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" EXECUTIVE SUMMAARY'

Independent research and development (fI-) is contractor
. initiated and conducted research and development effort not

sponsored by a contracý or grant. The DOD recognizes I*
as a normal cost of business and acdepts its reasonable and.

allocable share of these costs. The major defense contrac-

recovered over $450 million of these costs from the DOD, The

allowability of IR&1D costs and DOD poiicy and administration

of this area have been and are conitroversial.

PR The purpose o•-this report it -presen tarn overview of

W.D IW policy and administration, The evolution, current

5! status ,and major areas of existing controversy are high-

lighted.4 if&D can be traced back to 1940 and has been an

allowable cost in one form or another on negotiated DO6 coh-
t.acts since that time. The early DdD IR&D policy appears to

have evolved rather naturally along with the other comi -

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

ciples which were issued in 1959 were itnhiediately controversial,

While the 1969 cost principles remained in effect for over a

d.eade, -there was contindous effort to devise better cost

principles throughout the 1960s. Initially, the effort

received little attentiori, Howevez, in the mid-1950s the

Army Audit Agency And, then, the GAO questioned some aspects

of DOD policy and administration of IR&ID. Finally, in the

late 1960s, Congress ecame directly involved, and ultimately,



imposed guidelines for DOD IR&D policy.

The current DOD policy and administration is 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

the activities of the 1960s, such has not developed. 1RUD is

more controversial now than ever before,. Senator Proxmire is

suggesting additional legislative restrictions on IR&D.

Further, the GAO, the Defense Science Board, the Commission on

Government Procurement, Admiral Rickover,, Dr. Currie, and many

others have expressed their views on IRD, The major areas

of current controversy are identified and briefly discussed

in the report and the positions of the major participants in

the IR&D dialogue identified.

In summary, thekurrent DOD policy appears to be a

reasonable balance of the needs for' good stewardship of the

taxpayer's funds and the needs for a strong technological

base. Major shifts in policy, whether to the more liberal 4

extremes advocated by the industry or the more restrictive

extremes advocated by Senator Proxmire and Admiral Rickover,

would probably be detrimental to the best interests of the

Department of Defense.
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-SECTION I

INTRODUCTION

I 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 R6D effort

from basic research to development and encompasses system

and concept 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

integral element of the commercial market. place. The same

practice is followed for cowipetatively-Priced DOD fixed-

price contracts. In this case price competition is thought

to insure the reasonableness of the elements of cost, such

as IRS&D. However, for negotiated contracts and, especially,

W. •cost reimbursable contracts, there is a basic dilemma

involving the DOD's need to "...stimulate innovation in

an unconstrained fashion and obtain a reasonable assurance

that tax dollars thus spent 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,

•~~~~~~ ~ ~~~.2.. ... . ................ ".. " '.. ...-..... :... ..



The major defense contractors spent $1,148 million for

SIR&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

Government agencies. Hence, this is an area of substantial

WY) investment.

The DOD currently recognizes IR&D as a normal cost of

doing business. Through this support the .DOD seeks to:

"1"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
to DOD.

2. Develop technical competence in two or more con-
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-
nical products." (Ref. 2, p. 2)

Reasonable and allocable amounts of contractor incurred IR&D

costs are thus accepted as indirect costa on DOD negotiated

contracts..

Independent research and development is important to

I 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

vital element in the process of translating military needs

into technology and system needs during the conceptual

phase Utfthe system acquisition process. Third, IR&D often

2
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provides alternate technical solutions to problems encoun-

tered during later phases of a system development. Finally,

IR&D consumes on the average about two percent of every

RDT&E and procurement dollar spent by the program office.,

Thus, while the greatest IR&D contribution occurs early in

the acquisition process, it is an area which should be

recognized by the program manager as a potential source of

valuable technical information and a consumer of program

resources.

The purpose of this report is to present an overview

of the DOD policy for and administration of contractor IR&D.* 'I

To understand the current DOD policy and administration

requires an appreciation of the evolution of DOD policy in

this area, IR&D costs, by whatever name they happened to

•r be called, have been allowable in some form since 1940.

The changes in policy were relatively evolutionary during

the early years. However, there was an extensive dialogue

"on IR&D policy during the 1960s which ultimately led to

Congressional involvement and legislative action. The

current DOD policy and practice are a direct product of the

"dialogue of the 1960s and the legislative restrictions

imposed by Congress in 1970. Notwithstanding the extensive

discussion of IR&d policy in the 1960s, IR&D is more con-

troversial now than ever before. The various phases of DOD

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

S.3

i--. .. .. :.• .... -- .. . •, , ,.A,. ' ' . . ., . , : . , . i .. ! . . , . . . . • • , . : :



*I.'

following paragraphs.

1.1. Treasury Decision 5000 (1940)

Independent research and development (IR&D) costs have

been recognized in some form since Treasury Decision (TD)

5000 appeared in August 1940. TD 5000 was published as a

consequence of the Vinson-Trammel Act and included cost

principles for use in determining excess profits. These

cost principles were used by the DOD as a guideline for

determining the allowability of cost in some cost reimburse-

tment contracts. These principles included language recog-

nizing contractors' indirert engineering expense as an

allowable cost. (Ref. 3 and Hef. 4, p. 1)

1.2. Green Book (1942)

In April 1.942 a new set of cost principles was pub-

lished in a small green booklet titled "Explanation oi

Principles for Determination of Costs Under Government

Contracts." (Hef. 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.

X1icluded in the Green Oook 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 (ehop engineering expense) and research,
experimental and development costs not related to
current manufacture but devoted to future improvement

OjV
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in and application of products.. The cost of the latter
research and experimen'cal 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. Whqn these costs are deferred or
capitalized in conformity with a consistent plan,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

ii 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 some 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 standards for the determination and allowance of

costs in connection with the performance of cost-

reimbursement type contracts. It included examples of

allowable and unallowable costs which impacted IR&D-type

) work:

i'" . . . . .. .. .. . . ll i J .. . . . ...



"15-204. Examples of Items of Allowable Costs

" (a.) Research and development specifically
applicable to the supplies or services covered
by the contract.

15-205. Examples of Items of Unallowable Costs

(j) General research, unless specifically
provided for elsewhere in the contract.

15-502. Examples of Subjects Requiring Special
Considerations

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

In applying these cost principles ieveral 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-

tracting officers took a narrow view of these provisions

and believed the work had to be required by the contraCt to

be allowable. Others held a broader view. Second, some

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)

Those difficulties gave rise to a practice on the part

of some contractors, who expected to be awarded numerous

contracts, of negotiating separate agreements covering IR&D

costs for periods of up to three years. Contracts negotiated

subsequently incorporated these agreements as a contract

clause, This procedure precluded repeated negotiations of

6
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this element of cost. In return for this consideration, the

contractors agreed to provide -technical information for

review by the Government. This practice was a precUrsor to

the advance agreements of later years. (Ref, 4, p. 5)

bbginnihg in the mid-i950s there was considerable

pressure on the DOD to develop a hew set of cost principles

which would give both more precise policy goidance and would

be applicable to all types of contracting or contract settle-

ment types. The final product required several years to
develop but in November 1959 a complete revision of Section

XV was published. (Ref. 8)

1.4. ReVised Section XV, ASPR (1959)

This ;ovision of the IR&D cost principles was prepared

during the aftermath ol 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) an 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 adminis-

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:

7
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"(i) Review of the contractor's proposed independent
research and development program and agreement to
accept the allocable costs of specific projects;

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

(iii) an agreement to accept the allocable share of
a percentage of the contractor's planned research
and development program.". (Ref. 9, para. 205.35h)

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 costs for contractors per-

* forming work for more than one Service. Furtiier the

Instruction established an Armed Services Research Special-

ist Committee (ASRSC) to review, at the request of the

negotiators, the IR&D programs of aelected contractors for

the purpose of (1) determining whether adequate separation

had been made of research and development and (2) to deter-f 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)

8'
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* Toe M*ýtsiV .DePvr.tments established a 1*st of pop-

tracto~fo Wose IR4P co§,t~s*eýceeded $T. milliozi apzd.wi~

,r bupnfss T.0 or Rjo;s With..the DOD. Most of the cpqtrc-

tors were ýssigned to the Navy and Ar Force for negotlqt4on

of adyOpced agreements. The assigalopnts were based pri par*;y

uppOz wh$cp Service had the predom*qant apo1nt of wopý *n toe

pl•nt, In tolt earty goilng two contractors pesterepd to tpe

Air Force refuse4 to negotiate agreements unless they wprp

grapted ;ql recovery Fpnq ;oj •orped to soare costs. Tftis

iippasse was broaen when the Direptor of Procuremeo Policy

A Headquarters, Air Material coupi., advised eacp pompagy

that qnati 4n 4cceptable a4yvace ýTgrqppnt Was pegotiated no

Ia*P costs cou1d be recovered from thp 4F Fqrce. At thbs

pqint toe contractors accepted thp Air l'qrre propopal aq.d

other contractors fqllowe4 quit. (Ref. I, p! PO)

As the advance agreements evolve4, 4p 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. 4weyer, it soon 4ecame clear

that thim Was too much of a burden for the contractors to

bear and 75/25 ratios became the norm. Contractors with

less than 100% DOD business generqljy obtainzed better share

ratios, however, few were granted 100/0 ratios. In addition

to sharing from the first dotlar, POQ.negotiatori also

insisted upon.,establishinj a maximum dollar ceiling above

which the DOD'would not recognize any costs. for reimburse-

ments. (Ref. 4, p. 10)

9



The National Aeronautics and Space Administration (NASA)

voluntarily joined the DODTri-Service IR&D negotiation

process in the 1063 time period., NASA has continued to par-

ticipate in this process to this 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 IRPD proJect not related directly or indirectly to its

contra% ,ork. The DOD considered the AEC position too

restrictive and thought it would result in IR&D becoming a

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-

eluded adoption of a governmeni-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

a 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
portions of AEC were 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.

10
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which took place'during the 1960s is summarized in Section

II. The efforts of the 1960a culminated in new cost princi-

,pies which were implemented in January1971 and are stMl

"in effect today. The current policy and practices are dim-'

.* cuRsed in some detail in Section III. DOD policy in the

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

Major areas of controversy are idnntified and discussed in I
Section iV.

11



SECTION II

SEARCH FOR A NEW POLICY

SThe ink was hardly dry on the 1959 cost principles

when problems 4egan to surface in its implementation and

interpretation. The first ASPR case was opened in September

f 1960 to consider the need to clarify the allocability

language. Two more cases were opened within the next year,

However, before the ASPR Committee could complete action oni
these cases the problems were elevated to higher levels

within OSD. High level ad hoc groups worked the IR&D

problem for the next eight years., Early activity was chaired

by ODDR&E but in the later years it was headed-up by OASD

"(IL). None of the proposed cost principles were implemented

because Congress ultimately became involved in 1969-1970

t" 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-

sidered during the 1960s. Many of the ideas rejected then

are once again surfacing in the current dialogue on IR&D.

Consequently, the highlights of the 1960 considerations will

be summarized in the following paragraphs.

2.1. Identification of Problems (1962-1963)

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

ODDU&E, and. including representatives from OASD(IL) and I
12



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

situation and recommend a solution. The group submitted its

findings aild rocommundations in November 1962. (Rof. 13, a

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

areas as follows:

.1. Cost Sharing:

Government negotiators were requiring both
cost sharing and a ceiling limitation; a
double limitation.

- Cost sharing was being required-without a
finding of unreasonableness.

2. Allowability by Specific Projects:

- Project-by-project control placed too great
a restriction on scientific freedom of choice.

S3. Negotiation Procedure:

The DOD negotiation team did not include a
technical representative and there was no
formal feedback to the contractor 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.

4. Technical Evaluations:

- Undue emphasis was being placed on contract's'
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.

13



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 evaluation shortcomings was
due to this.

-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.

- Technical evaluators had been spending too
much time trying to draw a line through the
gray area between IR and ID.

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

"5. Allocation:

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

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

- The rigid procedure of the ASPR XV-205.35
7 allocation procedure frequently did not fit

the circumstance, especially for decentralized
corporations. (Ref. 13, pp. 1-5)

These were the underlying problems which to a greater or

II lesser extent were attacked by all subsequent efforts to

devise new cost principles, The emphasis on the technical

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.
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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

be developed., To aid in developing a new policy the group

• identified nine objectives to be considered in its develop-'

't' ~ Mont:..:

1. Encourage a balanced program of industrial research
and developmeiat in support of both long-range and short-
range national security.

2. Contribute to the establishment and adoption of
standards of good management of industrial research
and development.

3. Promote the independence and the free enterprise
r 'character of American industry,

4. Encourage quality programs in industrial research
and development.

5. Provide for the allowance of the reasonable and
allocable "costs of doing business" of Government
contractors.

6. Achieve equity among contractors in handling
cost allowance.

7. Minimize administrative complexities and incon-
sistencies.

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

9. Cooperate with other Government agencies with a
* view to the adoption of uniform cost principles.

(Ref. 13, pp. 6-8)

This is a rather complete listing of goals which most people

who have considered the IR&D problem have addressed with

varying degrees of emphasis on particular items. As we

will see, there are a wide variety of alternatives which

meet the above objectives to one degree or another.

15



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 include
all scientific and engineering work which is
not sponsored by contract, grant or other
arrangement except manufacturing and production
engineering.

- Bid 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-by-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 allucation.

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 ODDR&E.

- 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

I A- allowable indirect costs per ASPR 15-205.3.
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These princ~iple.swere reviewed by the. militvry'depart-

ments, other government agencies, Iand, in a sl ght y broad-

ened form, by industry. The most controversial issue within

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

the factor which led to the abandonment of the proposal was

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

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

an objective criteria for evaluating contractors' programs

and difficulties in trying to insure that subjective evalua-

tions performed by one group were comparable to those

performed 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

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-

ment) regarding IR&D. After the hearings Mr. Bannerman

wrote a six-page letter to Senator Humphrey providing a

history of.the allowability of IR&D as a cost of doing

business, the present policy, the administrative structure

for negotiating the costs, and an estimate of the costs to

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

be a significant increRse in outside review of IR&D.
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2.2. DOD IR&D Steering Group Activities (1964-1966)

2,2.1, Evolution of the Cost Principles

In late 1963 loadership in the effort to dcvimo nuw

cost principles was elevated to the Assistant Director (AD)

level in ODR&E (Mr. James Roach, AD (Engineering Policy)).

The DOD IR&D Steering Group under Lis direction undertook

to devise a new approach to the cost principles.

In late 1964 the DOD IR&D Steering Group evolved a

two-phase plan of attack for generating the revised cost

principles, First, the IR&D cost principles were to be modi-

f fied to combine IR&D and B&P into a single category of cost

called Contractor Independent Technical Effort (CITE),

eliminate cost sharing, improve the IR&D definition and

state a specific policy on application of indirect and

administrative costs to CITE (referred to as the burdening

of CITE). Second, thresholds and criteria for determining

reasonableness were to be devised (including consideration

of Contractor Weighted Average Share (CWAS)),

Later, the two phases kere combined and Cost principles

which included the concept of using industry norms in the

determination of reasonableness was circulated to industry

for comment. The industry position was that the combination

of costs into CITR was inappropriate since it would cause

changes in accounting practicsd, would lump together costs,

that were often not related, would use IR&D to describe

costs that were not IR&D and would obscurc visibility in

18



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

S .the belief that IR&D costs were more reflective of the needs

of an individual company than of a particular industry. How-

ever, industry voiced cautious support for the effort to

include CWAS as a criteria for reasonableness. (Ref. 4,

pp. 25-26)

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 LXI study criticized both suggestions and concluded that

the proposed CITE plan did not represent an improvement in

the process of determining the reasonableness of IR&D and

B&P costs. rRef. 16, p. ii)

In late 1966 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

Secretary of Defense who stated that he did not want IR&D

and B&P costs lumped into a single category. Thus, pursuit

of the CITE approach ended. (Ief. 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 discussed in Section 2.3.1. However, it will

useful to examine sr'me of the events not associated with

L developing the new cost principles which took 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&P cost allowability, patent and data rights, and so forth.

In February 1964 the ASD(IL) wrote to Senator McClellan,

Chairman, Subcommittee on Patents, Trade Marks and Copy-

rights, Committee 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 reimbursing a

portion of a contractor's IRLD (the DOD does not acquire such

V. rights). (Ref. 17) In November 1964 the Deputy Secretary

V • of Defense responded to a GAO letter regarding the DOD

policy on patent and data rights. (Ref. 18) The essence of

ti this letter was later sent to field personnel in Defense

Procurement Circular #22. (Ref. 19) During the same month,

the Deputy Dixoctor, Defense 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
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on patent and data rights, DOD position on a relevancy

requirement for IEMD, and DOD policies and procedures for

determining the amount of reimbursement. (Ref 20) These

letters provide a good summary of the DOD philosophy which

has 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 produced five major conclusions:

1. IR&D efforts were being intermingled with other
independent technical efforts such as bid and proposal,
conceptual studies, contract support, etc. (cost
classification 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
Services 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 agreements did not have them. There were
inconsistencies in cost-sharing arrangements.

5. Contractors were free to change IR&D plans dur'ing
performance and there had been significant changes in
some programs. (Ref. 21, pp. 2-4)

Thim was the first formal audit to document many of the

problems 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
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S " - - ' ' - 7 _ " i , , - , ..... .. ,*



questioned DOD witnesses on the benefits of IR~kD to the DOD.

They also asked whether the DOD witnesses felt the resources

could be better utilimed by adding them to the Service RDT&E

accounts and making IR&D a disallowed cost. The DOD position

was that IR&D was of value and should be retained as an

allowable cost. However, with one exception, the witnesses

were unable to state specific benefits. (Ref. 22) This

5' 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 XR&D Activities (1961-1969)

2.3.1. Evolution of the Cost Principles

Subsequent to the Secretary of Defense decision to drop

the CITE concept, OASD(IL) took the lead in developing new

cost principles for IR&D and B&P. Essentially the wame

people continued working on the cost principles. The first

product of the OASD(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. It&D costs for non-CWAS approved contractors
incurring less than $1M in IR&D costs were to be
subject to a formula ceiling.

3. IR&D costs for non-CWAS approved contractors

incurring over $1 million of IRW costs were to be
subject to the negotiation of advance agreements.
Failure to negotiate such an agreement limited the
contractor to a $1 im4llion ceiling.

22I
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4. Cost sharing from the first dollar was eliminated.

5. Unsolicited B&P costs (incurred prior to receipt
of RFP) were to be handled exactly the same as IR&D
costs.

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 1968 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

abandoned and a procedure for determining an IR&D ceiling

when negotiations failed was provided.

In October 1968, revised cost principles were presented

to the DOD Industry Advisory Group which recommended that

negotiations of advance agreements be abandoned and that all

contractors be subject to the same formula. (Ref. 4, p. 34)

In December 1969, the Deputy Secretary of Defense approved

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

key elements of the new cost principles were:

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

2. There was to be interchangability between IRS&D and
BliP ceilings,
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Ii1 3. An appeals procedure was to be provided for
special cases when the formula provided an
unequitable result,

4. All BliP costs, solicited and unsolicitod wero 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
6. Contractors with approved CWAS rating would not f

be subject to the formula. (Refs.26 and 27)

These cost principles were formally sent to industry,

"other Government agencies, and the GAO in February 1969.

The next month they were published as advance information for

! DOD personnel in Defense Procurement Circular No. 68. The

industry reacted negatively to the proposed cost princtples

taking the basic position that IRliD and B&P costs should be

fully reimbursed with no limiting factors other than the

general rule of reasonableness. (Ref. 28) The General

: i Accounting Office also took a serious interest in the pro-

posal and after pursuing a number of questions in the summer

of 1969 (Ref. 29), took the position that the proposed

principles would lead to increased government cost without

commensurate benefits and decrease government awareness of

the value of a program it was substantially funding

(through the reduction of technical evaluation activity).

(Ref. 30) These cost principles were overtaken by Congres-

sional activities in the IRliD 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 Appropria-

tions Subcommittee in the spring of 1966, DDR&E established

a Defense Science Board (DSB) Task Group to examine:

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

- generate examples of benefits of 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&kD as an overhead item

be continued and (2) ODDR&E issue annually a DOD report

containing voluntary submissions by companies on significant

IRWP projects. (Ref. 6) A Supplement included the first

group of examples (Ref, 31) and similar reports were published

in 1968, 1969, and 1970 (Refs. 32, 33, 34, 35, and 36) Thus,

in subsequent years DOD witnesses were forearmed with examples

of benefits of IR&D. (see, for example, Ref. 37)

The Logistics Management Institute completed a Recon-,

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

primary recommendation focused on improving technical evalua-

tions to achieve consistency, stimulate industry-Government

coupling, avoid unnecessary duplication, and establish

closer liaison between technical evaluators and negotiators,

(Ref. 38)

It was during this time period that the GAO became more

active in the IR&D/B&P area. In 1967 they issued a report

on the costs of bidding and related technical efforts
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charged to Government contracts at Lockheed Missile and

Space Company. The GAO found much work in bidding and

related efforts which they felt could be classified as IR&D.

IR&D was covered by a ceiling and, hence, subject to reduced

recovery whereas bidding and similar expenses were not

covered by ceilings. Thus, a motive could be asserted for

a contractor to shift costs from IR&D to .other areas. -The

GAO felt the DOD regulations were ambiguous and since most

disputes are decided in favor of contractors in this

situation, the GAO :ecommended that the DOD issue improved

cost principles at the earliest possible time, The GAO

findings collaborated the cost clarsification findings of

the Army Audit Repoil, (Ref. 39)

The GAO issued a draft report on a major study of

Government-wide IR&D in Juiy 1068. The GAO report identified

several problem areas, such as:

- 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
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 Technical Effort, OTE, was a term of convenience
applied to technical effort which was not classified as
IR&D but appeared to be IR&D-type work.
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- Differences in Military Services administration
of IR&D.

- Relevancy.of JR&D to Government intrerstm, and

- Rights to royalty-froe use of inventions under
IR&D.

Further, the GAO report included four recommuendations:

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

2. There should be a more systematicmethod of
disseminating to Government personnel the informa-
tion contained in the IR&D technical plans.

3, There should be uniform DOD procedures for
prenegotiption arrangements, technical plan requirements,
and scope and nature of the technical evaluations.

4. The Federal 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

(Now. 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 were 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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It 2.4. Congressional Intercession (1969-1970)

The Congress became directly involved in IR&D policy

matters during the floor debate on the FY 1970 Military

Procurement Act. This involvement lasted for about 15 months

and resulted in legislative action impacting IR&D in the

FY 1970 and FY 1971 Military Procurement Authorization Acts.

p: 2.4.1. 1Y 1970 Military Procurement Authorization Act

In August 1969 Senator Proxmire introduced Amendment

No. 123 in the FY 1970 Military Procurement Authorization

' •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
remearch 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 work being
performed under the contract." (Ref. 43)

In his comments Senator Proxmire criticized the lack of

control the DOD had over IRhD, bid and proposal, and other

technical effort costs and the significant increase in these

costs from 1963 to 1969. He alleged that DOD officials did

very little reviewing of contractor IR&D programs and were

in no position to determine thotr worthiness. He was

especially critical of the planned DOD cost principles

(February 1969 version) which he asserted:

"completely eliminated any semblance of control
V by instituting a formula basis for determining the

reasonableness of contractors' IR&D and bid and
proposal costs. Under this system no contractor,
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regardless of the degree of business he does with
DOD would be required to have his proposed programs
scrutinized in any way prior to incurring costs that
will be reimbursed by the Government," (Ref. 43)

Amendment No. 123 would have ossentially imposed Lhe AEC

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

consequences. Accordingly, Senator Proxmire later agreed

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

authorized funds and to resubmit the original amendment as

a separate bill which would be the subjsect of hearings in

the next session of Congress, In his comments in announcing

this agreement on the floor of the Senate, Senator Proxmire

reiterated his criticism of existing and plmnned DOD policy

in this area. He cited the GAO report of 1967 as giving

examples of the kind of excesses which occurred under IR&D

and raised as major question, "Why do we need to spend
$685 million for an IR&D program when we already are spend-

ing, billions of dollars on R&D contracts?" He went on to

state 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 dost'principles are roproduced as Appendix B.
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reduction in IR&D while the House did not include such a

- 4clause in its bill. Consequently, the issue went to the

4Conference Committee and the result was Section 403 of Pdblic

Law 91-121 which required that the DOD limit its reimburse-'

ment to 93 percent of the amount that it would otherwise

paid. The provisions of the law were implemented by

Defense Procurement Circular No. 75 in December 1969. (Ref.

45) Because of the rubber baseline and limited application

- (FY 70 funds only), the law was quite difficult to implement

in a meaningful way (Ref. 46) and, as will be noted below,

only remained in effect for a year. While the difficulties

in implementing the law were recognized by DOD and industry,'

they were far more interested in what would transpire with

respect to Senate Bill 3003.

2.4.2. FY 1971 Military Procurement Authorization Act

As agreed with Senators Stennis and Mclntyre, Senator

Proxmire introduced Senate Bill 3003 in October 1969. The

bill provided that IR&D costs would be allowable under

negotiated contracts only if specifically provided for in

the contract and the IR&D had a direct or indirect benefit

to the work being accomplished under the contract. Bid and

proposal expenses under any negotiated contract would hot W

allowed to exceed one percent of the direct charges. (Ref. 47):

In introducing this bill Senator Proxmire was even more

veminent in his condemnation of current and planned DOD

management of IR&D. Further, he exploited the findings of
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the Army Audit Report (Ref. 21),. GAO draft report of 1968

(Ref. 40), and the earlier GAO report (Ref. 39) to illus-

"trate his assertions. In particular, he questioned the

adequacy and administration of advance agreements, the

effectiveness of technical evaluations, duplication 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

if 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. 5;)

During the same time period the Aerospace Industries

Association made known its position in opposition to Senate

Bill 3003, Theiir 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, ancd (3) imposed
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unnecessary restrictions since effective contvols on companies'

recoveries of the cost of independent rechnical effortu*

were already provided by the iutezse competition for DOD and

NASA contracts. (Ref. 52, and 53)

31 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

effort 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 1969 cost principles

were not defensible and continuing to pursue them would only

lead to further restrictive legislation.

New DOD IR&D Policy

The resrilt of this effort was a DOD white paper on

IR&D signed by both %he ASD(IL) and the DDR&kE and approved

by the Deputy Sncretary of Defense. In essence, the proposed

•i policy provided more direct and positive cvntrol particularly

for the large defense contractors who incurred the majority

of the costs in this area. The main differences from the

February 1969 proposed cost principles were that (1)

advance agreements were to be required for major cuntractora,

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

*Independent technical efforts is a generic term referring
collectively to IR&D, B&P, and 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

q. to further legislation. (Ref. 54)

GAO Position Definitized
On the eve of the hearings the GAO formally 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 contrac'tors' independent technical efforts,
including IR&D, bid and proposal, and other technical
efforts should be considered as a single entity since
no clear distinction can be made between these items
and, consequently, any agreed ceilings 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 sinc e the
DOD/NASA 'and AEC policies differ, In this area
the following issues were suggested:

a. Whether or not the present practide of
allowing IR&D as an acceptable overhead cost 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 thereby providing greater assurance that the
desired work will be performed and that the Govern-
mont will be entitled to information and royalty-free
rights to any inventions arising thezefrom and
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S(2) Auvhorizing an allowance for a stipulated

percentage oftthe remainder of the contractor's total
IR&,D effort, irrespective of the source of funding,

either as a profit factor or thr6ugh acceptance as a
recognized overhead cost as an incentive to contractors
to continue Lochnical efforts beyond tho0e directly
contracted with the Govornment.

b. Whether or not allowances to contractoru for
IR&D should be confined to projects that have a
direct and apparent relationship to o specific function
of the agency, and

c. Whether or not, if !R&D allowances by DOD
and NASA are continued on the present basis and are
not related directly to current or proepecLive
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'technology.
(Ref. 55, Digest pp. 2-3)

The GAO report included extensive discussions of the

lack of an overall p'ernment IR&D policy, the need for a

closer relationship of Government R&D efforts and IR0,

S .rights to royalty-free use of inventions under IR&D, and

other problem areas. (same as those in the draft report

aef. 40) This report was the basis for GAO testimony at

the hearings.

Congressional Hearings

The Congressional hearings on IR&D were held early in

1970, The House hearings were conducted by an IR&D Sub-

committee of the Armed Services Investigating Subcommittee

of the Armed Services Committee. Re'presentative Philbin

(Massachusetts) chaired the IR&D subcommittee and was

assisted by Representative Gubser (California). The Senate

hearings were c'onlducted by the Ad Hoc Subcommittee on Research
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and Developmentwhich was chaired by Senator Th9mas McIntyre

(New Hampshtre) and 40cluded Senators Young (Ohio), Byrd

(Virginia), Murphyl (Cglifornia), and Brooke (Massachusetts).

The House hearings were conducted 25, 26, February and 2 March

1970 and the Senate hearings on.2, 6* 9, and X3 March 1970,

The individuals and organizations testifying at the

hearings.are listed on the next page. Senator Proxmire

"spoke for this bill. However, the other Congressmen opposed

his proposed legislation. The General Accounting Office

reprqsentatives basically reiterated the positions take• in

their report. The majority-of witnesses at both hearings

were from industry. They provided information on the

benefits of IX&D, cost trends, management procedures, and

reiterated the industry position on IR&D. The AEC represen-

tatives provided their rationale for why the AEC needed cost

principles which differ from those of the DOD. (Refs. 56'

and 67)

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 Congress 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

earlier by the Deputy Secretary of Defense:.
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"1. Use individually negotiated advance agreements
for the control and reimbursement of these costs for
approximately 100 of the larger defense contractors.'
This will require an increase in the number of con-
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 if he chooses.
We will require the contractor to burden these costs
as he would for a contract, except that G&A would not.
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 ofcontractors' 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 IRW1 projects as submitted at
the time of the advance agreement.

3. A data bank will be established to provide a
cent•alized body of IR&D project cost and technical
information. This information will be available to
the Government technical community at large.

4. Use the DOD developed formula for control and
determination of reasonableness of these costs for
the remaining large number of smaller companies who
recover IR&D and B&P costs. This will provide a
workable system that can be uniformly applied, and
one which will assuro results that can be easily
monitored and adjusted as needed,

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

Thus, the DOD once again took the initiative in establishing

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

proposal was a balanced position between the restrictive

37

' i . ..... .... i. ... i ................-. . .~.. - - - - -,- 1 - --



proposal of Senator Proxpire and the ;iberal suggestions of

industry representatives.

Conjlressional Resolution

The House and Senate cai'e to different qonulusiona on

the need for legislation in the IR&D area and the 4A$,erebces

were ultimately resolved by the Conference Comw1ttee fqr the

Military Authorization Bill for Fiscal Year 1971.

The Senate Armed Sgrvices Committee recommended legiu-

lative action In the IR&D area but 4i4 not support senator

Proxuire's bill. The Committee supported the DOD efforts
to improve Its administration of li&d). However, the Committee

expressed its belief that in view of the importance of

Independent technical effort to the security of the countrY'

and the amount of money used to fund it apnually, broad

legislative controls vere justified. (Ref. 58'0 pp. 97-98;

see also Ref. 59) The Senate adopted language which provided

the following:

"a. Restricted payments to contractors. for independent
research and development, bidding and proposal and
other technical effort work which is relevant to
Defense functions and operatiOns,

b. Required negotiation of advance agreoemnts with
all cqntrkctor6 who receive more than $2 million in
1R&O, B&P, or OTE in their last preceding year,

c. Required that negotiations of advance agreements
be ,based on submitted plans and a, technical evaluation
of the IR&l)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 no agreement is reached, reimbursement would be
made in an amount substantially less than the
contractor otherwise would have been 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

f. Establish a ceiling of $625 million 6b payments
to be made pursuant to advance agreements negotiated
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 DOD

administration rather than through legislation. The House

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 agreements
to firm receiving $2 million or more from
the DOD for 'IR&D, B&P and OTE provided the use
of cost sharing arrangements be eliminated,

(c) Provide appropriate right of appeal where,
in the absence of an advauce agreement, the
DOD establishes recovery of costs which a con-
tractor claims is less than the .amount of its
fair share,
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(d)'' Developuniform regulationi which.wil..
provide clear guidance to all services ap
to~pdlAcies, practices and'"ýr6edureetokt''

S. be followe,1 in the establishment of allow-
* , able IR&D costs and the negotiation 6f"IR&D

advance agreements, and

(e) Pxovide Congress annual reports on the
IR&D payments made to major cbntrActors.

S. during the prior year.

(3) The criteria of relevancy not be used as a
determining factor in the support of basic research

Seffenrts of contractors. (Ref. 61, pp. 14-15)

-. .The House included no language on IR&D in its version of the

aquthorization 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

S.no ceiling on DOD reimbursement of IR&D, B&P and OTE.

Further, the relevancy requirement was changed to a

"potential",relationship to accommodate the House objection

that 4 direct relevancy requirement would preclude contractors

from doing basic research under IR&D. Finally, all reference

* to "Other Technical Effort" was eliminated since the DOD

planned to reclassify all OTE costs into IR&D, BLP or other

appropriate overhead categories. (Ref. 60, pp. 21-22) The

ftnal legislation was Section 203 of Public Law 91-.441, the

Military Procurement Authorization Act for Fiscal Year 1971,

which is included as Appendix C, The DOD had previously

begun to implement its fitrv point plan since both Armed

* Services Committees had agreed to it. (Ref. 02) Once the
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law was passed- the-Implementation was expedited. However,

the impleuaent~.t~qp~equired a significant period of time

since it represepte 4 rather sigpi~ficant overhaul of the

practices ar'e discussed in the next section.
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.ý..CTION III

CURRENT DOD' PLICY AND ADWIINISTRATION

The current DOD policy and administration of IR&D is

based on both the requirements of the Public Law provisions

and tl, iPans hich DOD advanced during the IR&D hearings.

These requirements and commitments are outlined in Section

, 3.1. After the law was passed DOD established a' senior'

management policy council to monitor implementation and

dea, With IR&D policy issues. The activities of this group

are summarize4 in Section 3.2, The rmajor elements of the

current DOD policy and administration of IR&D are outlined

*n Section 3,3. Then, relevant data on the site xnd content

of the IR&D program are presented in Section 3.4.

3.1. Legislative Requirements

-IA setting ,out to overhaul IR&D policy and administra-

tion, DOD iot' 'only had to comply with the provisions of

Section 203, Public Law 91-441, but also the provisions of

the "get well" plan presented to Congress during the hearings.

The major requirements of the law wete:

1. Any company which recovered, in its prior fiscal
year, mort than $2 million of IR&D or BWP from bOD
contracts that are subject to the Truth in Negoktia-
tions Act must negotiate an advance agreement with DOD.

a. Advance agreements may be concluded with the
corporation or with product divisions which recover
more than $250 thousand of such payments.
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b. Companies required to negotiate advance agree-
'ments cannot be paid IIR&D/B&P costs except pursuant to
the terms of an advance agreement,

C(. If a company nvgotlatos but does not re(ach
agreemontL, no rteimburHcimoL shall be mado excepL ior
an amount substantially loss than would otherwise be
allowed by DOD.

2, The IR&D portion of the advance agreement miust be
negotiated on the basis of DOD technical evaluation
of the contractor's proposed program,

3. No IRhD or B&P costs may be paid unless the
work has, in the opinion of the Secretary of Defense,
a potential relationship to military functions or
operation.

4, Reduce allowances resulting from fail.urer to reach
agreement are subject to appeal in accordance with
regulations to be prescribed by the Secretaiy of
Defense.

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
results.

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

tic The manner of DOD compliance with the legisla.-
tion and any major policy changes proposed by DOD.

6. The prior legislation establishing the 93 percent
"limitation 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 McIntyre wrote to the Secretary

of Defense stating:
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] "The provision as'now written (Section 203, Public 'Law
91-441) is perfectly consistent with the plan for
improved administration of these programs which was
presented to Congress by Dr. r'oster 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

implement at ion:

1. Reclassify appropriate OTE items to IR&D or B&P,

V 2. Establish uniform standards for burdening except

for-G&,

3. Establish uniform pr~ocedures for determining
allowable IR&D/B&P,
4. Establish a data bank for IR", and.1

"Beef up" personnel and other resources to improve
technical evaluations and realize the goal of negotiat-
ing with 100 lar&est defense contractors. (Ref. 64)

Subsequently, Senator Stennis 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 . number of additional

actious. Early in the implementation process a top ,Aanage-

ment group was established to oversee the implementation and

DOD policy in this area.

3.2. DOD Managemont Organization for IR&D.

In July 1971 the Deputy Secretary of Defense estab-
lished a DOD IR&D Policy ,Council to recommend necessary

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 itivited

to participate as observers. 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. 67) In addition to chairing the DOD

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 negotiate 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:

1971

- Review/Approve Charter
- Status of Trial IR&D Data. Bank

1972

- Working Group Activities
- Congressional Interest in IR&D
- Service Briefings 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 Datea Rights
- Evaluation Simplification

1973

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

- DOD Input tu GAO In-Depth Invebtigation
- Industry Tri-Associatio2, Committee Presentation
- Service Comments on Relevancy
- DOD IR&bD Data Bank Decision Briefing
- Review of Updated Documents
- Summary of DSB Report on IN&D
- Guidelines for Level of IR&D Support

1975

- Discussion of DSB Report on IR&D

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 established an Alx. Force IR&D Policy
Council to interface with the DOD Council and oversee Air

Force IR&D 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. 68) Neither of the other Services have

established !R&D policy councils.

The DOD IR&D Policy Council established a Working Group

on Nature, Objectives and Effects of the IR&D Program at an

early meeting. The Group conducted an industrial survey in

the summer of 1972 to obtain additional data on how industry

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

cedures. The Group has published a very informative report

on IRVd; the latest version was released in June 1974

(Ref, 69) and is available from Mr. Gersham R, Makepeace,

ODDR&E, who has chaired the Group since its inception.
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3.3. Elements of DOD IR&D Policy ai•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 curavent

status. The areas discusned are (1) cost principles, (2)

negotiation of advanco agreements, (3) technical evaluations,

(4) potential military relationship 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 1970. 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 IRLD/B&P to have a potential relationship
to a military function or operation as a condition
of allowability,

W Provided for technical evaluations,

W Provided for interchangeability between IR&D and B&P,

- Reduced payment for contractor8 who failed to complete
required negotiations was established at an amount
not to exceed 75 percent of what otherwise would have
been accepted, and

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

Subcommittee, thought that DPC No. 84 overimplemented the law.

The PPC provided that any contractor who recovered over $2

million'in IR&D and SW form the DOD would be requlred to

negotiate an advance ,agreeaent. Representative Gubeer

questioned two aspects of the above requiroement. First,

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

million was recovered under whereas the law included the

statement:
"The provisions of this section shall apply only to

contracts for which submission and certification of H
cost or pricing data are required In accordancw with
Section 2306(f) of Title 10, United States Code"
(Truth in Negotiation Act).

Second, the law referenced IM&D or B&P whereas the DPC used

the phrase IR&D and SBP. Both of theme points were given

serious consideration by the DOD and in the first case

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 Procuremebt Circular No. 87 changed the criteria to

only IR&D/B&P costs recovered on contracts subject to the

Truth in Negotiations Act. (Rolse 71 and 72)

The revised ASPR IR&D/B&kP principles were developed

consistent With DXC 84 and 87. They also provided $or two

other provisions ýwhich related to Dr. IFoster's five point

plan. These woke the requirement for full bur4dning of

IR&D/B&P except for GA and for the use of CWAS, or the
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formula,'in establishing IR&D/B&P ceilings for contractors

not required to negotiate advance agreements. These prin-

ciples wore first published as Defense Procurement Circular

No. 90 in September 1971. They became effective for new

contracts awarded in the~first fiscal year of each contrac-

tor beginning on or after 1 January 1972. In hardship cases

application could be delayed 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 Agreements

The tri-service negotiation groups had been in existence

since the early 1960s and the new policies and procedures

had the main impact of requiring negotiations with more con-

tractors and strengthening the government negotiating position.

During the hearings the DOD had obligated itself to establish

uniform negotiation procedures (Ref. 64) This topic was one

of the main concerns of early DOD IRMD Policy Council meet-

ings, Further, an ASPR case (ASPR Case 71-102, ASPR Guidance

for Negotiating Advance Agreements for IR&D and D&P) was

established in 1971 to consider the topic. The Director of

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

procedures which included a weighted guideline approach to

determining a reasonable ceiling. This approach was un-

acceptable to the ASPR Section XV, Part 2, Subcommittee

because they did not feel a set of guidelines could

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

cussiou of uniform negotiation procedures, none have been

issued by OSD and each negotiation group still does its

negotiations as it sees fit.

The Air Force tni-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 IR&D technical manager. If in i!he judgment of the

negotiator it is necessary to deviate from the guidelines'

to obtain an equitable result, suLi" is permitted.

Once it became clear that it was not possible to obtain

agreement on uniform procedures for negotiations, and the GAO

had identified residual deficiencies in this area, 'a joint

DDR&E/ASD(IL) memorandum was issued giving broad guidance

for the negotiation of IR&D/B&P advance agreements. The

guidance provided

- All elements in the evaluation and negotiation
process should seek out and reward projects which
solved critical deficiencies or reduced the cost of
equipment,

- 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
ceiling,

Multiyear advance agreements are encourag6d,
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- Inflationary or deflationiry ,economic factors would
be given consideration,

-"Technical reprementatives should participate in pre-
negotiation meetings,

- Negotiators are responsible.for B&P potential
military relationship determinations. The basis
should be the. same as for IRt&D determinations since
IR&D and B&P are interchangeable, and

- Non-velevant projects can be included in the ceiling
so long an there are enough potentially relevant
projects to cover all costs allocated to the DODM
(Ref. 76)

.Ths guidance was subsequently updated In October 1974.

However, only a few minor changes were made. The OASP(IL)

6R&D focal point was designated to arrange inter-Departmental

negotiator meetings. A new paragraph requiring negotiators

to maintain adequate negotiation files was added and the

first paragraph was moved to the DODI 5100.66. (lef. 77)

Thus, while uniform, procedures have not been established

there Is overall guidance available to provide a framework

for, the negotiation process.

""3.3.3. Technical Evaluations

Improving the technical evaluation process was a major

thrust of Pr. Foster'ls five point plan for'improving DOD

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

regarded techna±cal evaluations. as a necesiary.part of pro-

"viding adequate stewardship of tho tax payers funds going

Ik' into IR&D. Thus, a major effort was undertaken to upgrade

J• the technical evaluation process. ThIs effort was spear-

headed by the DOD Technical Evaluation Group (successor to
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Armed services Research 6peci-alist COmmittee) which was

chaired bý ODDPR&* and included members from each Service

and a NASA represent'atlve,I:i
Initial Technical Rvaluation Policies and Procedures

SThe basic technical evaluation policy document, bODO

3100.66o "Nstablisument of Policy for, aud Technical Evalua-

tion of, IR&D Programs," was published in February 1972.

This document provided for yearly evaluation of contractor

submttted technical plans and on-site reviews at least once

every three years. The Technical Rvaluation Group (TE0) was

to (1) establish criteria, methodology, and evaluation foram
for use by all 8ervices, (2) designate the lead department

if

for each contractor, (3) determine thi, standard format for I

contractor technical plans and other similar functions. A

dopartmestal IR60 technical manager was to be demignated by

each Service, His responsibilities were (1) to designate

the orgaftizations within his department that were responsible

for evaluating company technical plans, (2) ensure effective

evaluations, (3) prepare and submit evaluation report, and

so forth., Further, he was responsible for verifying that
the evaluation covcred at least 90 percent of the dollar

value of tech company's IR&D program to ensure that the

*Mr, 211io1tjR.Hrwood was the initial chairman. The Group
was amubsequextly chaired by Mr. David D. Acker and, now
mt. Jaw*$ W. fach.I
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evaluation was valid, The departmental YR&D, technical.

managers were the Service members of the TEG and were respon-

sible for the technical evaluation ac.tivlty in their.Service.

The evaluations themselves were done by scientists and engineers

in the laboratories and acquisition divisions of the Services

and NASA. (Ref. 67) A standard technical evaluation form

for use DOD-wide was published in May 1972 and has been'uel ed

henceforth by all the Services and NASA. (Rer.'78)

The guidelines for contractor technical plans were also

issued in February 1972. They provided for presentation of

a tabular synopsis and narrative discussion for each IR&D

project. The tabular synopsis includes such information as

the principal investigator, his telephone number, project

funding, and so forth. The narrative includes a discussion

of the problem being addressed, the objective and technical

approach for the current year, and progress for thea'prior'

year. The technical plans were to be organized by technical

areas as indicated by Committee on Scientific and Technical

Information (COSATI) fields and groups. (Ref. 79)

lo further I.nsure that the new evaluation procedures

were understood by field personnel, ODDR&E sponsored an IR&D

Seminari in September 1972. It was attended by 200 DOD/NASA

personnel mainly associated with the technical evaluation

proceps. -
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The agendai for the meeting indicates the scope of coverage:.

Keynote Mr. B. Ball, ODDR&E

Evolution of IR&D Mr.,,C. Deardor±L, OA$D('L)

Report of Working Group Mr. G. Makepeace, ODDR&E

DOD IR0D Technical Evaluation Group Mr, E. Harwood,.ODDR&'

- Technical Plans MaJ J. Rash, USAF Member

- On-Site fevi~ws Mr. J. Crellim, USAMember

S- ScorIng Technical Evaluations Mr. A. Cook, USN Member

NASA Evaluation Activities Dx. H. Nash, NASA Member

Negotiating with Contractors Mr. L. Mitchell, USAFSenior Negotiator

XR&D Data Bank Mr, W. Thompson, DDC

Relevancy Determinations Mr. E. Harwood, ODDREE
Mr. J. Garcia, NASA

Audit Activities Mr. R. Logsdon, DCAA

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

Service Implementation

Since the Service members of the TEG were also respon-

sible for implementation of the process in their Servioes,

there was % relatively rapid implementation. Each Service

published internal regulations on the IR&D technical evalua-

tion process. (Refs 80, 81, and 82) A detailed set of

guidelines for field personnel was published ty the Air Force

as an Air Force Systems Command Supplement to the appropriate

Air Force Regulation. The Supplement provided scoring

procedures, instructions for completing the evaluation
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form, .evaluation report .ororat., and so forth. (Ref. 83)

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

-:-hs.Office of. Aeronautics and Space Technology. The objec-

.,t tives of ' he off Ice were to: (1) manage this. NASA-wide

technical evaluation activity and (2) to encourage a strong

.'Inte'raction between NASA and industry, (Ret. 84). This

action is expected to upgrade NASA particiaption in the

technical evaluation, process.

Revised Documentation

In early 1974 the Technical Evaluation Group undertook

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

the DODW 5100.66 and guidelines ,fr contractor technical

plans were reissued In late 1974. During the intervening

period of time the revisions were negotiated with industry

(via CODSIA), revie•wed and commented upon by the Services,

and finally approved by the DOD IR&D Policy Council.

Theievised DODI 0100.66, "Establishment of Policy for,

and Administration of, IR&D Programs" (Ref. 2), was somewhat

broadened to include reference to the DOD IR&D Data Bank

and to provide a oet of principles which include a rationale

for DOD support of IR&D. The main,change 'relating to 'the

technical evaluation, process was thq replacement of the

requirement thnt 90% of the dollar value of the contractor

program be evaluated with ýhe requireinent that the lead

Department verify that the overall evaluation has been

sufficiently comprehensive to permit the formation of a
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reaso.able ,conclusion concerning the techni•al qua,.ity of

the contractor'"s program. Further, the new DODI specifically

... ase4gnsto the1TBG responsibility for -assisting auditors and

contracing,cofficers in resolving cost classificapion

questionsinvolving IRAD. .Thip practice had developed'in

St'he -Q4)y 1970s but had.'previOuqly been covered by regula-

t ion.

The',guide3ines for contractor technical plans wore

-rewrittenuiainly for clarity and did not change the nature

of the information being requested from industry, (Ref. 83) 4
3.3.4, $-Potential Military Relationship Determination 1

Section 203 of Public Law 91-441 requivod the DOD to

determine .whether or not 1R&D projects have a "potential

relationship to a military function or operation," (referred
to as agency relevancy). Responsibility for this determina-

-tion was assigned to the Technical 'Evaluation Group. (Ref.

86. para IV C2a) Since no legi'•lativo criteria was provided

for this determination, there was considerable uncertainty

as to just what it should be. The Air Force took the lead

in fornally stating criteria for the determination, There

vwere sole difficulties to early determinations and a few

cases were resolved by OYDR&S, However, with time, some

degree of consistency evolved in the determinations and the

other Services gradually adopted the Air ,Force criteria,

In early 1973 the Chairman of the Technical Evaluation Group
formally issued the Air Force criteria as a guideline to be

'i" I 1 i , , l . I -- "' i' - ...... i ....... i ............... ....... .... ..



used by all Services. (Ref. 86) The criteria is Illustkated

below: '

-tohe DOD 'What i the Whiat'wi1 saother 'i OiNCLUSI"- "oe
precluded nature of be the government In the
y.law or the military applica- agency IR&D

otherwliaelrequirement' tion of responsi- project
from. fundm for the end the end ble for potentially
ing such product? product? this field relevant?
R&D?- of R&D? 4

Yen No

URGENT Yes

NONE
No (Not

"used by
military) No

Primarily
Military Yes

ROUTINE

Primarily i
non-
military,
but with Yes NO
substan-
tial .. ,.. ...... ............
military
applica-
tion

No Yeo

Only
Incidental
military
application No

S-.,-~ - - --. '--
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Experience in the Air Force indicates that about 90%.

of the contractor IR&D projects are potentially related a

based upon this criteria. Since the DOD reimburses only

about 40% of the contractor IH&D programs, the relevnncy

requirement has. had little direct impact on ceilings., How-

ever, it may have motivated contractors to pursue work wbich

they felt would be Judged poten-tially related.

3.3.5. Departmental Appeal Hearing Groups

Sec'tion 203 of Public Law 91-441 required that an

appeal procedure be established 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).

a, 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 Counsel.

Determinatioisby the Appeals Groups arc to be the final and

conclusive d•terminatinns of the Department of Defense.

To date there has been only one appeal. It occurred

during the first year of operation under the new procedures

when Aerojet General Corporation failed to reach agreement
•! ••with their negotiator (Navy). Aerojet appealed the nego-

2i': tiator's determination and the Navy Appeal Hearing Group

ruled in favor of the negotiator, Aerojet subjequently :.'

initiated 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 formof cost sharing which.

is precluded by the ASPR, The Navy rebuttal, in part, was

that, by definition, negotiation is a process of offers and

counteroffers and that Aerojet was insisting that their

offer be anepted a priori. (Ref. 87)

3.3,6. Annual Report to Congress

Section 203 of Public Law 91-441 requires an annual 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
defense 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 DOI submits

its report on or before 15 March each year. Subsequently,

Senator McIntyre enters it into the Senate record along with

any related letters and GAO reports and gives his personal

assessment of DOD's actions. To date five reports have been

released: 21

Year Congressional Record

1971 24,March 1971, S3815-3818
1972 11 May 1972, S7681-7697
1973 8 May 1973, 88570-8583
1974 28 May 1974, S9042-9055
1975 '9 April 1975, S5560-5568
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D.ODI 77.00.17, "Report to the Congress on .IR&D/B&P Advance

Agyeements Negotiate4 with Defense Contractors" provides the

mechanisim for assembling the data f or thims repqrt,. (Ref. 88)

3.3.7. 11-R Data Bank

The IRD Data Bank was one, of "the. i tems in Dr. Foster's

five poi~nt IR&D "got well" program.' However, the need for

* such,&a data bank appears to trace-back several years.

At hearings of the House Subcommittee on DOD Appropria-

tions, conduicted in.April 1966, Representative Mahan asked

V DDR&E and the Service R&D witnesses for examples of benefits

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

to Immedi-itely respond. (Ref. 22) DDR&Z tho~n established

a Defense Science Board Task Group on IR&D which, in part,

com~piled a volume of examples of benefits of IR&D, (Ref. 31)

These e~aiuples were collected directly from industry on a

voluntary basis, This procedure was also followed in 1968,

1969, oud 1970. (Refs. 32, 33, 34, 35, and 36) While these

volwums provided a ready reference for DOD witnespes and

wer~e provided to Congressional Committees, they were not too

useful for supplementing the technical plans in disseml~nating

inifo~rmation to DOXD scientists and engineerv, i
The idea of an IR&D data, bank similar to the DOD's Work

Unit jarormation System was advocated by the GAO in its 1968

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

provide a centralized body ofIR&fl data availabletoOI
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scien tists and engineers to prec'Audp unnecessary-duplication,

of e~ff(,rt. The idea was generally well recoive4 by Congthcsr

but oppos~ed by industi-y a., unnoco1011sary;' (Rof 9b)' Howeve'r,

iii devisinig an acceptable plan for improved adwlinistratiou,

of. XR&D, DDH&9 included establishing a data bank of cost and

technical information. (Ref. .54)

Trial IR&D Data Bank

DOD established a trial IR&D data bank at t'he Defense

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

teciinical objectives, ipproach 'and progt'ss, limited manpowerA

data, the principal inveosttgator mind hits telephone number',

*COSATI field and group, category of-technical effort

(research, development, or studies)o and so 'foith wepre in-

tcluded. However, ..allco~t data was 'exclud~d because of

industry objections. An inAput manual was pub~iQ~hod in June

1971, (Hof 91) and an output wianual in,, August 1972. (Rof,

92) The data bank became opera~tional. in Janudxry 1972"and

made its first search in March 1972, Since contractor

participation was voluntar'y, only about 34 corporiltioqs pro.,

vided data. Government usLage was about 1000 seercheru 'between

the time the bank opqned for business anid October 197'4.

F Evaluation
In the varly 1970s the Army Missile Command (MICOM)

14established a program for utilizing IR&D data. The utiliza.-

tion Twrcgram included a current awareness program for MICOM
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scientists &A.4%eag~neers wherein.& profile was ostxblished

for each -SAS "dl 1141 summaripa Pr'OV~ded, to tJom.. Thp. #WQM

uyetei. included $k capability, for .retroiqoctive s.rhsand

~losafpersbonnel searched the .B a.8J0 ta be40orq approving

In-hos prjcst 4CU Ae~aay plicatton o

eff~ort.. A14 a. part .0,1~ht ytm~~O sakih4~cs.

pute~rizio data bank~ of 140& i*4f ~a~itipa which thiey qxtrikcted

f-rots IM technIca~pl~an.' The data i*ý,luded wasn 1qss

Oxt'SNsIVe thkan-that ina4udsd' in the DIX 1 D&1 PatA ~k1 low-

ever,.the HMICO dat*'b*ak 4.'astially CQvered all Qrqmractors..

(3.1. 93)

The-eximtence of two IR&J data banks was criticized by

the GAO ta a letter report i' August 1973. (Rot. 04) sub-

setluently., the Technical Eveluation.Group evaluated tlhe tyo

IR&D data banks and submitted a coaaprehengivq*me~t of reovom-

*sndations to the DOD IR&D Policy.Couacil in February 1974.

(We. 95) The majpr recommendations were (1) the DOD should

have an IR&D data bank located at the Defense Documentation

Center (DDC), (2) it should be covere4 in appropriate regula-

tion~s (DODI 5100. 66), 3 the data bank, phouldi 0q made

* .a¶va-ilabLe to DOD field personnel via the DVC remote tormtPal

it .system aad (4)'cow~t data should be Jpc~udod In the data bank.

Permanent Data Bank

The DOD IR&kD Pdlicy Council approved the recommuendations

at its March'1974 meeting. la subseq~uent, negotiationml with
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.industry 'cost data was again deleted. Otherwise, the recom-

mendations have been-rather faithfully implemented via the

revised DOWI W10.66 (Ref. 2) and the revised Department of

Defense Form 271, "IMRD Data Sheet" which has been approved

by the Office of Management and Budget. (Rief. 96). Thus,i

beginning in 1975 all contractors with advance agreements

will. input data 'to the IR&D Data Bank which is now on a

permanent basis. Revised data input manuals are currently

being prepared by DDC for use by the contractors. However,

the approved data shoet format was sent by DDR&E to all con-
*tr~ctors in December 1974 so they could input data In 1975.

'(Hof. 97)' Durinig the trial period the'data bank was

restricted to DlOD usirs. However, in December 1974 NASA was

granted 'access "to the IR&D Data Dank:.

3,4. IM~D DatA Summary

Some data. bn I19&D/B&? 'costs and 'technical content are

aviiLlabje..fr'omi exi~itinj Sou1rces, however., the data leavet

miuch to 6bedesir'ed. Overall data on IR4&D/8&P costs wil~l be

itammarized in*: Boction 3.4,1.' A rough 6stimate of the DOD's

indirect dootritibut ion to industry,'research' and devel~opment

'Vis give'n in 'Section' 3.4,2.'F Jnilly, a -brief sumimary of the

technical, bontent'of I-R&D' g~, iven in Section 34.3,

3.4.1., IR&D Cost Dat4ý

The Deteqsie Cotwtiact Audit Agen~cy (DCAA) collects TRWD
4Ata ,each yeA~r lop~ .the majoir defis q otacos This

data Is published in A. yearly report. (Ref. 98) .
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Similar data has been axsembled by DCAA uinte 19303 summaries

of this data appear in-DOD presentations, GAO reports,

Coagresstonal discussions, the yearly DOD'report to Congress.

and Senator Mtlntyre's report to the Senate. Contralctor-by-

contractor data is included in the DCMA report but pot

ýpubliely rele-ased minoe It is business sensitive: data.

A typical set of DC"A data. is gi-ven In Table 3. 1. =a,

first column, "Contractor Costie," are contractor incurre4

costs. *The second column, "Accepted by Government," are the

*amounts accepted by the Government an reasonable for alloca-

tion to all~ customers (ceiling or actual expenditureb if

lower). The "DOD Share" As the DODI's' allocable, share of-the

accepted coluinw. The DCAA data also includes total aind DOD

malts. Pence, various ratios to sales can be-calaulated.

*For 1974, typical ratios based on the above data are:

DOD Share of IR&D
_______ - .1 percent, and

DOD Share of JRW and S&P 37pecet

Unfprtunately., there are many doficieneies-In the DCAA

-Jdata wkij b largely negate* its Value. Frirst,Lthe oovrage is

WOC 0oMV-Stors who have an annual auditable volume of costs

iocvxrre* tit $13 million or noise orL required' 4,OeO or mare msan-

hours of OCh.A direct audit effort. Thus, only a portion of

the contractors are included. The DOD position has been that



t.i.

Table 3,1, Summary of IR&D and BlIP Costs*

Year$ Cotracor Csts Accepted by _____

Year Contractor Costs Government DOD Share

IR&D MV) Total IR&D B&P Total IR&D B&P Total

------.- (000,000 omitted)

1968 $ 766 $381 $1,157 $579 $367 $946 $338 $271 $609
1969 '808 426 I234 653 409 1,062 410 289 699

1970 753 413 166 597 398 995 376 278 654
1971 703 427 ,130 567 390 957 354 265 619
1972 936 469 1,405 725 432 1,157 392 306 698
1973 1,(51 526 1 577 809 488 1,297 441 356 787
1974 $1,145 $546 $1,694 $901 $504 $1,405 $457 $361 $805

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

this sample includes 85-90 percent of the total (Ref. 99, p. 9).

A number 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 year-to-year
are not reflected in the data,

3. The IR&D definition was broadened in 1971 and
unknown amounts of additional effort were thereafter
transferred into 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:
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Table 3.2

COUPWW OF M, 21oW3 VbD/9W CosTs*

1972 1973

Total.. IRM&D/P .$696 million $787 million
S.m remseha 0 M,
to burden

-lW ,n million

to towegn ales . 13.8 36.0
C1. mitiom R• sillioa..-

DOD kl*n $191,117 million $200,41 million
'Less foreign sales 435 961

get DW Sales pISISO million $IIU7W million
Matta to Sales 34,"I 3.48 ii
skma, t0OW 7or-t~ -4a- "d.•vtaents can be qute significant.

1'rt tr, the &witor so amrs -of so etfart Uo develop a con-

a.ttext wt of .dta gSo back to 10S or i en 1m9". lUaoe,

yFar.-Wt-.yr cmpparlsojas -of this data are apeclus nad should

be awot~emu..r

1Thre 1s one other so.m * of detsaled data on IltW and

that to tb& tri-sorwo. neotiation groUpp. They have the

official files which ±actu&. jproposed valuoes as well so the

type data omuarisd by the SCAA. The Air YOooe hag com-

putet.Lsed mne portion of its data base. Nowevero ext.racting

,dkta tom the tri-soecioe negotiator 'I files usually involves

tedia •n IfttUg throk the 'hard copy uSatoerial.

'Obtained from OASD(IL), also in 8Rf. 100, p. 89043.
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3.4.2. DOD Indirect Contiibutioft to Company-Funded R&D

Each of us contribute to contractor IR&D when we buy

virtually anything which is on the market. General Motros

has one of the largest IR&D programs the author has been

exposed to. Whenever, you buy one of their cars you con-

tribute to their IR&D program. The same is true when you

buy a toaster, washer, television and so forth. Thus, the

DOD is just one of a multitude of contributors to company

research and development. The total amount of company-

funded research and development (as distinct from federally-

supported R&D) is given in National Science Foundation data

(Ref. 101, p. 26) an $11,347 million for 1972. The DOD

contribution to this amount was about $392 million. Hence,

the DOD cdntributed only about 3.5 percent of the total

company-funded research and development in the country in 1972.

3,C43, Tehnical Content of IR&D

The DOD IRýD Data Bank project summaries for 1974 were

DOD-related IR&D, efforts. (Ref. 102) The sample size is

indicated in Table 3.3. The 104 divisions or companies

represent 25 corporations as listed in Table 3.4. The number

of projects is about one-half the number estimated to be

conducted by the contractois with advance agreements each

year. The distribution of projects and effort by category

(research, development, and studies) is given in Table 3.5.

About one-half the projects are in rosei.rch (applied and
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sift of IR&D Data. ank -( ).941 .)....

Number ot Companies/Divi.-onw . 104
Number of Projects 2890.Pr'ofesutona1] MnmVea~rs , . 10193

Table 3.4

Corporatlon. in Data Bank (1974),

Bell Laboratories Martin Mariettaft-l ns , ' ' o: itoro]La . . :',• ;

Chrysler Perkin-91merCarteiso-Wight. • tkILleo-Ford Colmwunikt:ton

General DWnsa1cs Raytheon
Ganeral 322ctric , RCA
Goodyear Aerospace .Rockwell International

u a a. • Sandars Aussociatea,,
OTS Sylvania Slectronic Sperry Rand
Lghes."Alrer-tt Company .TR' • satem .. ..

ITT DefIner-Space Group United Aircraft
Lockled 'Alrcraft WeestInlbouse ., .

LTV Aerospace A
, . '. .,. r ;' • " -. ' . . • , I , I;' ,'

., ... 'i ,'.'Ta•ble 3.5. 'I,

Dist~ribution ofPro tct and Manpower Londtng bso ,."

~o Number of Professional
Projects Manyears
(percent) (percent)

Research 47 33
Dovelopment 42 44
System and Concept Formulation Studies 11 23

68
61•:"I

, I



basic). Past studies suggest that the vast majority of these

efforts are applied research with a .,xatively low percent

classified as basic research (maybe 3--5) .. The erphasu$ '00

system studies is probably greater for this group of con-,.

iractors than for the general population snce it. includes

most of the major systems primes.

The breadth of IR&D activity is indicated by the dim-

tribution of effort Versus the technical areas listed in

Table 3.6. ?or this group of contractors there are projects

in 73 percent of the technical areas and ten or more pr9jects

in 33 percent of the areas (see Table 3.7). Those teqhnical

areas with the most projects are listed in Table 3.8 and

those with the greatest manpower loading are given in

Table 3.9. Thus, technical effort in IR&D does appear to be

broad based but with mome concentration in those areas most

closely related to DOD activities.

1I9
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Table 3.7

Frequency of Projects and Resources by Technical Areas

Number of Technical Areas Corrosponding
SPr ets_ (percent) Pr'oio&ional
Sn Manyears

(percent)

0 27 0
1- 9 40 7

10-19 11 13
20-29 7 13
30-39 . 2 5
40-49 2 4
50-99 8 20

100-199 2 13
.00-299 1 25

Table 3.8

Technical Areas With Greatest Number of Projects

Technical Area Percent of Total Number
"of Projects

Electronic Components (0901) 8
Aircraft (0103)', 8
Computern (0902) 6
Communicat ions (1702) 6
Radar Detection (1709) 5
Masers and Lasers (2005) 3
Industrial Processes (1308) 3
Spacecraft (2202) 3
Missil6s (1604) 3
Jet and Gis Turbine Engines (2105) 3
Navigation and Guidance (1707) 3

I.,
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Table 3.9

Technical Areas With Largest Professional Manyear Loading

Technical Area Percent of Total Effort

Aircraft'(0103) 21
Cost Effectiveness (1401) 6
Mathematics and Statistics (1201) 6

, Communications (1702) 5
Radar Detection (1709) 4'
Computers (0902) 4
Electronic Components (0901)
Jet and Gas Turbine Engines (2105) 3

Miasiles (1604) 3

tie
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ONCTnON IV

MAJOR AREAS OF CONTARO gRY

Xor tý6R9, tihe pti";OY IR& ' .Isuies revolved4 around

suchi thin.0 saureaion~blortebu bu.;OOý,Png, coat.u~rn apd

etat`.!,ý-~p IOD adaia1imtration oh~T.,at par'-

ticipants in the dia~logue were I.ndustry and tbe. DODO

Congr'ess made some inquiries durig -this pesriod but had

littl, impact on the diala;'he'. Hbwo.dr, since 19601 Coinki'e.

ha~s been direct:Iy involved in' t0e IRAt? at'ea sad the noture

IV 00 the iasiieshvg chagetd to'some extetit. In additioni "Itt'
questionsu o1 D)OZ administration, some Individuals aire now

challen~ging-the fundimental conbept, asserting that Congress

Ishoul d have some- tYPO: of. -Ine. Item cozlitr'(1 of IRWb .and 'earch-

ing f or some' 'fundamental ~bbangq in. tho mechanism *hich will

finexe ma~ny of the citeid pv6bloma. Putthor, Activity in the

frtD1w ±es has been signii-ficativ1y. -gx'eter" thani ink the 1960s.

A list of the major XR61) avents since 1970 is g~iven on the

f o)xioi-ii page. A, brief rnumrnApy of eacli o~f thene ,items IsI

given irs Appenkdix 2'. 'Theme report~s and 'st'tements provide

Ktho. basico poait'iomvwhidh tie. sumplariaied: J~ir this siecdtion'b

maJor, area, of controversy..
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MAJOR IR&D EVENTS SINCE PASSAGE OF SECtION 203, 1OUBLIC..AW

Date Event

March 1971 GAO Report, "Ileasibility of Treati•g Con- -.1I'
tractor's IRhD Cogsts as a Budget Ltieý Item"'

April 1971 GAO Report, "ImpliementatioA of Section 203,
Public Law 91-441, On Paymen'ts for IR&D.,4nd
B&P Costs" .-.- - . ...

December 1972 Report of the Commission on Governmen1 Pro-
curement

April 1973 GAO Report, "Payments for ,IR&D. *d B&P Cost.i"

'August 1973 GAO Letter Report on IR&D Data Banks ..jA
September 1973 GAO Letter Report on Small Contractor Problems

Senator Proxmire Amendment to Limit IR&D

March 1974 Industry Positior, Paper on IR&D, and B&P Efforts

April 1974 DDR&E Statement to Congress

May 1974 GAO Report, "DOD's Implementation of Section
203, Public Law 91-441, Involving Contractors'

Admiral Rickover Statement to House Appropria-
tion Committee, Subcommittee on D6D

Statement of Principles for DOD R&D

August 1974 GAO Partial Report, "In-Depth Investigation
into IR&D and B&P Programs"

December 1974 QAO Report, "IR&DD Allocations Should Not
Absorb Costs of Commercial Development Work"

February 1975 DDR&E Statement to Congress

DSB Task Force on IR&D Report

Impending GAO Final Report, "In-Depth Investigation
into IR&D ancL B&P Programs"
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4.AlJloWa'ýiX.ity 6f IR&D Costs

-The. ýCurreI~t DJW -policy is that TOL1D costs. are ,allowable

RN:* and, -hence,,recoverab~le to the extent they are reasOnARble

adal~locable..'

The main adversary of this policy Is Senator Prpxuiirc

A~u4 heý t.o spported -by Admiral Rickover. In. September 1973

Senator Proxmiire stated . . a case can be made that this

program (Th&D) i.s a backdoor boondoggle and ought to be

eliminated altogether." .(Ref. 1030 p. 8S17517) Senator

Proxair~e appatrently chalionges 'the need for 111W primaril

an o the basis that it is unnecessary for t~he DOD to have 'two
separate programs to sponsor research and development

efforts by pr-ivate contractors (direct contract R4D knd

IR&D).. Furtber, he sees dkefe.e contractors who receive

IR& &as being able to improve their ". . . competitive

*dvi*Antagows oveqr-smill fIrmo Arid nonideiepso contractor. wbo

aro not lelig~ib1.e' for the IRIA subsidy.' (Ref. 1030 p . 517518)

Admiral Rickover babiically agrees with the above positions I

and asse~'ts that i f WkID w&*; made a d~iul11owed cost' 'and the

DOD directly contracted an equilalent am%'un't of -fun~d, th,'A

pDOD would get far maore for, ita money, (Rot, 104, p. 119) L

The majority of people who have comm~ented ott XIR& have

suppo~rted its alloWability. The Commissioa on Govxnnaekint

Procurements(COOP), which included Set&ators.hli * nd Gura~ey,

Reprosentatives Itorton and liolifteld, *nd the Comptroller

General of the United States (RElmer Staats), supported IR4D
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as . . in the Nation's best interest to promote competition

* (oth domestically and internationally), to advance technology,

nd to foster-economic growth ... 2 Rf ,p 1

*Senator Cr~anston earlier supported IR&D1 in his testimony to

the IR&D hearings in 1970':.

"'I have concluded 'that 'in 'an 'era 0'f'rapid technological
innovation, the IR&D program is the most economical
long-run program for guarantying security of the United.
States . . . .' ýRef!. .66, p. 1678)

The latest Defense Science Board Task Force on IR&D, which

WTas selected largely from academia to avoid the obvious

veuted interest of defense contractors, strongly supported

7' jthe allowability of IR&D. (Ref. 105, p. i). Further, a

recant panel reviewing military R&D for the Center for

Strategic and International Studies, Georgetown University,

algo supported the concept of IR&D:

""This panel believes that IR&D Is a valuable and
-legi'timate opdration. It should be'-funded substantially
&and should be controlled by the government only to the

,J: extent nedessiry to safeguard the publia interest and
the competitive positions of DOD's suppliers.

"-Thoe basic V c.i policy issue here is whether a govern-
fitent agency shouxid directly control the work done
'wider ),,R&D. 'This panel takes, a position midway between
4 common. industky pooition-;-nq direct control at all--
an.4 a'position of many Congressional critics--full

F ' coratrol''of the amount and naturo of the IR&D,.

IR& is b'Wtiially desirablo, because it is a check to
insure against .errors in j1udgment--or too great a focus
oa imhiOdiate needs-.-by'tho", government officials who
deternidne R*D activities. Also, if used flexibly, it
helps pý;'ov'ide a I*ekaur6 'of .4tabilitýi to the national
technical manpower pool.. The spur of competition
eonsures i-6levAnco and payoff6."1 (Ref. 106, p. 34)

Thus, there'has been substantial support'for the IRLD
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"concept. from nomilitary-industrial complex representatives.

'The majority of DOD technologists who have spoken out

on the issue have supported the need for IR&D. Dv. Currie,,

* DOM, has taken a strong position on IR&D in his testimony

to Congress (Refs.,107, 108, and 109) as have the ,Assistant

Secretaries for R&D of the Military Departments. .(Ref. 110)

Further, several of the military technologists hays spoken.

in favor of IR&D: General George S. Brown, when Chief of

Staff of the Air Force (Ref. 111); Lt General Wi~liam Evans,

Deputy Chief of Staff (DCS) for Research and Development,

Headquasrters, U.S. Air Force DCS/Research and .Development

(Ref. 112); Major General Charles Wilson, when DCS/Production

and Procurement, Air Force Systems Command., (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 personnel are

reported to support the need for and value of IR&s. (Ref. 113,

p. 60)

It goes without saying that the aerospace industry

regards IR&D as vital to its continued existence. When

Senator'Proxmire again challenged IR&D in 1973, the industry

establisbed ,Tri-Assoclation Ad Hoc Committee for. IR&D and

OP. The Committee published the industry case for IRAD.

in three-interrolated documents in ,early 1974.. (Rofs.115,

116, and, 11T)
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-Another issue which is involved in:the question of

allowability is the benefit/cost aspect.. No one in industry

or the DOD has been able to quantitatively demonstrate .that

benefits exceed costs for IR&D for the same reason this has

not been done for DOD contract R&D. (See, e.g., Ref. 56, p.

1675 for Hyman Fine's comments). Hence, benefits ,are usually

addressed by way of specific examples of payoff to the DOD.

The most extensive recent contribution to 'this area is in

the industry "Technical Papers on IR&D and B&P Efforts"

Ref. 117, pp. 26-247) which not only presents examples but

also tries to structure an overall framework for a benefit

discussion,

-4.2. Congressional Line Item Control of IR&D Costs

In the first direct Congressional restrictions on the

'DOD management of IR&D in the FY 70 Military Procurement

Authorization Act (PL 91-121 Section 403), the Congress

imposed a, form of line item control. The DOD was to limit

IRWD expenditures to 93 percent of what they would have

otherwise been. This requirement was basically unworkable

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

Procurement Authorization Bill discussions, the issue of line

.. item controX was again raised. The Senate version of the

authoritation bill incorporated a ceiling on IR&D. However,

the ceiling was iemoved by the Conference Comm'ittee and did

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

line item control of IR&D today,
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Senator Proxmire asked the GAD to determine the feasi-

bility of treiating contractors" IRW costs as a budget line

'item In late 1970. In early 1971 the GAO reported that in

* their Juldgment Congr'essional lihe ii tem control,was feasible.

The DOD has always opposed this concept and took strong

except ion to the cA] report. Futher', the GAO recommended

that no action be taken on line Ate. control of the time since

the adequacy of Section 203, Public Law 91-441, provisiorus

had not yet been determined. Hence, the GAO report had no

direct impact at the time it was published (seeflefa. 11%),

119 and in)

In September 1973, Senator Proxmire asserted thAt Public

Law 91-441 IlW provisions had been ineffective, costs for

IR&D had continued to rise, and hence, a Congressionally

imposed ceiling was necessary. Be suggested legislation which

would have limited J10 to 50 percent of what it had pro-

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 reason, to put a ceiling on

the authorizations." (Ref 103)

The DOD has constantly opposed line item control as

administr'atively lmptactical and as essentially eliminating

the independence of 11RmD. (Refs. 50 a"d 118) The industry

US also Argued agatnst line item control. Their basis is

that line item control is inconsistent with the basic concept

that IRW is a normal cost of doing bUsiness and, hence, an
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elOeflt of, qvero~pa4.. Thus, IR&D i applicxble to all

Pyoducts sold to government or coumm~rcit1 customers. Legis..

lation should not arb~trarily limit recovery of "normal", coots

,!%j Ftborp the Qover'.moht should accept. its fair.
* SI 9fQ tbos4P costsu, (Rog. 115-s. 2

op~eit~ copitrol. appea rs. tc.,be a 'ihylikely outcome

of to cip'rqnt IBRP 4ebatp., eppecially It Congress as a

* wbole is not o~tisf~e4 with the DOD rnanagomqnt of IR&D after

they. ri-cekyq. the final report on the GAO in,-depth Inveutiga-

tiop and, conduct whateyerw heartngs they regard as-necessary.

.4.3. MechAUi5Mu for Reimburmement of IA~D Cost4

* RWD costs are currently recovered through overhead.

This Jeq the procedure which has b~een foll?%wýd mince IR&D

was 91ret re¶p9gnized as an allowable coat in the earl~y ;940s..

TIhis approacli pa~ralle~ls practice in the commercial world

whqre c9*ntw.ctors recover IR&D costs a~s part of the price of

their product,,, The s ame in,. true for competitively priced

DOD fixed-price contracts. In these oases competition is

presumed to protect the 'cuLstoper. T1ius, the issue is how

to handle IRWD costs for negotiated contracts, The basic

dileM&a involves "the Government's inability, to satisfy the

'opposiing'goa~lp of (a) stimu~ating innovatiqn in an uncon-,

str~ainp ~ahi~oA and (10) obtAiining reasonable assurance that

tax cdo~jXa~' thus spent result in, oef omt.,of broad national

ya~te asOpposed ot. un4doe eurichment, Eo Fef~ ,p 0

Soawz-thbought ha.. been given td. altoi~native approachop,,*

however, no f irm suggestions have been made. One; member of
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the Commiweson on Governuent Proourement advocatedlooking

into avariety of alternate approaches, including;

- National R&D awards,

- Agenlcy priority'lisxs and recovery proportional to
compatibility with the list, and

- Tax credit devicen. (Ref. 1, pp. 40142)

The GAO in-depth investigation includes a perusal of

alternate, methods. The GAC sefit a ulit of 14 altornatives'

to a wide variety of Government, industry, and other people

for comment. Three basic approaches were included: direct,

contracting, recovery through' overhead, and recovery.throug,,

profit. (Pef. 121) Recipients were asked for their opinions

on the 14 listed alternatives and suggestions for other

approaches. The results of this survey will be interesting

if not conclusive.

OMa, of the six papers in the Tri-Ammociation Comaittee's

"Technical Papers on IR& and B&P Ifforts" giveti the industry

position on alternative methods. Nine methods, which spa•

the spectrum from full recovery to the AI method, Were

considered. Twelve criteria were identified' and used in

Aasessing the alternatives. The cbnclusion was that full

reimburseme•t (Inhexlent gconomic Constraints 'in Campetition)

is the pzefetred' lternative, "Anything less thun the fulil

reimbursement of these costs . . . in effect is a subsidiza-

tion' of the U.S. Governmint by Amerieian Industry.". (Ref, 117,
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In essence, most alteknatiV66 identified in thevse studies

*are variation. on the theme of."four-basic' approskohes:

-diavct contract,.

-recovery through ov4:rhea&I j

reook.Fy;thro g rft and

No oxw Aoo yew vcomq up with an ajternative t o the-current

method wihAcbhgpa attracted significant Industrial, DOE), and

CangreuuiopiL spport. H~eppe, until such a brilliant *do&'

app.mrs, DOD Iftp policy ~iU.I probably ~evolve around the.

curront pr9cessUof 4l1owin~g recovery through overhead.

4.4., Zlements qf, DOD.P9.icy and Administration

-In this section the muJtor areas of controversy, regarding

specific elements of DOD IRM policy and procedures are pre-

sentod. 8.verial areas5Q controversy, were resolved in the

1970.upgrading of IR&D administration (.burdening, cost

ff sharing,, and so forth). However, several areas are still

being debmted. The areas to be discussed iniclude:

Reasonablenesscrtia

-NegotiationVrocedures,

-Technica~l, fvaluations.,

-Rolevancy,

Patent an d Data Rights, and.

-Cost Class~ification.
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4.4.1., Reasonableness Criteria

The issue in this area is the datermination of -•ason-

ablenesa for oiajor contractors (those that recover o... $2,

-million., in IR&DI and BW). The dstermitation today i. made

through negotiation of advance agreemeats. In this area there

are those, who. support 1the.current- procedwes., those who, think

they should be strengthened to give the DD wD"ore control and

those who would relax the controls.

The first dissenting position of the Commission on

Government Procurement advocated continuation of the current

DOD reaeonablenoss test. The Comptroller General and three,

of the four Congressmen on the Commission supported this

position..

Senator Proxmire argues tbat the current procedures are

not effective since IR&D cots .have continued to grow since

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

p. S17517) Thus, he would supplement tho DODi pr'ocedu.re wwith

Congressional controls as summarized in Section 4.2. Admiral

Rickover advocates, direct contractingof IX&D projects which

have sufficient benefits to warrant the cost. (Ref. 104o

2p. 123

Most of the other challenges to DOD policy in this area

- .advocate liberalization of the reasonableness criteria.

These include the majority recomwndation of the Commissiott

on Government Procurement (COOP) (Ref.. 1, .p. 31) the recom--

mendation of the DSB Task Force (Ref. 105, pp. 10.17), and
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the industry position (Rdf. 115, p. 34)'. The industry wants

full r~covery of incurred costs irrespective of the egtqnt,

of .nekotiatedDO.D conitracts in a cost center.. Thq DS,.T%4.

Force and OQOP majority ,recommendation would .apply CWAS In'

,,some fortn to major contractors., Those ,pioposalq 'are very-

-similar to -the .proposed cost principles-of February 1969.

(SeSeLtion 2.3.1'). 'All o$ them woul4,result inisignilipant

increased in t he cost of. IR&D to the DOD. GAO and.DC&A

estimate that thoi ificrouses would range from $5O0 million to

about $110 million, (Ref. 30 and Ref. 122) FurtheOr, theve

approaches would materially reduce the DOD's.visibility of.

contractor IR&D through reduced, t*,chnic6al evaluation

activity (which goes hanld.'in-hand W.ith negotiation of advance

agreements), The benefito to be realized by. thpDOD..due to

the above6 mentioned proposals appear-,- be, nom-inal. Thoo,

thepel proposals suggest -significant -increas~es In east,. "t

* DOD withp -at best, kiomiraal benefits. 'it is doubtful. these

* proposals could be implemented by the DOD without. incurring

the wrath of. Co'ngress and budget line item. control.

;J .~4 .4 .2. 'Uvhiorm Negot iation'Priocedures.

One of the areas that Senator McIntyre identified in.

bin follow-up 'lette*ý to the Secretary of Defentse Iin 1970 was

establishment of',uoiformwnegoti-%tion procedureq, Thoe DOD

'tried ton~uc'cosufUlI1Y.'to: develop, such procedures In the early

.1970m. In lieu of-pr~oodurds,_ the DO)D ultimatelrjpub4.shed

broad guidelines (S~e Seotion 3.A.2.), ~
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The GAO- cited this as a deficient area in their dotailed

i viplementation-investigation: "Negotiation procedures arle

neither Uniform nor consistent . . . . (Ref. 123, pp. 23-25) .j

Further, tbery reiterated the recommendatlon-that the DOD

establish uniform netgotiation procedures.

The Air Force has devised a coupled guideline/judgmontal

approach -which seems to satisfy 'the intent of the original

OoD, concept of uniform negotiation, procedures to preclude

inequities to contractors. Further, this approach has

enabled the Air Force IR&D Policy Coquacil to review and

approve overall negotiation objectives on a year-by-year

basis. Menceo it woald appear thst uniform guideline/judg-

mental procedures could be developed DOD-wide if interservice

!bahrr irs could be lowered omewhat.

4.4143, Technitmal EvaLvations

Incr*ased emphaiis, on technical evoluaations waw one ,of

the key taspects of DDR&,'s five point plan to improve -DOD

administration ot IRWD. Uniform procedures were lnplomented

by 1a vevitalized Techlnical Evaluation Group chaired by an

ODSM awpresentativoe (see Section 3.3.3.). The issue now

is the efficiency and effectivene"s of the technical evalua-

tAion process..

The GAO in its detailed review of I'OD implementation of

Section 203, ,Public Law ,1-441 had only one criticism of the

technical evaLuation process and that was related to the

need for consistext, adequate feedback of the results of
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technical evaluations (Ref. 123, p. 21). Further, the GAO

recommended that the DOD improve the administration of con-

tractors' IR&D by:

"Establishing guidelines 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)

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).

In a recent interview Dr. Currie, DDR&E, commented

favorably on the technical reviews:

"Our IR&D review teams are gutting the cooperation
of the companies, and I believe that the review is
very effective." (Ref. 124, p. 8)

Another positive reaction to the current process came from

the Commander of the Air Force Flight Dynamics Laboratory.

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

corporate management of IR&D in parallel with the govern-

ment's improvement in its technical evaluation process.

Further, he observed that:

"The IR&D programs are evaluated with more scrutiny,
technical expertise, and depth than any other R&D
element." (Ref. 114)
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In their comments on the above cited GAO report,

industry complained that the cost of the technical evaluation

process was substantial and that they desired "cg9nomical 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 are
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 Forc, 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-

ficial ... . (Ref. 104, p. 118) Further, in his recommen-

. dations, Admiral Rickover suggests t'hat the DOD should

direct contract any projects which have sufficient benefits

to warrant the cost so that ". . . xesponsible Government

officials 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 timel.y visibility of and influence

on contractor IR&D efforts and provides the contractors an

independent assessment of their IR&D 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 ri-elationship (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 a military function or operation or any indication
as to what the provision was intended to achieve."
(Ref. 125, p. 2)

' Thus, it should rnot be surprising that there are differing

interpretations of what was expected from the reqitirement and
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what should be done about it,

Support for a continuation of the agency relevancy

1equ-irement has come from the supporters of the first dis-

"senting position of the Commission on Government Procurement

and, generally, from the Military Departments,

Those supporting no relevancy requirement or a government-

wide requirement (tantamount to no requirement, in the author's
view) areindustry (Ref. 115, p. 33), the supporters of the

majority recommendation of the Commission on Government Pro-

curement (Ref. 1, p, 31), the Defense Science Board Task

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

OSD staff level. The arguments in favor of a liberalized

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

XR&D as company-funded, and so forth,

SSenator Proxmire argues that the PMR requirement has

not been effective since few if any ceilings have been

lowered because of the requirement. He asperts that this is

because of contractor "brochuromanship" and not a true

potential relationship although he provides no support for

this assertion. (Ref. 103, p. S17517) Admiral Rickover has

a similar view; . the Department's interpretation (if

S~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--require 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 of costs.

However, the requirement may well have utility to the DOD in

precluding gross redirection of effort to non-DOD areas.

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

Background

The DOD policy on patent and data rights on items result-

ing from IR&D was the subject of much discussion in the early

1960s and the DOD policy was clearly stated in several letters

during that priod of time:

"The Government does not - and should not - automatically
acquire 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 sei'vices."
(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 .hare 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 most likely to assure a dontinu-
ing flow of new technology of importance to the
national defense." (Ref. 18, p. 6; see also Refs. 17i and 20)

The GAO challenged the DOD policy on patent rights in

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

should receive royalty-free license rights to inventions

arising from IRUD. (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 senior

defense officials again in early V-170 prior to approval of

the new DOD policy statement on IR&D/B&F. Secretary Packard

approved the continuation of the DOD policy of not acqui.'ing

rights to technical data and patents arising from IR&D

Sprograms. (Ref. 54)

Current Issue
l This is one of the few policy areas in which the DOD

policy is at an extreme limit. In this case industry fully

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
in the purchase prico of a company's products or
services. As any other customer, the Government
benefits from improved products or services resulting
from inventions conceived during IR&D. 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 techni.cal data developed

under these programs, Admiral Rickover cited one example

of an automatic welding machine which wa• "veloped under

IRWD in a military division, transferrod to a commercial

division, then marketed to defense contractors whi 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. S17518 and Ref. 104, p. 120) Neither man mentioned that

the GAO bad earlier reported that because of the nominal

AEC participation in contractor IR&D costs, there had been

noinstances 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)

92.
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In summary, this is one of the few areas in which DOD

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

of inequities but the real cost of the policy has yet to

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

justify a major policy change, However, if the current policy

can be shown to have a high cost to the DOD then a policy

change may be in order.

4.4.6. Cost Classification

This problem was mentioned in Section 3.1. as an area

of concern during the 1960s. During those years, there was

a ceiling only on IR&D. Bid and proposal and other technical

overhead costs were not covered by ceilings. Consequently,

there was considerable concern regav'ding the migration of

IR&D-type work into the area, which had no ceilings. An

attempt was made to solve both of these problems in the 1971

cost principles. A ceiling was placed on bid and proposal

costs and they were made interchangable with IR&D. The IR&D

and B&P definitions were broadened to include additional

efforts which were felt to be a legitimate part of IR&D/B&P

(e.g., systems and other concept formulation studies). t

Otr t a eorts which were not reseach and develop-.

S~ment in nature wo~re to be placed in other overhead categories

.(e.g,, maintenance of complex test equipment), Thus, this

S~problem was to have been solved,
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While the magnitude of this problem may have been

lessened by the actions taken in 1971, it has not been solved--

only shifted to now areas. Today, there are ceilings on IR&Dfl

and B&P costs. However, there are other overhead areas which

include technical activities or efforts by technical personnel
(e.g., manufacturing and production engineering, standardiza-

tIon efforts, selling costs, and so forth) which are not

constrained by ceilings. Thus, -the gray areas between costs

covered by ceilings and costs not covered by ceilings have

not been eliminated but only shifted to different areas.

One other development in this area during the 1970s is

that the Technical Evaluation Group has been designated to

support contracting officers in resolving these problems.

During the last three years the Ali, Force IR&D Technical

Manager has participated in about one dozen cost classifica-

tion cases. There are indications that the frequency of

cases is increasitig as the auditors and plant representative

personnel sharpen their reviews in these areas.

In summary, it doesm -t appear to the author that there

is any way to avoid a cost classification problem so long as

some areas of indirect cost are capped with ceilings and

other areas have no similar limitation. Further fine-

tuning of definitions will certainly not eliminate the

problem. One way to avoid the problem is to develop proce-

dures for capping all 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 cosLs on negotiated contracts.

4,5, Government-Wide Policy

A serious attempt was made during the early 1960s to

develop a Government-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.

The Commission on Government Procurement recommended

* that IR&D receve 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, (Ret', 1.15, p. 34) The GAO

recently surveyed Government agencies foi- their views on

this topic and found no unanimity among federal officials

on the need for uniform, Government-wide policy on IR&D.

However, the GAO expressed its support of the recommendation

of the Comwission on Government Procurement. The Pixecutive

Branch Position on the Commis.ion on Government Procurement

IR&D recommendation is currently being staffed through the

government agencies. The recommended position is to use

the DOD policy and procedures as the standard with one

exception--the agency relevancy requirement would be broad-

ened to a government-wide requirement. The recommendation

4 also provides a mechanism for exceptions to the standard

policy. (Refs. 129 and 130) The outcome of this effort
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will not be known until the various government agency positions

are formally established. However, the recent creation of

Lho Energy Research and Development Adminitration (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 or 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 as

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 because 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 unfold. 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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pi'efor DOD administrative solutions. What will evolve this

year is uncertain because the key House supporters of IR&D

Sare 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 balance to the disn.dvantage of the Department

of Defense.
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APPENDIX A

DOD IR&D COST PRINCIPLES (1959)

St&-20.35 N awe d Delopin 6#4
(a) Blico researh, for the purpose of this Part 2 I that type of research

wicth is directed toward incronso of knowledge Wu scienco. In such roioaroh,'
thh prinary &6in of the hivestigator Is a fuller knowlodge or understanding of
Ooc subject under study, rather tbtti any *raotikal kpplication thoroof. 4j.iiqd
T-sear o, , -or Z;ho purpose •f this AAt• 2, conshis1 of'Lltht type of olbri % ach
(W) normally follows basic research, but mb7 hMt be severable from the reated
basl research, (iH) attempta to determine ~nd expand the potontlamties oi now*
-sclofieio discoveries or improvemontsi ion lindnogy, m•tLeti4lso proesesm
mothods. dovices, and techniques, and (WlU) attoiolpis to "advaeno the stato off
thl lit/" Apprtd roearch does neot include nut buch sftorts when their prinV .
-d ,.al aim is the design, development or Le•t of sp"el0 alriclps or wervios to be
oncred for sale, -which are within 16b dfintioiA of the term development u
hereinafter provided.

* dre(b) Development Is the systewrluto use of gelontdho knowledge whach I.
dlroA toward the ýroductmoh of, or Worovfmenb in, usotAl products to meot
specific performanon requirements, but exhdisi -i of miiLhutacturlng and,produo.
tion engineoring.

(e) A contractor's lndepondhot rt ar and deveiopment is that reasarek
and developmient which is not sponsored by t ontrmat, grant, or other arrang•.
meat.

(d) A contractor's costs of indepoenden research is defined in (a) and (a)
above shall be allowable as indirect costs (subject to paragraph (h) below),
WO. pre/d they are allocated to all work of the contractor.

(e) Costs of contractor's independent development, is defined in (b) and
(c) above (subject to (0) below), are n06ioablo to the exteht tfat sn.h'dvclop-
ment ins related to the product lines for whic6 tue c oyernment lias o6ntracts,
provided the'costs are roasoniblo in amouns and are allocaoted 4A iii~hret, costs
to all work of the contractor on oiuch product lines. In cases wiore a con-

I tractor's normal course of business does not involve production work, tha cost
of independent development Is allowable to the extent that such d'evolopment is
related and allocated as an indirect cost to the field of effort of Government
research und development contracts.

() Independent research and development costs shall-inoludo in amount
for the absorption of their appropriate share of indirect and vdministrotivo
costs, unless the contractor, in accordance with his accounting practices oons-
sistently applied, treats such costs otherwise.

(g) Research and development costs (including amounts capitalized),•. regardless of their nature, which were incurred in accounting periods prior to

the award of a 1 trticular contract, are unallowable except wrer. allowable j
precontract costs. (See 15-205.30.)
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(h) The roasonablonoes of expenditures for independent research and
development should be determined in light of all pertinont considerations such
as previous contractor research and development activity, cost of past programs
and changes in science and technology. Such expenditures should be pursuant
to a broad planned program, which is reasonable in scope and well managed.
Such expenditures (espe•ialy for development) should be scretialsed with
great cooe in connection with contractors whose work is predominantly or sulbl.
stantiuily with the Government. Advance agreements as described Is 16-107
arc particularly Important In this situation. In recognition that cost sbharig
of the contractor's independent resoarch and development program may pro-
vido motivation for more efficient accomplishment of such program, it is
desirable in some cas that the Government boar less than an allocable shaie
of the total cost of the prograr. Under these circumstances, the followingA.ra 411ong the approaches which m~ay be used as tho basis for agremront,:
(I) review of the oontractor's proposed indepndent research and development
program and agreement to accept the allocable costs of specific projcta;.-
(ii) agreement on maximum dollar limitation of costs, an allocable portion
of which will be accepted by the Government; (ii) an agreement to acept the
allocable share of a percentage of the contractor's. planned research $ad do-
velopment program.

"A-2
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APPENDIX B

AEC IR&D COST PRINCIPLES

9-15.205-35 Research and. development costs.

(a) AEC does not accept a goneral allocation of independent re-
search and development costs. Such costs are considered unallow-
able except to the extent specifically set forth in the contract.
Research and development'costs may be made allowable only to the
extent to which they provide a direct or'ind rect benefit to the
contract work.

(b) independent research and development may be determined to
be of benefit to the 'contract work' wen i is in the general field
of the contract work an4 where' the r Itlts may well have some,
future bearing on the contract work.' The' words "direct or in-
direct benefit" are used to allow some flexibility and to per-
wit some baric research in the genera4 field ol the contract
work.

(c) The determination that an independent research and develop-
ment project is of benefit to the conttack requires the exercise
of technical judgment. It is not sufficient that the project re-
late to the field of atomic energy; technical staff must find
that it is related to the contract work. Areas of interest whichmay relate to the contract work include: Technological methods
or processes, materials research, work in the same technical field,
etc. For example, independent materials research tin aluminum alloy
properties might be related to the contract wor it' a contract con-
cerns the manufacture of fuel elements using aluminum alloy. Beryl-
lUum research, on the other hand, would not be relevant in this
came. Such research might, however, relate to other ABC contracts.
In master contracts or in contracts where several tasks are in-
volved, to be of benefit the independent research and development
project must relate to one or more of the tasks.

(d) A technical appraisal of each of the projects included in
the contractor's independent research and development program is
necessary to identify any that may be acceptable under the above
principle for allocation to the AEC contract work. In additien
to excluding any projects which do not provide a direct or in-
direct benefit to the ABC contract work, the following shall aiso
be excluded: (1) Any research and development projects primarily
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of a promotional nature, such as projects directed toward the de-
velopment of new business or projects connected with proposals for

new business (e.g., a 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 sources, and (3) any such otherwise

acceptable project which duplicates research and development work

sponsored by ABC. The cost of research and development which has

not met the test of benefit to the contract work should be ex-

eluded from any distribution of allocation of overhead to the con-

tract.

(e) Where technical staff or proper skill and qualification is

not available or the questi6ns cannot be easily resolved by Field

Offices, Headquarters staff should be called into consultation.

(f) After segregating the research and development which ham

been determined to be of benefit to the xEC contract work, the
cost thereof shall be allocated to the contract work using the

Smethod approved by ABC for the distribution of other overhead eo-

penses.
(g) When ABC is the predominant customer, special consideration

must be given to whether the independent research and development

of benefit to the contract work should be performed as part of the

contract work. This is necessary to avoid the apportionment .to

the ARC of most, if not all, of independent research and develop-

ment costs over which the AEC would have no direct control. Only

an amount which is reasonable under the circumstances should be

allowed. Contracting officers may find it desirable to:

(1) Specify a maximum dollar limitation of independent research

and development cobts, an allocable portion of which will be ac-

t' ceptod by AEC, or an allocable share of a percentage of the con-

tractor's independent research and development program which will

be accepted by AEC.

(2) obligate the contractor to give the contracting office ad- '

'.> •vance notice of any termination of an accepted project or changes I,

which require the contracting officer's approval.

(h) Where AEC shares in the cost of an independent research and
development I project of a contractor or subcontractor and its

I The term "independent recearch and development" means either research or de-

velopment or both. Because of the insignificant amount involved, the situation

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.

D - 2
............ ...... ...



share of the cost (predetermined or actual) bears the percentage
relationship indicated below to the total cost of such project

r during the contractor's or subcontractor's annual accounting pa-

rfod, 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 subcontractorls
accounting periods

AEC's shire Technical data ac4uired Patent rights acquired

Less than 20 Summary reports, to the extent None
percent. requested by ABC, will be fur-

nished on specific independent
research and development projects.

20 percent or Summaery reports shall be furhiished Monexclusive, iI,-
more, but of the pertinent IRD project in- revocable, paid-
less than dicating the progress and speci- up license to ABC
75 percent. fying whether any inventions or for AEC purposes.

discoveries were made ot cb€heived
during the pertinent accounting pe-
riod and, if requested by Atc, a
complete and detailed technical re-
port shall also be furnished.

75 percent or All technical information and data Nonexclusive, ir-
more. on IR&D projects will be furnished revocable, paid-

AEC for dissemination and use as up license to the
ABC sees fit, but insofar as such Covernmest #or all
technical information and data dis- purposes, with the
close patentable subject matter, right to grant sub-
the same will not be disseminated licenses for all
until patenting action has been purposes.
taken.

SUpon a determination of the percentages as hereinabove provided, the
appropriate patent and technical data provision shall be incorpo-
rated in the contract in accordance with AECPR 9-9.5019.

(i) Determination of the percentage of ABC's share of the cost
of a contractor's independent R&D project shall be made on the
basis of the share of such cogt provided by all AEC contracts and
subcontracts during the contractor's or subcontractor's annual
accounting period.

(j) The field office with the predominant contract interest will
be responsible for determining the percentage of the total support
provided or to be provided by ABC 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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Mk) When the cost of the work involved in segregating the inde-
pendent research and development which benefits the contract work
is disproportionate to the amounts involved, a flat amount not ex-

ceeding either (1) 5 percent of the contractor's total estimated
cost of independent research and development, or (2) 5 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 research and development, whether

or not accepted as allowable cost$ shall include an amount for

absorption of their appropriate share of related indirect and
Pa.inistrative costs,

(a) As in any overhead determination, there shall be proper
coordination among field offices (and Headquarters, where de-
sirable) in determining the amount of independent research and

development which is allowable where more than one office has
a contract or contracts with the same contractor. Whore the
amount is significant and more than one office is involved, the
guidance of Headquarters should be sought.

(n) Any limitation on the reimbursement of independent re-
search and development is not to be used to justify an Lncrease
in the fee.

0-4
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APPENDIX C

SECTION 203, PUBLIC LAW 91-441

Own. 306 (a) Funds authorlwe far appro. (b) In the event negotiations awe hold with
"priaon to the Department of Deforme urn- any company or product division with which
del the provisions of this Act ad, any other they awe required under subsection (a) (11 CC

Act shall not be available for payment Of thils seotion, bout no agfroement is reached
independent research and development, bid with any such company or product division-.

and ropsal orothr tehnial ffot Csts (1) nopayments for Independent reseairch
unless the work for which payment to made and dsvelopment, bid and posa.and
the Department of Defense and unleon the to any such company or product division dur-
following conditions are metk- Ing the fiscal year for which an agreement

* 1) the Secretary of Defense, prior to at was not reached, except in an samount Sab-
during each fisal year, negotiates adance atanualaly low. than the amount which, in

* Epesonto establishing A dollar oelling on the opinion of the Depertment or DOEfe"s,
suc hei c asts prellCedi anisca whear recie otherwiompany oer eProlducto recivesio anud

rlaguchei coss wirellc mpang es whurchivdur suhews comany bor protlducto d ecives;o woud
more than $20(00000 of Independent re- (2 the amounkt of money reseived by that
search and development, bid and proposal, or Company for lndependant research and do-.
other technical effort paymentS from the vel nment, bid and proposl. a&d other teoh.
Department of Defense, the advance siree. a= ~effort otdunIelt rM i
a malst thus negotiated (A) to cover the final year costs b dncuri ed Ins lesto mugf.O fAt sal year of each such company be- Copiac byte InlDeditnt of Datens
ginning on or aS tr the beginning of each wit'% the ceiling established by Congress.
decal yoar of the Medral Government and pursuant to subsection (a) (4) of this soc-
(111) to be concluded either directly with tion, for the fiscal year In question.
meah such company or with those product (a) The Secretary of Defense shall submit
divisions of each such Company which Con. an annual report to the Congress on or be-
trac" directly with the Department of Do. fore Jantlary 3i, 1972, and on or before Janu-
fense and themselves received more ara sy 81 of each succeeding year, setting forth-
IMM.00 of such payments during their (1) those companies with which negoctia-
sempany's last precedinge Gsael "ar tIona were held pursuant to Subsection(91) the independent resarc and davel- (a.) (1) of this section prior io or during the
opment portios of ti~e advance agreements@ rn sa er ogte ihtersl
thus negotiated are based on company sub- of those negotiations,
mitted plans on each of which a technical (9) the manner of his compliance with the
evaluation is performed by the Depar'tment ceiling established by Congress for the pre.
of Dbefense prior to or during the 85051 you cedliu fiscal year pursuant to subsection (a)
covered by such advance agreement; (4) ofthis setion and
a2)nd deveiop nt, bir and papoeandn r teserc Audi Agnysaisisohe IatAtaalbeDfndependntrc
AndIt dvlpment, idn fnd prodposal ad otheearch udit thency avatilablote Defa epn4=6~c

technical effort costs art made by the De- research and development, bid and proposal,
Spertinent of Defense to any Company or andl other technical effort payments made

product division with which an advanse to major defense Contractors whether or not
agremen isrequredby ubowion(a)(1) covered by subsection (a) (1) of this sectiou,or this Section, exetpursuant to the terms (d) 7Ue provisions of this section shal

of that agreement: and apply only to contracts for which the sub-
',(4) the total dollar value of the advance mison and Certification of cost or pricing

agroewents negot~ated prior to or during a data wre required An accordance with eec-
given fsAl year as teuIrod undst cubaes. tion 1008(f) of title 10, United S1tates Code,wion (a) (1) of this secton does nog exceed (a) 7%e celling to be established pursuana aeulln to be Gotabsed annually by the tosubsection (a) (4) of this sectIon tor fisca

Ccsaees.year ending June 30. 1071, shall be 61111,-
000,000,

Mf Section 406 of Public Law 91-121 (00

11at. 304) Is hereby repealed,I-
L



"APPENDIX D

DOD IR&D COST PRINCIPLES (1971)

F;IS-205.3S Independent Resuarch arid Developmmnt Cost.
(a) Definitions. A contractor's Independent research and development effort

(IR&D) is that technical effort which is not sponsored by, or required in per-[ formance of, a contract or grunt and which consists of projects falling within the
following three areas: (1) basic and applied research, (Ih) development, and (iii)
snystems and other concept formulation studies. IR&D effort 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.

(I) Didsc research is that research which Is directed toward increase of
knowledge in science. The primary aim of basic research is a fuller knowledge or
understanding of the subject under study,'rather than any practical applicatitin
thereof.

(2) Applied research is that effort which (A) normally follows basic
resuarch, but may not be severable from the related basic research. (B) attempts
to determine and exploit the potential of sclentific discoveries or improvements in
technology, materials, procoses, methods, devices, or techniques, and (C) at-
lempts to advance the state of the art. Applied research does not include eflorts
whose principal aim is design, development, or test of specific items or services to
be con0idered for talo, these efforts are within the definition of the term ',

development," defined below,
(3) Development is the systematic use, under whatever name, of scientific

oWd technical knowledge in the design, development, tsut, or evaluation of a

potential now product or service (or of an improvement In an existing product or
service) for the purpose of meeting specific performanco requirements or objeo-
Otves. Development shall Include the functions of design engineering, prototyping,
aind tiglneerlng testing.

(4) Systems and other concept formulauion astAdiea are analyses and study ef-
forts either related to specific IR&t) efforts or. directed toward the identification
of desirable new systems, equipments or components, or desirable modifications
and insprovenients to existing systems, equipments, or components.(5) Conimany Includes all divisions, subsidiaries, and affiliates of the con-

tractor under common control.
(b) Connpuosigin of ('.,vis. IR&D costs shall include not only all direct costs,

but also all allocable indirect costs except that peneral and administrative costs
shall not he considered edocable to IR&D. Both direct and indirect costs shall be
determined on the same basis as if the IR&D project wore under contract,

D-1
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(c) Allocation. As a general rule, IR&D costs shall be allocated to contracts

on the same basis as the.gcneral and administrative expense grouping of the profit
center (see 3-1003.3) in which such costs are incurred, However, where IR&D
costs 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 those instances when allocation of IR&D through
the O&A base does not provide equitable cost allocation, the contracting officer
say approve use of a differe.nt base. Where allowable IR&D is established by ad-
vance agreement pursuant to (d)( I) below, the advance agreement shall specify
the allocation procedures.

(d) Allowability. Except as provided in (e) below, costs for IR&D are allowa-
ble only in Accordance with the following:

(I) Companies Required to Negotiate Advance Agreementes (CWAS-NA).
(A.) Any company which received payments, either as a prime con-

tractor or subcontractor, in excess of $2 million 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
ceiling for allowability of IR&D costs for the following fiscal
year. Computation of the amount of' IR&D and B&P costs to
determine whether the $2 million criterion vas reached will in-
clude only those recoverable IR&D and B&P costs allocated
diring the company's previous fiscal year to all DoD prime con-
tracis and subcontracts for which the submission and certifica.
tion of cost or pricing data was required in accordance with Sec-
tion 2306(f) of Title 10, United St.it.s C.ode. The computation
shall Include full burdening in the sarme manner as if the IR&D
and B&P projects were contracted for except that G&A will not

be applied,
(B) When a company meets the criterion in (A) above, required ad-

vance agreements may be negotiated at the corporate level
and/or with those profit centers (sac 3-10033) which contract
directly with the DoD and which in the preceding year allocated
recoverable IR&D and I&P costs in excess of $250,000 includ-
ing burdening as in (A) above, to DoD contracts and subcon-
tracts for which the submission and certification of cost or pric.p
ing data was required in accordance with Section 2306(f) of

Title 10, United States Code, When ceilings are negotiated for
separate profit centers of the company, the allowability of IR&D
costs for any center which, In it. previous fiscal year, allocated
less than $250,000 of Il&l) and B&P costs to such DoD con-Stract3 and subcontracts may bk% determined in accord~ance with

(d)(2) below.
(C) Companies which meet the threshold in (A) above shall submit

technical and financial Information to sttpport their proposed
IR&D program In accordance with guidance furnished by the
Armed Services Research Specialists. ConMtttee, Results of' the I:

technical evaluation performed by the Armed Services Research

: D-2



S$Specialists Committee, including determination of potential rein-

tionslhip, will be made available to the contractor by the aogni-
m zlint Departmental central office.
(D) Cialing& are the maximum dollar amounts of total cosot for
Oov.IR&D work that will be allowable for allocation to all work of

that part of the company's operation covered by an advance
Thetotagreement. Within the ceiling limitations contractors will not be

.. required to share [R&D costs. In negotiating a ceiling, in addi-

tion to other considerations, particular attention must be paid to"'•' :;such factors as:

.2.(1) The , technical evaluation of the Armed Services Research Specialists

Committee including the potential relationship of IR&D project to a
military function or operation.

(11) Comparivon with previous year's programs including the level of theSG~overnr.jent's participation.
S(111) Chang ,s in the Company's business activities.

(E) The total amount of IR&D costs allocated to DoD contracti
pursuant to this subparagraph ( 1) shall not exceed the total of

expenditures for IR&D projects with a potential relationship to a
o tmilitary function or operation. For contracts which do not pro-

vide for cost determinations on a historical basis, this require-
ment will be considered to have been met if the estimated [R&D

' €~osts allocated to the contract do not exceed its proportionate i
share of the total estimated costs of IR&D with a potential rela-

: tionship to a mili~tay function or operation.
' (F) No IR&D costs shall be allowable if a company fails to Initiate

•: negotiation of a required advance agreement prior to the and of

the fiscal year for which the agreement is required.
"(0) When negotiations are held with a company meeting the $2 mU-i

lion criterion or with separate profit centers (whin negotiations
are held at that level under (B) above) and an advance agree-
ment is not reached, 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
reduced payment shall not exceed 75% of the amount which, in
the opinion of the contracting officer, the company or profit
center would be entitled to receive under an advance agree-
ment, Written notification of the contracting officer's deter.
mination of a reduced amount shall be provided the contractor.

L•: In the event that an advance agreement is not reached prior to
the end of the contractor's fiscal year for which such agreement

Iis to apply, negotiations shall immediately he terminated and the
contracting officer's determination of the reduced amount shall
"be furnished,

* (H) Contractors mny appeal decisions of the contracting officer to
reduce payments. Such appeal shall be filed with the contracting
officer within 30 days of receipt of a decision. For the purpose

3D-3
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II
of hearing and deciding such appeals, each department will
establish an appeals hearing group consisting of the following:

(I) A representative to be designated by the Assistant Secretary (Instal-
lations and Logistics) or the Director, DSA, who shall be Chairman;

(i) A representative to be designated by the Assistant Secretary
(Research and Development) or ODDR&E in the case of DSA; and •S(ili) A representative to be designated by the General Counsel, Judge Ad-
vocate General of the Department or Counsel of DSA, Determina-
dions of the appeals group shall be the final and conclusive deter.
mination of the Department of Defense.
(1) Advance agreements negotiated shall include at least the follow.ing:

(I) A separate dollar ceiling for IR&D. However, provision shall be
made permitting the contractor to recover costs for IR&D above the
negotiated ceiling, provided that recovery of B&P costs covered by
the same agreement is decreased below its ceiling by a like amount.

(ii) A provision stating how IR&D costs are to be allocated (see (c)
above).

(ill) 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 exceed A such contracts' ullocable share of the ceil-
Ing, and B the totul costs of the contractor's IR&D determined to
have a potential relationship to a military function or operation,

(iv) A statement that estimated costs or actual costs incurred, as ap-
Spropriate, not in excess of the ceilings negotiated ;hall be used in the

pricing of'all contractual actions when negotiations are based on cei-
ments 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 amd interim billing will be
N. developed by and obtained from the cognizant central office of

the Department rcsponsible for negotiating IR&D advance
* agreements, The IR&D factor shall exclude estimnated or actual

costs for projects considered unrelated to a military function or
operation.

JQ•b(2) Companies Not Required to Negotiate Advance Agreements (CWAS), Al-
lowable IR&D costs for companies not required to negotiate advance agreements
In accordance with (I) above shall be established by R formula, either on a com.
pany-wide busis or by profit menters, computed as follows:

(i) Determine the ratio of IR&D costs to total sales (or other base ac-
ceptable to the contracting officer) for each of the preceding three
years and average the two highest of these ratios; this average is the
IR&D historical ratio;

(ii) Compute the average annual IR&D costs (hereafter called average),
using the two highest of the preceding three years-

(i11) IR&D costs for the center for the current year which tre not in ex-
cess of the product of the center's actual total salus (or other ac.
"cepted base) For the current year and the IR&D historical ratio com-

j ,D-4

"•• . . •...... - -.. •,,• .. "" . ... '.. ... ,. . .. .'.,.,. ""..'....,"...""t •



~-k-' -'.

puted under (I) above (hereafter called product) shall be considered
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 (ill) above are
not allowable except where the ceiling computed for bid and
proposal cost under 15-205.3 is reduced in an amount identical to
the amount of any increase over the IR&D ceiling computed in (W)
above.
However, at the discretion of the contracting officer, an advance agree.
meat may be neRotiated when she contractor can denmonsrase that the
forpnula would produce a clearly Inequitable cost recovery. The require.
mentr of (d)(I) above are not mandatory for such agreements.

(e) Deferred Costs CWAS.NA), IR&D costs which were Incurred in previous
accounting periods are unallowable, except when a contractor ha developed a
specific product at his own risk in anticipation of recovering the development
"costs in the sale price of the product providcd that:

* (I) the total amount of IR&D costs applicable to the product can be
Identified,

(2) The proration of such costs tosales of the product is reasonable,
(3) The contractor had no Government business during the time that the

costs were incurred or he did not allocate IR&D costs to Government contracts
except to prorate the cost of developing a specific product to the sales of that
product, and

(4) No coats of current IR&D programs are allocated to Government work
except to prorate the costs of developing 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 a specific provision setting 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 can and thereason for accepting the deferred costs,
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APPENDIX E

,SUMMARY OF RECENT DIALOGUE ON IRUD

While it might have appeared that there was consider.-

able activity in the IR&D area in the 1960s, the pace of

" such activity has increased, in the 1970s. The GAO has con-

* ducted an annual review of DOD implementation as well as

several special topic reviews. As a consequence of a renewed

challenge to IR&D by Senator Proxmire, the GAO has underway

an in-depth investigation of IR&D, industry formed a tri-

association committee on IR&D and the DOD established

another DSD Task Group to examine DOD IR&D Policy. The major

events since the passage of 3ection 203, Public Law 91-441

are summarized bekow:

Date Event

March 1971 GAO Report, "Feasibility of Treating Con-
tractor's IR&D Costs as a Budget Line Item"

April 1972 GAO Report, "Implementation of Section 203,
Public Law 91.-441, On Payments for 1R&D
and B&P Costs"

December 1972 Report of the Commission on Government Pro-
curemen t

April 1973 GAO Report, "Payments for IR&D and B&P Costs"

August 1973 GAO Letter Report on IR&D Data Banks

September 1073 GAO Letter Report on Small Contractor Problems

V September 1973 Senator Proxmire Amendment to Limit IR&D

March 1974 Industry Position Paper on IR&D and B&P
Efforts

"April 1974 DDR&E Statement to Congress
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Date Event

May 1974 GAO Report, "DOD's Implementation of
Section 203, Public Law 91-441, Involving
Contractor's IR&D"

May 1974 Admiral Rickover Statement to House Sub-
committee on DOD Appropriations

May 1974 Statement of Principles for DOD Research
and Development

August 1974 GAO Partial Report, "In-Depth Into Investi-
gation IR&D and B&P Programs"

December 1974 GAO Repor.t, "IR&D Allocations Should Not
* Absorb Costs of Commercial Development

Work"

February 1975 DDR&E Statement to Congress

February 1975 DSB Task Group on IR&D Report

Impending GAO Final Report, "In-Depth Investigation

into IR&D and B&P Programs"

Each of these items will be summarized in the following

paragraphs.

E.1. GAO Report, "Feasibility of Treating Contractors

IR&D Costs as a Budget Line Item," March 1971 (Ref. 118)*

* The GAO conducted this review in response to a request

by Seuator Proxmire for GAO's views as to the feasibility

of converting contractors' IR&D to a budget line item. The

GAO concluded that a line item control of IR&D payments to

major defense contractors can be developed using estimates

based on historical data, together with the DOD's estimate

*References are cited in the List of References
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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

challenged the depth of the GAO investigation. The DOD

ro,-ponse pointed out a numtbor o(f possible problem arta-. 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 and B&P Costs," April 1972,

(Ref. 125)

This was the first yearly review of DOD's implementation

of Section 203, Public Law 91-441 done in response to a

request from Senator Stennis. It was recognized by the GAO

reviewers 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 arose early in
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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 IR&D and BkP 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
t'iI

and two dissenting positions. The majority 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 prdvide

a. Uniform treatment, Government-wide, with
exceptions tr'eated by the Office of Federal Procur'emest.

Policy

b. Contractor cost centers with 50 percent or mare
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 determined by the
present DOD formula.

c. Contractor cost centers with over 50 percent
. cost type contracts should be subject to an agency
1 relevancy test. No relevancy restriction should be

applied to other contractors.

SThis recommendation was supported by six of the 'twelve Com-

missioners:

Porkints McGuire, Consultant and Corporate Director

Paul W. Seamer, Senior Vice President and Director,
Valtec 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 popition #1 was to

retain the current DOD procedures coveringIRUD and B&P
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costs which were adopted pursuant to Section 203 of the 1971

Military Procurement Authorization Act. However, two new

items were added. First,.agency procurement authorization

and appropriation requests would be accomplished by an

explanation of the criteria established by the agency head

for such'allowances. Second, the government should obtain

sufficient access to contractors' commercial records to

enable a determination of the allowability of the costs (this

item relates to difficulties the GAO encountered obtaining

such access at one contractor--see Section N. 14). The

first dissenting position was supported by:

Lawton H. Chiles, Senator, Florida;

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 position was sponsored by Frank 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 war chaired by Mr. Charles

Deardorff, OASD(IL). The proposed Executive Branch position,
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is currently, being reviewed by the General Services Admin-

istration,

It is unlikely this effort will have much impact on DOD

IRhD policy since most of the 'Congressional/GAO Commissioners

supported a continuation of the current DOD policy with minor

suggestions for change. Additional backup Information is

included in Reference 132.

1.4. GAO Report, "Payments for IR&P and B&P Costs, ,

April 1073 (Ref. 123)

This was the second annual review 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 recommended that the DOD should:

- Insure compliance with the intent of the Armed
Services Procurement Regulation which prohibits
cost sharing within the ceiling,

- Perform after-the-fact reviews as soon as possible
after the contractor's fiscal year ends to provide
additional data for subsequent negotiations.

- Issue guidelines to the Services to insure more con-
sistent determinations of potential military relevancy.

3-7
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- Continue to emphasize the desirability of negotiating
advance agreements either prior to cost incurrence
or early in the contractor's fiscal year and to seek

alternative means of solving this problem.

Establish uniform negotiation procedures and policies
for negotiators to aid in the consistent and equal
treatment of contractors.

Establish guidelines that uniformly recognize, during
ceiling negotiation, the technical quality of con-
tractors' IR&D programs with reward or penalty, an
appropriate.

Require the Services to maintain negotiation files
which record the rationale and show the dollar
effect of the factor considered in establishing the
ceiling.

The DOD generally agreed with the GAO recommendations (Ref.

133) and acted to implement them by issuing guidance on

negotiations and PUR determinations (see Refs. 76 and 86).

The primary recommendation 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-

stantial and satisfactory progress" during the past year in

further implementing the provisions of Section 203.(Ref. 134)

F.5. GAO Letter Report, IR&D Data Banks, August 1973, (Ref.

94)

This was one of two GAO special reports on IRUD issued

in 1973. The GAO report questioned the need for two IR&D

data banks, the adequacy of use to justify oven one data

bank, and the appropriateness of current data bank procedures

sincm they seemed 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. 135) The DOD Technical

Evaluation Group was also tasked to evaluate the data banks

and the results are discussed iii Scction 3.3.7. i

E.6. CIAO Letter Report, "Small Contractor Problems with

DPC 90," 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 some

reason the formula does not provide an equitable result. In

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

Samendment to the IN 75 DOR Military Procurement Authoriza-

tion Bill which, if passed, would have required a 50 percent

reduction in the DOD's reimbursement of IR&D, 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,
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Senator Proxmire in his comments to the Senate (Ref.

103) once more challenged the concept of IR&D/8&P but in

stronger terms than in the past. His statement includes

the following comments: a case can be made that IR&D is a -t

backdoor boondoggle and ought to be eliminated altogether;

DOD controls have not been effective and IR&D costs continue

to rise, both In dollar amounts and as a percentage of

defense sales; the test of relevancy is not effective; IR&D

amounts to a Pentagon subsidy for major defense contractors

I and has been used to prop up defense contractors whose sales

have declined; IR&D contributes to the continued dominance

of the large aerospace firms; the Pentagon has not demonstra-

ted a willingness or capability for determining, whether pro-

posed IRLD work is ever actually performed or whether such

work benefits the government; the government receives no

"license, patent, royalty or other rights in any inventions

that result from IRUD efforts paid for with taxpayers'

money; and IR&D contributes to hidden profits,

Subsequently, Senator Proxmire's staff and the staff

of the Armed Services Committee prepared a group of specific

questions to be addressed by the GAO. These questions were

forwarded to the GAO by letters dated 8 October 1974. The

GAO was asked to do a comprehensive study and include alterna-

tive recommendations . . . so that the Committee will have

a choice of actions which may be adopted." The 22 questions

are reproduced as Appendix F. The response was originally
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Y, requested by 1 April 1974, However, the magnitude of the

task precluded completion by that time. A partial report

on the in-depth review was subsequently published in

t, AugUst 1974 (See Section E.13) and as of 15 April 1975 the

S- final report has still not been published but is expected in

mid-June 1975.

In response to the challenge to IR&D, industry estab-

lished a Tri-Association (Aerospace Industries Association,

National Security Industrial Association, and Electronýýc

IndUstries Association) Ad Hoc Committee on IR&D and B&P.

Their primary written product is discussed in the next

section, DDRW' -hartered a Defense Science Board Task Greup

to review the IR&D situation and advise him on desirable

changes in policy and procedures. Their report is discussed

in Section E.16.

In essence, most IR&D activity subsequent to this event

was a reaction to Senator Proxmire's renewed challenge.

E.8. Industr, Position on IRD!/B&P (Refs. 115, 116, and 117)

The Tri-Association Ad Hoc Committee on IRbW 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

1974. These were "A Position Paper on IR&D and B0P," an

"Executive Summary" thereof, and a volume entitled "Technical

Papers on IRLD and M&P Efforts." These documents varied in

S' E-11
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length from 5 to 312 pages. The position taken by industry

was consistent with their, previous-positions. Their specific

recommendations aresummarized below.:

"1. The. requirement for potential military relation-
ship in Public Law 91-441 would be eliminated au
unworkable....

2. The requirement for establishing ceilings on IR&D
and B&P should be eliminated 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 agoncy
budgets for funding IR&D and B&P costs ....

4. A new Government agency responsible for operational
aspects of IROd and B&P should not be established.
Rather all government agencies should follow a common
policy ....

ically express positive support for IR&D and B&P and

correct the current motivation to continually reduce
this effort.

6. In considering "alternative methods" of funding IR*d?
and B&P, it should be remembered that IRkD and B&P
are indirect business expenses and should be fully.
reimbursed. In summary, full cost recovery of IR&D and
BDP would place the US. Government on an equal footing
with all other customers. Anything less than full
reimbursement of these costs, in effect, is a sub-
sidization of the Government by American industry."
(Ref, 115, pp. 33-34)

This Ji as utrouLg 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.
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The "Technical Papers" volume includes six papers:

- - Economic Considerations Regarding IR&D and B&P
. Expense

* II - Alternate Methods of IR&D and B&P Cost Reimbursement
- Benefits Derived from IR&D Effort

I - Benefits Derived from I&D Efforts

- U.S. and Foreign Nation Support of Industrial
Technical Effort

- Industry Response to 22 Proxmire--Mclntyre Questios.

About two-thirds of the volume is devoted to the discussion

* and presentation of benefits of IR&D.

9I E.9. DDR&E Statement Before the Senate Committee on Appro-

7.pr.riations, 5 April 1974. (Ref. 107, pp. 9-34 to 36)

I Dr. Currie in his prepared statement to the Senate

Appropriations Committee took a strong position in support

of IR&D:

"1"IRWD is an essential and effective means to provide
the United States with a superior technology base

* to meet our government's requirements. The Congress
"* is strongly urged to give it full support."

E.1. 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
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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 desirability 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 %R&D

businers:

- 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-
mert 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
Departments interpretation of what projects have a
potential relationship is quite liberal.

The DOD would get more for its money by direct con-
tracting rather than reimbursing IR&D.
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- AEC has managed just fine without the liberal IR&D
* ' policies of the DOD, and

- IR&D is a subsidy given without going through the
normal procoss of obtaining Congressiunal approval.

Thtis, Admiral Rickover's position is very similar to Senator

Proxmire's feelings

When asked what he would recommend with respect to IR&D

Admiral Rickover gave the following response:

"First, Department of Defense payments for independent
research and development and bid and proposal expense
should be drastically reduced. The Department of
Defense cannot afford to spend $787 million to $1
billion a year for this work when Sufficient funds
are not available to fund its owh research and develop-
ment projects.

Second, the Department of Defense, like tile Atomic
Energy Commission, should allow costs of Independent
research and dpvelopment projects only to the extent
those projects provide a direct benefit to the
military.

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 a system which does give the Government
rights to technical data and license for patents com-
mensurate with the Atomic Energy Commission's

'• investment in the work,

Fourth, in cases fhere 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
than through IR&D, so that the responsible Government
officials can exercise technical supervision of the
work, and so that the Unbd 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

IR&D was broken with Admiral Rickover's blunt criticism

of DOD IR&D management.

E. 12. Statement of Principles for DOD Research and Develop-

ment, May 1974 (Ref. 110)

Dr. Currie and his three service counterparts, the

Assistant Secretaries for R&D, signed a Statement of

Principles for DOD Research and Development in May 1974 which

includes the following section:

"Independent Research and Development. A strongly
supported MR&D program is essential. It must be well
directed, mostly by industry, and the benefits must be
clearly visible."

"n-Depth Investigtion into

E. 13. GAO Partial Report, "In-ep In.e ..igation.into

IR&D and B&P Programs," August 1974 (Ref. 95)

This was the first product of the GAO in-depth investi-

* I gation into IR&D. It included answers to nine of the first

ten Congressional questions. Thus, in this report the GAO

- analyzed and reconsidered the costs of IR&D and B&P
programs as reported by DOD for the years 1968
through 1973 (Questions 1 to 5, Appendix F)

- explored the availability of information on the
* • I'costs of administering the programs (Question 0)

- Considered whether certain costs (directed toward
new business, promotional and nontechnical services,
etc.) are allowed and reimbursed as IR&D and B&P
under DOD's regulations (Questions 8 anU 9), and

- Evaluated the procedures implemented by DOD Zor con-
tractors not meeting the $2 million threshold
prescribed by Section 203 for advance agreements and
technical evaluations (Question 10).
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S. 14. GAO Report, "IR&D Allocations Should Not Absorb

Costs of Commercial. Development Work.," December 1974 (Ref. 137).

xIn this report the GAO questions the DOD's acceptance

of $87 million of JT,9D development costs,as IR&D from 1968

through 1973 because the development was sponsored by, or

required in performance of, contracts with commercial customers.

The GAO recommended that the DOD

provide specific guidance to Government review teams
and the Defense Contract Audit Agency to insure that
technical effort allowed as IR&D is not sponsored
by, or required in the performance of, commercial
contracts and

- expedite action under consideration to require that
IR&D agreements specifically authorize access to
contractors' commercial records for determining
whether IR&D costs are allowable.

In its reply the DOD basically agreed with the GAO

Interpretation of the current ASPR but argued that

"the Navy's advance agreements with Pratt and Whitney
for the years in question were sound business
transactions and were clearly in the Government's
best interest.', (Ref. 138, p. 2)

Regarding the desirability of additional guidance and accems
in some cases to contractors' commercial records, the DOD

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 [R&D agreements are negotiated to
certify that costs incurred for IR&D projects sponsored
by or required in the performance of a contract or
other arrangement will not be allocated to DOD contracts."
(Ref. 138, p. 3)

S'I
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1E. 15. DDR&E Statement'Before the House Armed Services

Committee, 21 Febrxar'y 1975 (Ref. 108)

Dr, Currie once:again directly addressed IR&D in a

! ~major statement. Ile provided rationale for DOD support-of I

IR&D and responded to charges that IR&D is a subsidy and not
I .

attuned to DOD needs, Finally, he again solicited Congres-

sional support 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. Identify the various objectives and uses of IR&D/B&P,
2. Identify alternative means for satisfying these

objectives, 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 waw 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-aerospace 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.
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Dr. Oswald Villaro
Senior Scientific Adviser
Stanford Research Institute

Dr. John Baldeschwieler
Chairman, Division of Chemistry and Chemical Engineering
California Institute of Technology

Dr, Joseph Charyk
"President, Communications Satellite Corporation

Mr. Robert Everett
President, MITRE Corp.

Dr. Raymond Bisplinghoff
Chancellor, University of Missouri

Lt Gen Austin Bette, USA (Ret.)
Vice President for Operations
Southwest Research Institute

F 'Lt Gen Robert E. Coffin, USA (Ret.)

Government Representative:
Mr. James W. Roach, ODDR&U

' This group coined a new acronym to describe IR&D and

B&P-Competitive Technical Effort (CTE)-which is reminiscent

of CITE from the mid-.1960s, The Task Force supported the

concept of IR&D/B&P and recovery through overhead and

offered the following recommendations:

- DOD reimburse, through overhead, defense contractors
for CTE in the amount considered necessary to main-
tain a truly competitive environment among DOD's
industrial sources of supply.

- The amount of CTE authorized be determined to the
greatest extent possible automatically on the basis
of commercial market place experience or negotiated
on the basis of simple formula and guidelines,
changeable by DOD periodically 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. I

Continue, however, technical exchanges for the
"benefit of contractor and DOD.

- There be no test of relevancy applied to CTE. Ifrelevancy tests must be applied, they should be

tests for government-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-

menrt their intent is clear. The DOD should once again

advocate cost principles similar to the February 1969 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 1975 (vice

1969) that will make the suggested changes palatable to the

Congress.

E. 17. Other Inputs t!o the Dialogue

There have been many additional inputs to the IRU&D

dialogue which were not highlighted in the above paragraphs.

A few of these are summarized here:

In September 1973 General George S. 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 Departiabnt of' Defenise to
participate in and absorb costs for i constant or
increasing level of IR&D even though their bUsiness
base may be decreasing. This is unrealistic. We
understand the need for and the va.ue of IR&D programs,
and we are willing to pay our fairakhare. 'Bt 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 XR&D money. What we
can afford under current conditions is a far cry from
what we'd all like to see done in this area." (Ref. lllj
p. 6)

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

"* .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 establish-
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
sole judge of embryonic concepts.'

Ho also cited IR&D as being a relatively uncomplicated
process administratively and therefore effective for per-
forming numerous essential R&D tanks too small to be
performed .conomically by contracting." (Ref. 112,
p. A 19)

At the technologist level the Commander of the Air Force

Flight Dynamics Laboratory (Col Charles Scolatti) documented

his feelings about IR&D and included the following observa-

tions in his overall assessment.
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I,

- Contractor IR&D is making a big impact on technology
for weapon systems,

Because of the improvements in on-site evaluations,
documentation, IR&D management, etc., the IR&D program
is now the major contributor of systems technology,

Present and future weapon systems are now dependent
on IR&D contributions,

- IR&D program results are not sufficiently publicized
or credited,

- The IR&D programs are evaluated with more scrutiny,

technical expertise and depth than any other R&D
element, and

Duplication has been reduced to a minimum. Unwarranted
duplication has been eliminated (Ref. 114, pp. 3-3)
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APPENDIX F
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APPENDIX G

ADDITIONAL BIBLIOGRAPHIC MATERIALS

The following items were reviewed but not specifically
cited in the report. These items are listed by topic area
and may be useful in future studi@..

Technical Evaluations

Air Force IR&D Technical Manager," Air Force Technical
Evaluation of IR&D - Summary of CY 1973, Headquasters, Air
Force Systems Command, Andrew. Air Force Base, Maryland,
March 1974, 58 pp. (Similar document published for CFlY 1972
and one is planned for CFY 1974).

Air Force Il&D Technical Manager, "IR&D - On-Site
Review," Headquarters, Air Force Systems Command, Andrews
Air Force Base, Maryland, Undated, 8 pp.

Air Force Audit Agency, "Air Force Management of IR&D
and B0P Cost.," Department of the Air Force, Washington, DC,
24 February 1972, 40 pp.

Aerospace Industries Association, "Recommendation. for
Improvement in DOD Technical Evaluations of Industry IR&D
Programs," Undated but probably late 1071.

goadquarters, Air force Systems commftnd, "IR&ID Evalua-

tion Procedures$" AFSC Program Managemient Inbtruqtion
No. 6-18, Headquarters, Air Force Systems Command, Andrews,
Air Force Base, 8 September 1964, 19 pp.

I ~dustrx Comments

Aerompace Resear'ch Center, "The National Technology
.•-og.,ai,1 A•rospace Industries Association, Washington, DC,

" i,•co 'l•I-- 28 pp.

&4erospace ldustries Association, Recommendations to DOD
'k3, May 1972, 15 pp.

A',kwel•l~ WillArd F., Jr., (Board Chairman North American
Rockwell), Allowabl* Costs: Industry Chairman Recommends
Chaokfa to Ablioies, Practices, Statutes of IR&D Program,
Vsderrai.Contrltct Report No. 401, 1 November 1971, pp A15-17.

Aarospaoe Industries Association, "Industry Funded
Research and Development," AXA, Washington, DC, June 1971,1O 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, California, 5.4 November 1969,
7pp.

"Student Paprs

Yates, R. W., "Negotiating IR&D and B&P Advance Agree-
ments," Defense Systems Management School, Fort Belvoir,
Virginia, May 1973, 40 pp.

Roa$, J. C., Jr., (Major, USAF), "Contractor Indepen-
dent Technical Ef fort: Boon dr Boondoggle?" Research Study,
Submitted to the Faculty, Air Command And Staff College,
Air University, Maxwell Air Force Base, Alabama, May 1972,88 pp... . .

Basso, Ronald J. IRLD: Exploitation for Military
Applications, Air Command and Staff College, Air University,
Maxwell Air Force B se,Alabaraa, May 1972.

Geary, John T. (Captain, USN), Analysis of Defense
Department Support of IR&D by Privateindust, Srtu"uent
Research Report No," 62, class or induital College
of the Armed Forces, 1970, 118 pp.

Patent and Data Rights

Munues, William (Office Assistant Secretary of Air
Force (General Counsel)), "The Government's Entitlements
to Patents and Technical Data Developed in XR&D," Depart-
ment of Defense, Washington, DC, May 1972.

Directorate of Procurement Policy, "Rights in Technical
Data for Advanced Prototype Projects," Headquarters, USAF,
Washington, DC, April 1972, 60 pp.

G-2



• .. •. .

Gibson, Glenh V. (Deputy Assistant Secretary of Defense,
Letter to Mr. Harold H. Rubin (Associate Director - RhD,
Defense Division, GAO) dated 2 March 1972. (teply to GAO
Report 87309),

Comptroller General of the U.S., Need for Ionrved and
Egpnded InVention Rights Surveillanceun2le. v-s-eilanc,-fir REV.
contracts, GAO Report 87iUV, Washington, ic, ei-1-971,

Aerospace Industries Association, "Proprietary Data:
An Essential Asset," Washington, DO., July 1971, 13 pp.

Hnderson, W., "Background Paper on Rights to
Inventions and Technical Data Resulting from IR&D,"
OABD(IL), Washington, DC, February 1970, 5 pp.

Morris, Thomas D., "Limited Rights Restrictions on
Technical Data," Letter to Assistant Secretaries of Military
Departments (IL), and Directors, Defense Supply Agency, and
Defense Communications Agency, dated 23 October 1968.

Morris, Thomas (ASD(IL)), etal, "Rights in Technical
Data," Film Script, 1964.

Defense Procurement Circular No, 6 "Item I - Rights
in Technical and Other Data and Copyrigtu," 14 May 1904.

Other

Babione D.R. (OASD(IL)), "DOD Policies Affecting
IR&D/B&P Costs,'" Presented to Western Electronics Manufac-
turers Association Seminar, 18 March 1975.

Gubser, Charles S., McIntyre, Thomas J., and Kessler,
Irving K., "Presentations to the Iloctronic's Industry
Association Seminar Advanged Tchnology; World Leadership
Tomorrow, 1-2 May 1474-.

Logistics Management Institute, "Did and Proposal Cost
Reconnaissance Study," LUI Task 73-0, Washington, DC,
May 1973, 35 pp.

Eash, J. J., White, J, 0., and Heller, D. M., "IRkS•
Cost Principles," Presentations at the Government Procure-
mert Relations Department of the Electronics Industries
Association, San Diego, California, 10-13 November 1971
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Maxim, Wilson (ASD Development Planner), "The Role..
of IR&D as a Planning Aid." Unpublished Majuscript_,`
Aeronautical Systems Division, Wright-Patterson Air Force
Base, Ohio, 15 June 1970.

39eiman, Grovor, "How Independent Should Indupendent
R&D Be?," Armed Forces Management, January 1970, pp. 38-40.

Headquarters Air Force Contract Management Division,"History of Changes to ASPR Cost Principles," Came Study
No. 00.2000, HQ AFCMD, Los Angeles, California, 29 September
1969.

Headquartersp USAF, IR&D, Directorate of Science and
Technology, DCS/RD, HQ USAF, Washiagton, DC, Fob 196?,39 pp,

OASD(IL), "Prepared Statement on IR&D for House
Appropriations Committee," Unpublished Manuscript, April
1966, 10 pp.

Harwood, E. (ODDR&E), "The Philosophy, Rationale,
and Concept for the Support of IR&D,"1 Unpublished manuscript,
16 March 1966, 16 pp.

Cook, J. W., "IR&D," Assistant for R&D Programming,
HQ USAF, February 1966, 106 p.
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