR but argued that

“the Navy's advance agreements with Pratt and Whitney
i for the years in question were sound business

C transactions and were clearly in the Government's
best interest.! (Ref. 138, p. 2)

BTN

Regarding the desirability of additional guidance and access

in some cases to contractors' commercial records, the DOD
1

-

reply notes the practical difficulty of making determinations

in this area but states that the DOD is

"considering the feasibility of requiring contractors

to whom advance IRKD agreements are negotiated to

certify that costs incurred for IR&D projects sponsored

by or required in the performance of & contract or

other arrangement will not be allocated to DOD contracts."
(Ref. 138, p. 3)

=
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E. 15. DDR&E Statement 'Before the House Armed Services

Committee, 21 February 1975 (Ref. 108)
Dr., Currie once again directly addressed IR&D in a

major statement, He provided rationale for DOD support- of
IR&D and responded to charges that IR&D is a subsidy and not
attuned to DOD needs. Finally, he again solicited Congres-

sional suppcrt for IR&D,
E. 16. Defense Science Board IR&D Task Force Report,

February 1975 (Ref. 105)

The Defense Science Board Task Force on IR&D was
chartered in April 1974 to:

1, JIdentify the various objectives and uses of IR&D/B&P,

2, Identify alternative means for satisfying these
objactives, and

3. Set forth and assess the pros and cons of various
alternatives and recommend possible modus operandi.
A criteria in forming the Task Force was that members not be
associated with the segment of industry which benefits most
from IR&D, Accordingly the members were largely from the
academic or non-aerospuce sectors:

Dr., Gerald Tape (Chairman)
President, Associated Universities, Inc,

Dr. Walter Roberts
President, University Corporation for Atmospheric

Research
Dr. Robert Loewy

Vice President and Provost
Rensselaer Polytechnic Inst.

E-18
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¥ Dr. Oswald Villaro |
&« Senior Scientific Adviser o r
G % Stanford Research Institute -
g Dr. John Baldeschwieler E
& L Chairman, Division of Chemistry and Chemical Engineering .
E L. . California Institute of Teclinology b 7
g,fl x.‘ ‘nl‘
ﬂ f Dr, Joseph Charyk ' &
N Eo, President, Communications Satellite Corporation i i
g ¥ . 3
! ] Mr. Robert Everett o
g g President, MITRE Corp. LY
g g: Dr. Raymond Bisplinghoff { }
b A Chancellor, University of Missouri L)
g ] |
L E Lt Gen Austin Betts, USA (Ret.) i
s : Vice President for Operations .
Bl Southwest Research Institute Py
i b 5
; ? Lt Gen Robert E, Coffin, USA (Ret.} b
i; 1 Government Representative:
Y v Mr. James W. Roach, ODDR&E
! b ‘
{ F This group coined a new acrofiym to describe IR&D and 3
5; E B&P~Competitive Technical Effort (CTE)-which is reminiscent A
E' of CITE from the mid-1960s, The Task Force supported the f
: f concept of IR&D/B&P and recovery through overhead and ﬁﬁ
1| g offered the following recommendations: "?
f‘ { - DOD reimburse, through overhead, defense contractors ;f
4 ) for CTE in the amount considered necessary to main. Eh
: 4 tain a truly competitive environment among DOD's i
l"] industrial sources of supply. 'ﬁ'
] - ‘The amount of CTE authorized be determined to the 1
’ greatest extent possible automatically on the basis i
i ; ‘ of commercial market place experience or negotiated 3
i« b, on the basis of simple formula and guidelines, X
v 4 changeable by DOD periocdically as conditions dictate.
| The DOD IR&D Policy Council determine the level of
CTE reimbursement by setting CTE policy, establishing
the CTE formula and guidelines, and reviewing CTE
goals and results at regular intervals,
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- The DOD not attempt to manage, direct, or require
prior approval of the substance of CTE programs,
Continue, however, technical exchanges for the
benefit of contractor and DOD.

- There be no test of relevancy applied to CTE, If
relevancy tests must be applied, they should ke
tests for govermnment-wide benefits.

- DOD promote the use of inter-agency coordinated CTE
policy and procedures to the extent other agencies
depend on competitive sources of supply in the way
DOD does, but not to create a central agency for
CTE administration.

These recommendations are not particularly precise in state-
ment but their intent is clear. The DOD should once again
advocute cost principles similar to the February 1869 cost
principles which make IR&D CWAS applicable (remove cost con-
trols from most contractors) and greatly reduce the technical
evaluation activity. No benefit/cost analysis is presented
to show what the DOD gains from the recommended course of
action, Hence, it is not clear what is new in 1978 (vice
1969) that will make the suggested changes palatable to the
Congress,

E. 17. Other Inputs to the Dialogue

There have been many additional inputs to the IR&D
dialogue which were not highlighted in the above paragraphs,
A few of these are summarized here:

In September 1873 General George 8. Brown (then Chief
of Staff of the Air Force and a past Commander, Air Force

Systems Command) made the following comments relative to IR&D:
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"Some contractors expect the Department of Defernse to
participate in and absord costs for a constant or
increasing level of IR&D even though their business
base may be decreasing. This is unrealistic, We
understund the need for and the value of IR&D programs,
and we are willing to pay our fair share. But con-
tractor management must evaluate and reassess the worth
of these projects, and make absolutely sure that the
company is judicious in the use of IR&GD money. What we

. can afford under current conditions is a far cry from
whlt)we'd all like to see done in this area." (Ref. 111,
p. €

Lt General William Evans, Air Force Deputy Chief of
Staff for R&D, in testimony to the House DOD Appropriations
Subcommittee said the Air Force

Wy . ,firmly endorses the concept of IR&D and believes

, that the use of these funds are more broadly effective
than if they were constrained to specified research and

development. Such a system would require the eatablish-

ment of an extensive and expensive reporting, administra-

tive and audit system for handling the program. There

is no efficient way to allocate a fixed dollar figure

among the numerous and various size contractors nor is

there a feasible method to establish an amount in the

budget for such specified efforts,"

! Such work, he went on, ‘would tend to become directed
! R&D with the consequent loss of creative input from an
' otherwise unavailable broad base of technical profes-
: _ sionals throughout the country. The Air Force cannot
’ always know the exact areas to explore and act as the
. 1 sole judge of embryonic concepts.'

He also cited IREKD as being a relatively uncomplicated
process administratively and therefore effective for per-
forming numerous essential R&D tasks too small to be
§ performed economically by contracting." (Ref. 113,

“ . p. A 19)

At the technologist level the Commander of the Air Force
Flight Dynamics Laboratory (Col Charles Scolatti) documented
his feelinge about IR&D and included the following observa-

tions in his overall assossment,

E-21
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- Contractor IR&D is making a big impact on technology
for weapon systems,

~ Because of the improvements in on-site evaluations,
documentation, IRKD management, etc., the IRLD program
is now the major contributoxr of systems technology,

- Present and future weapon systeus aré now dopéndent
on IRKD contributions,

- R T

~ IR&GD program results are not sufficiently publicized
or credited,

~ The IRKD programs are evaluated with more scrutiny,
technical expertise and depth than any other R&D
element, &nd

e N AT

- Duplication has been reduced to a minimum. Unwarranted
duplication has been eliminated (Ref. 114, pp. 3-8)

E-22
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APPENDIX ¥

CONGRESSIONAL QUESTIONS

FOR GAO IN-DEPTH INVESTIGATION

1. The DOAA wwdits of TRAD coets show

that the 11 ’c:“rt IR&D doterwne s
tnorebued 273% i te. 34895
1972, What accounta for thin irncrhase? What

::‘m '-“d'g" tosupport & high leval of son-
ttactor TRAD expenditures aven in e
of deotining defonise sales?

8. Retoncile the apparent inconamtencies
i the figures for 1RA ertﬂrl trom 1668 to
1972 Detween your Aprit 16, 1999, report, re«

1a by the DCAA, and the figures :fmﬁ.ht

D Lo the Banute Arined Secvices Comitbities
o8 printed in the committee report of Sip-
tember &, 1973,

9. 1n ita yepart to Congraes, the DOD in-
eluden ain amount for ‘‘other technicat of-
fort {(OTE)" in Hta 1RAD fAgures, What are
the audit substantiated smoutits for OTE for
the years 1008 to the prerent? Why ate these
amowits not Iricluded In the DOAA audit r-
port? Do \he same ruies apply toe OTE ss for
IR&D and Gid and Proposnl Costa?

4. The DCAA audit report of IRAD cbvers
only those delense sotitragides with “an any

SIF e MR S oML

who, slthouxh not meating e aviitnble
volume criteria, renred 4,000 oF note hinke
noura of DCAA'S dipary priddit eHort por year,™
Whiat dorg the term "mul{tome volune
toats licurred mean? What Ia the differenst
Detweeid auditnble voluine nt conts sid J
delenue salen (lnvhwding Buth prinw o ln
traats and delense subeontraetn)? What
your stimate of totnl INAD including roms
tractors that do nut micet the criteria of 818
millien of sinual autitable conty Mgurred
nnd 4,000 manhorira of defence audiv eftors?
8. The YNLD fidures reperied to Conptross
are bared o a DOAN wtutistiend r»imu COVEre
ng 77 defense contractors, The top 17 dé-
fenpe contrantors account for ounly 83~ of
delense prime cuntrnctn, How much addie
thonnl IRKD costs ate reithbured by the DOD
10 divlslons, contructors, and aubsontraciors
net covered In the DCAA report? .
6. What s the tutal in-hiouse cout of ade
miniutering the IRLD progeani—ihelude {8
otul of vaviewing contractor praposals, 'w
megotiation teams, technical review &
sdmintitration of disputes, ete.? What aw
Ao coinparable costs for AEC?
V. What problenu are encountered b
ond AKC contracling oficers sid tachnieh! 4
jact parsonne! In evaltiatilig aird ne |
IRLD proposuls? _ :
, Ddes DOD puy contraators’ ¢oats fort
(u‘ resstrch and development projects prie
MATIly of B proniotional uature, siich o8 .
oota direoted toward the developmerdd of

usirien mojech volipectod with prepossis’

'“(:)“h T jeols wirleh v
’Mu or projec are W
\nl::h n vLoln or Ll part, for other eustom.
oy,

() projests whieh reprasent unwarranted
WL:M of other vessarch and develop-
menb work sponsered by the DOD,

Cite examples if any such sosts are paid,

F-1

.4, Do #id und Proposat costa paia vy the
DOD Include segotiating Anad promotional
4 of the cast of ealeanian, reprosentatives
Agbiity wihib Mo uuk pravide Lechnicnt satve
connection with bide or proposnis?
. vbile Law 01-441, seation 203, pre-
t Approptiatad funds may not be
unless the Secretary of Dew
. t the IRALD hag polen.
iry value. However, it appears Lthag
DS not tegknically review JR4D
j chabd where 48 (s chal lons
B & yeak, What I your svejua.
quecy of the DOD's techriieal
l\\ah progranu? Of the $700 mile
axpenses in 1973, how much
tractory under she 82 milllon
¢ ﬁthb Comptroller General's
cgality of JR&KD paymenia
uch of any technical roview
' Inl?\.pty 'ﬂ“. wounid 1t be
'r‘th tectinical Paviow threshe

ne
1o IRKP proposils where
gpected t0 pay In excem of 68
bl 3 r, ¢viluate thé adequacy of
iirag ﬁp»u g dels both with
; Q.l {nted and techrienl jus-
? Blice megatiated idumb agree-
D are of Hecosuity sole souree
do . contractor subpiisions
bnlt tha relulretnonits of the Truth-
tiohe Actk—that is dosa the eome
lxo 10 provide delatled cost o
L tﬂ _lrbpurt of his eslivintes m
likl I{qll{lc ) Surselitness
tiiem? 1t net, ‘:r § hot? "
£ opuh of Lhe yearn 1988 through
lﬂm what apecille dou\opm'm'u
e Bankl siisde by euuh of ihe top 38 de-
cbmr‘morwlm reapect to enount of
chlven. [l Mmms

e

rl m&  FAtiONAJe vired by
OB Ik decepling the troject, dentity
t_u\l \ent appiiestions huve bren made
(AL PRterits Ivivied ditring this pericd
e op 25 coltractor aa & resuit of
&l:s:b wprana (int have been sub igdived
¥y Lhe

L Iden ) ity what income exchi guine
ANS Tetelved froi thene patenia or froin
prior patetits dYovoloped uniler JRAD and
erermuiiie witether or pint Lhis Income has
ol qm%uul to the DOD in proporiion to
its Rivaicind siippoirt ot the projret,
13, Bven the DOD recoive detalled techs
rlvd reporin or ather techinical divta recarde.
b, téchnnjogy developed under LLAD pro.
grant su that this information Ja consivered
I the devetopnient uf weapoin prodrama?
14 Doen the DOD coniduct Mviews to evale
uate the kesulin of ERKD offorts by itn cone
trastorn? What do auch reviewa, If ahy, rhow?
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18, Apparontly IRLD snounts are sccepted
(it under 88 million & year) or negoulated
{12 over #2 million o year) baned primarily
on historizal rates of expsndilures, Morsovey,
the DOD pays the most (NLAD (0 the lurgest
detanse conhtractors. What safeguards are Jia
offach 0 Olfsat the comipetitive advantege
‘this gives Iarge, estadlished Arvs In relation
o new firma trying to enter defenss busi-
Bene—atid particularly amnll firms? What
saleguards are in effect to preveant defenss
b eontractors from explolting tnventions des
el primarily at public expense under
INLD tn competition with other firms for
non-defense businem® Should salegunrds ba
establialied In each of thie alorementioned
iaatances 1 they are 10t novy in effect?

18, Blince the DOD accepts IRAD as o gen-
oral overhead coat and the AEC Inatead relm-
Burees oniy 1RAD costa, which are shown te
be of direct or ndirect bensfit to apecifio
ocontrasts, and sles bothh agencien are ine
volved extensively {n rarentrch and develop«
mant work, what, if any, differences eXist in
the nature of the work or $he elrcumalances
under which it is performed that would juste
ity the continued acceptance of IRLD cosls
by the DOD?

17. What ls the pracilcsbllily of complate«
Iy elinMnating Department of Delense pay«
menta to coniractors for JRED and BAP ne
llowablo costa under Depariment of Delense
sontracts? :

10, Same aa previous question, except eatabe
lishing » separate progvam in each of hgu
ROUTLR appropriationa for IRAD and »
with anh amdunt of funds 4o be distributed
diveotly, by contract or grant, to fndiatey.
Tals distribution eould be baied upon aue!
(aolors as the expericiice of nepotiating
4 seamy, including tachinical review panels, and
._ the same criteria presently vsed under the

: exiating procedures,
. 19, What 1s the practicabidily of & cambinge
I tion of the present aystem, with an estabe
i Hahed doliar celling substantinily lower than
4 the 4700 million level, and a siparate, dirvotly
A fAnanced progiramn as desoribed under the
! previous quastion?

N 499, What s the practieabliity of she conn
tinuation of the present aystem but based
3 upon a dollar ceiling which Iv reduced 10
o reont each yedr with sn equal incrense
H . n the diréctly financed program dencribed

under quention 18 above?

N 81, What is the praoticabllity an well an
8 : the desleabllity of eatablinhing & aepnrate
A ecelling for IRRD oa distingulsdied trom PAP
: it the decluion (s made 10 ealablish o lotal
R selling In law?

-3 12, What s the practicabllity an well aa
B the deairability of establinhing an independ«
b aht goverivmant agency which will be sespon~
¥ sible for the IMAD projram on & govern-
5 ment-wide banle, a1 eppoaed 40 the present
sparatd Aguncy banle?
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IRGD Polloy Cqﬁnogl, 2 May 1972, 15 pp.

APPENDIX G o
., . ADDITIONAL BIBLIOGRAPHIC MATERIALS

The following items wére raviewed but not specifically
cited in the report. These items are listed by topic area
and may be useful in future studies. '

Technical Evaluations

Air Force IRAD Technical Manager,' Air Force Technical
Bvaluation of IR&D - Summary of CFY 1973, Headquarters, Air
Force Systems Command, Andrews Air Force Base, Maryland,
Karch 1974, S8 pp. (Similar document published for CFY 1972
and one is planned for CFY 1974).

Air Force IR&D Technical Managex, "IR&D - On-8ite
Review,'" Headgquarters, Air Force Systems Command, Andrews
Alr Force Bame, Maryland, Undated, 8 pp.

Air Force Audit Agency, "Air Force Management of IRKD
and BAP Costs,'" Department of the Air Force, Washington, DC,
24 February 1972, 40 pp. '

Aerospace Industries Asuociation,'"Recommendltidnu for
Improvement in DOD Technical Evaluationa of Industry IRKD
Programs,' Undated but probably late 1871,

Headquarters, Air Force Systems Command, "IRKD Evalua-
tion Procedures," AFSC Program Management Inatruction
No. 6-18, Hoadquarters, Air Force Systems Command, Andrews,
Air Force Base, 8 September 1964, 19 pp.

Industry Comments

. Aerompace Reseairch Center, "The National Technology
Progham, " Jerxospace Industries Association, Washington, DC,
Docember 1874, 28 pp.

Aerospace Industries Association, Recommendations to DOD

Rockwell, Willard F., Jr., (Board Chairmaa North American
Ronkwell}, Allowable Comts: Industry Chairman Recommends
Chanffes to Policies, Practices, Statutes of IRKD Program,
Pederal Contrnct Report No. 401, 1 November 1971, pp Al3-17.

dorospuce Industries Association, "Industry Funded
Rensarcli and Development," AIA, Washington, DC, June 1871,

10 pp.
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Painter, D., "How Can Industry Assist the Air Force in
Focusing the IR&D Program,'" Presentation to Panel on
Impact of National Space Program on the Air Force,
Vandenberg Air Force Base, Calirornia, 5-68 November 1969,

7PP

O O 39~ e

Student ngers S ' ’

" Yates, R. Ww., "Negotilting IR&D und B&kP Advance Agroo-w
ments," Derense Syatems Management School Fort Belvoir, - 13
Virginia, May 1973, 40 pp.

Roan, J. C., Jr,, (Major, USAF), "Contractor Indepen-
dent Technicul Effort: Boon or Boondoggle?" Research Study . -
Submitted to the Faculty, Air Command And Staff College, :
Air University, Maxwell Air Forcs Base, Alabuma uay 1972

ok 88 pp.

Basso, Ronald J. IR&D: Exploitation for Military
Applications, Air Command and Staff College, Air Univeraity, -
Maxwell Air Force B se, Alabana, May 1972, - _ X

' . Geary, John T. (Captain, USN), Anllgsis of Defenso
A Department Suggort of IR&D by Privnte udent
\ . esearch Report No, A8SS O 70, Indus rial College
of the Armed Forces, 1970, 118 pp.

Patent and Data Rightl

Munues, William (Office Assistant Secretary of Air 8
Force (General Counsel)), "The Government's Entitlements 4
to Patents and Technical Data Developed in IR&D," Depart-
ment of Defense, Washington, DC, May 19072, '

Directorate of Procurement Polioy, "Rights in Technical
, : Data for Advanced Prototype Projects,' Headquarters, USAF,
e Washington, DC, April 1972, 60 pp.




Gibson, Glenn V. (Deputy Assistant Secretary of Defense,
Letter to Mr. Harold H. Rubin (Associate Director - R&D,
Defense Division, GAO) dated 2 March 1972. (Reply to GAC
Report 87309). o

. Comptroller General of the U.8., Need for Improved and
Expanded Invention Rights Surveillance under Gaisgﬁﬁiﬁf"ﬁiﬂ
ontracts, UAO Hepor% 87300, Washington, W, December 19071,

Aerospace Industries Aesocistion, "Proprietary Data:
Ah Essential Asset,' Washington, DC, July 1971, 13 pp.

i - Henderson, ¥., '"Backgtround Paper on Rights to
Inventions and Technical Data Resulting from IR&D,"
s OASD(IL), Washington, DC, February 1970, 8 pp.

Morris, Thomas D,, '"Limited Rights Restrictioans on
Technical Data," Letter to Assistant Secretaries of Milltary
Departments (IL), and Directors, Defaense Supply Agency, and
Defense Communications Agency, dated 23 October 1968,

Morrig, Thomas (ASD(IL)), etal, "Rights in Todhnicll
Data," Film Script, 1964,

Defense Procurement Circular No, 8, '"Item I - Rights
in Technical and Other Data and Copyrights," 14 May 1984,

i Other
Bsbione£ D.R. (OASD(IL)), "DOD Policies Affecting
3

v IR&D/B&P Costd,'" Presented to Western Klectronics Manufac-
ol turers Association Seminar, 18 Narch 1978,

b : Gubser, Charles 8,, MclIntyre, Thomas J., and Kessler,
£ . - Irving K., "Presentations to the Klectronic's Industry

i y Association Seminar, Advanced Technology:; World Loadership
Tomorrow, 1-2 May 1674.

R Logistica Management Institute, "Bid and Proposal Coat
) Reconnaissance Study,'" LMI Task 73-6, Washington, DC,
E, L May 1973, 35 pp.

VR Eash, J, J., White, J, O., and Heller, D, M., "IR&E
k b Cost Principles,' Presentations at the Government Procure-
R ment Relations Department of the Electronics Industries

b i Association, 8an Diego, California, 10-13 November 1971
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Maxim, Wilson (ASD Develcpment Planner), 'The Role .
of IRLD as a Planning Aid," Unpublished Mapuscript.,’
Aeronautical Systems Diviaion, Wrizht—Putterson Alx Force .
Base, Ohio, 18 June 1970, .

Heiman, Grover, '"How Independent Should Indapendont _
R&D Be?," Armed Forces uanqigment January 1970. pp. 38-40, !

Houdqunrtere Air Force Contract Management Division,
"History of Changes to ASPR Cost Principluws," Case Study oo
ggegoowaooo HQ AFCMD, Los Angeles, Calitornia, 29 September

Handquarters, USAF, IR&D, Directorate of Science and
ggchnology, DCS/RD. HQ USAF, Washiagton, DC, Feb 1987,
PP,

OASD(iL), "Prepared Statement on IRkD for House .
Qggzopiéationa Committee," Unpublished Manusoript, April
PP,

Hnrwood E. (ODDR&E) "The Philosophy, Rationale,
and Concept" for the Support of IR&D," Unpublished manuscript
1€ darch 1966, 16 pp.

Cook, J. W. | "IR&D, " Assistant for R&D Programming,
HQ USAF, February 1966, 106 p.
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