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The following acroayms are used in this report,

ARDEC. .Army Armament Resesarch, Development and Engineering Cencer
ASA(RDA)...Assilatant Secretary of the Arzy (Research, Devalopment
and Acquisition)
CASE/BIC...c..+.....Combined Arms Systens Enginesring/Battlefisld
Integration Center
DARPA....ccceeeese.seq..Dafense Advanced Reaearch Projects Agency
FPAR:.cotveceeenascessssssscesscnsses.Fadaral Acquisition Ragulation
PFRDC.v..v.v.....Federally Punded Research and Development Center
GD/PW. ... ccceecasessssesss.Ganaral Dynamics, Fort Worth Division
IAT cccocsessvccsssannonssesanss.Instituta for Advanced Technology
JEA. e coicnroosasecasnsesnnsnanssasssssdustification and Approval
OFPP...cveetesccscsccsssscsss.CEfice of Federal Procuremeant Policy
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INSPECTOR GENERAL
ORPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON. VIRGINIA 22202 2884

Report No. %3-013 October 27, 1992

MEMORANDUM FOR DIRECTOR, DEFENSE RESEARCH AND ENGINEERING
INSPECTOR GENERAL, DEPARTMENT OF THY ARMY

SUBJECT: Quick-~Reaction Report on the Audit of the Army Contract
with the University of Texas at Austin Institute for
Advanced Technology (Project No. 1CH-5012.01)

We are providing this final report for your information and
use. This report addresses the events leading up to the
establishment of the Institute for Advanced Technology, an Army-
sponsored Federally Funded Research and Davelopment Center, in
May 1990, and the propcsed contract modification to significantly
expand the activities of the Institute. This audit was performed
as part of the Special Audit of Federally Funded Research and
Development Centers requested by the Office of Federal
Procurement Policy and the House Appropriations Committee.
Management comments on a draft of this report were considered in
preparing the final report. The complete text of the comments is
in Part III of this report.

DoD Directive 7650.3 requires that audlt recommendations be
resolved promptly. Therefore, we request the Army provide
additional comments on Recommendation 2. by November 27, 1992.

The courtesies extended to the audit staff are appreciated.
1f you have any questions on this final report, please contact
Mr. Garold E. Stephenson, Program Director, at (703) 692-3179
(DSN 222-3179) or Mr. John M. Gregor, Project Manzger, at
(703) 692-3205 (DSN 222~3205). The planned distribution of this

report is listed in Appendix D.
! .

Robert J. Lieberman
Agssistant Inspector General
for Auditing

cc:

Secretary of the Army

Director of Defense Procurement

Administrator, Office of Federal Procurement Policy




Qffice of the Inspsctor General., DoD

AUDIT REPORT NO. 93-013 October 27, 1992
(Project No. 1CH-5012.01)
QUICK-REACTI
—1E2AS AT RUSTIN
EXECUTIVE SUMMARY

Introduction. Office of Federal Prccurement Policy (OFPP) PFolicy
Letter 84-1, "Federally Funded Research and Development Centers
(FFRDCs) ," as implemented by part 35.017 of the Federal
Acquisition Regulation, provides Government-wide policy for the
establishment, use, fperiodic review, and termination of FFRDCs.
This policy reguires agencies to rely on existing in-house or
contractor resources, to the extent practical, for satisfying
special research or technical requirements. This audit was
perZormed as part of the Special Audit of Federally Punded
Research and Development Centers reguestaed by the Office of
Federal Procurement Policy and the House Appropriations
Committee. The DoD sprnsors 11 FFRDCs with annual operating
costs of about $1.5 biilion. This report was issued because the
Army proposed to expand significantly the operations of the
Institute for Advanced Technology at the University of Texas at
Austin during FY 1992 through FY 1994.

Objectives. The objectives of the cverall audit wvere to:

o determine whetrwr sponsoring DoD activities adequataly
review the need for the.r FFRDCs,

0 assess the nature and extent of the use of the DoD
FFRDCs,

© determine if FFRDCs have adhered to mission statements
and sponsoring agreements,

© determine if overhead rates were developed according to
Governmwent standards,

0o determine if conflict of interest regulations were
violated within the FFRDC operation or structure or in the DoD
relationship with these organizations, and

0 evaluate applicable internal controls.

This report examines the requirement for establishing the
Institute for Advanced Technology as an Army FFRDC and the
justification for a proposed modification to increase the scope
of the FFRDC contract from $13 million to $97 million lor
5 years. We will issue a report in the future that addresses the
other objectives.




Aud‘t Resultas. The audit disclosed that the Army did not
tho -oughly analyze requirements or assess alternative
carabilities for wmeeting its research requirements prior to
es:ablishing the Institute for Advanced Technology as an FFRDC.
Also, the proposed $84 million modification to the Institute’s
contract was not adequately justified. Compatition for the
contract to establish the FFRDC was unnecessarily restricted, and
the contract was awarded without adequate price competition. The
proposed $84 million sgole-source modification significantly
changes the scope of the original contract award. In addition,
the Army establishment of and the Army plans to increase the use
of the Institute for Advanced Technology as an FFRDC are con:rary
to Government~wide policy of relying on established resources for
meeting needs.

Internal Controls. No material internal control deficiencies
were identified during the audit. See details in Part I, page 3
fcr a discussior. of controls assessed.

Potential Benefits of Audit. Implementing the recoamendations in
this report will promote compliance with Govermnment-wide policy
of relying on existing capabilities for satisfying special
research needs, Further, increased competition in the
procurement of requirements could result in decreased prices.
The potential benefits of the audit are listed in Appendix B.

Sunmary of Recommendations. We recommended that the Army stop
further action on the proposed $84 million modificction to tlie
FFRDC contract and reassess its needs in the electromechanics and
hypervelocity physics areas. The Army should identify available
alternatives to the FFRDC, to include expanding in-house staffing
or using non~FFRDC contracts, ~r both, and either terminate the
FFRDC contract or continue under current funding levels for the
contract.

Manay=oant Comments. The Assistant Secretary of the Army
(Research, Development and Acquisition) and the Deputy Director,
Defense Research and Engineering (Plans and Resources) concurred
with the recommendation to stop the $84 million wodification,
concurred with comment to reassess research neads, and partially
concurred with the recommendation to terminate or operate the
FFRDC under current funding ceilings. The Agsistant Secretary
stated that a new funding ceiling of $15 million per year for
FY 1992 and FY 1993 was proposed to and approved by the Director,
Defense Research and Engineering, and that the Army plannea to
transition the Institute to a non-FFRDC organization in FY 1994.
He stated that the $15 million funding level was a compromise
recognizing political and resource pricrities and constraints.

We request that the Army provide additional comments on what
research requirements are included in the increased funding in
response to the final report by November 27, 1992. A discussion
of the management comments is included in Part II of the report,
and thes complete texts of managsment commenta are included in
Part III of the report.
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PART_I - RESULTS OF AUDIT
Introduction

The Office of Federal Procurement Policy (OFPP) and the House
Appropriations Committee requested that we examine specific
aspects of the Federally Funded Research and Development Centers
(FFRDCs) sponsored by the DoD. The objectives of the audit were
to:

o determine whether sponsoring DoD activities adeguately
review the need for their FFRDCs,

© assess the nature and extent of the use of tha DoD
FFRICS,

0 dJdetermine if FFRDCs have adhered to mission statements
and sponsoring agreements,

o determine if overhead rates were developed according to
Government standards,

0 determine if conflict of interest regulations were
violated within the FFRDC operation or structure or in the DoD
relationship with these organizations, and

© evaluatae applicable internal controls.

This report addresses the need for an FFRDC at the University of
Texas at Austin (the University) 1Institute for Advanced
Technology (IAT) to sonduct research in the area of
electromechanics and hypervelocity physics. Ons or mors reports
issued at a later date will address the other audit objectives.

Thie report is being issued because the Army Armament Rasearch,
Developmwment and Engineering Center (ARDEC) prepared a
justification and approval (J&A) document for a sole-source
modification to the contract with the University for the IAT, an
Army-sponsored FFRDC. The modification would have increased the
scope of work and the funding ceiling on the S~year contract for
the IAT from $13 million to $97 million. We concluded that the
proposed $84 million modification was not justified because
neither the original contract nor tae modification was based on a
thorough analysis of DoD requirements for the related technology,
the availability of existing private sector exfartise, and the
use or development of in-house resources to provide required
supgort. We also concluded that the solicitation of the basic
contract for an FFRDC was not adequate to ensure full and open
competition, that the contract was awarded without adequats price
competition, and that the establishment of the IAT as an FFRDC
wag contrary 0 the Government-wide policy of relying on existing
capabilities for satisfying special research and development




needs. Accordingly, :.e Army should reevaluate the need for the
IAT to be an FFRDC ¢ . accomplish the research.

Backgrovnd

OFPP Policy Letter 84-1, “Federally Funded Research and
Development Centers,” as implemented by subpart 35.017 of the
Fecd :val Acquisition Regulation (FAR), provides policy guidarce
for the establishment, use, periocdic review, and termination of
FFRDCs. The OFPP letter states:

Agercies will rety, to tha axtent practicable, on existing in-house end
contractor sources for satisfying their special resesrch or deveiopment
needs corsistent with establisted procedures wunder The Ecorcmy Act
of 1932 (31 u.S.C. 1535}, other statutory suthority or
procurement/assistance reguiations. A thorough assessment of existing
siternative sources for eeeling these needs in esgecislly important prioe
to establishing an FFPOC.

DoeD shculd only maintain FFRDCs when it can be clearly
demonstrated that their purpose will be or continues to be of
vital importance to the national security, and when the skills or
capabilities needed to meet that purpose are not commonly
available from in-ho-'<e or private-sector resources.

On May 25, 1990, the Army established the IAT as an FFRDC with
the award of contract DAAA21-90-D-0009 for & years at an
estimated cost of $13 million. The IAT was established to
conduct research and education in electromechanics and
hyperveloc:ty physics for application to electric gun weapons
systems and related spin-off technolcgies. The contract was
awarded by ARDEC and is administered by the Office cf Naval
Research Resident Representative, Austin, Texas. The Army
provides oversight to the IAT through an Institute Executive
Advisory Board, chaired by the Assistant Secretary of the Army
{Research, Development and Acguisition) (ASA(RDA}).

Ssope

lie reviewed documentation related to the establishment of the IAT
as an Army-sponsored FFRDC and to the proposed modification. The
documentation included decision and inforamation memoranda,
justification documents, procurement and contract files, funding
documents, and subcontract information.

This portion of the overall program results audit is based on
work performsd from March through June 1992. The audit was made
in accordance with auditing standards issued by the Comptroller
General of the United States, as inrplemented by the Inspector
General, DoD, and accordingly, included such tests of internal
controls as were considered necessary. We did not rely on any
computerized data to conduct this review. The activities visited
or contacted during the audit are listed in Appendix C.




Internal Controls

The audit disclosed no r .--.:ial internal con4rol weaknesses as
defined by Public Law 9. 15, Office of Management and Budgst
Circular A-123, and DoD Directive 5010.38. We reviewed internal
coentreols related to requirements determination and contractor
selection practices by evaluating the Army compliance with
criteria in OFPP Memorandur 89~21, "Improving Management cControls
Over Government Procurement,™ July 17, 1939, and Under Secretary
of Defense for Acquisition Memorandunm, *Cartification of
Procurement Systems,” in the award of the basic contract for the
FFRDC and the processing of the proposed wmodification. We
concluded that DoD and the Army had established adequate internal
controls in the proucurement system.

Riacussion

8 _TIFRDC. In March 1988, a University
official who had been a senior DoD official at tha Defense
Advanced Research Projects Agency (DARPA) and ARDEC, briefed the
ASA(RDA) on a proposal ¢to establish an Army FFRDC at the
University. As a DoD employee, the senior official initiated and
directed the National Program on Electromagnetic Propulsion and
the DARPA Hypervelocity Mechanics Program. At the time of the
briefing, this former DoD official was emploved by the
University’s Center for Eleztromechanics. The Chancellor of the
University, who also was a forrer senior DoD official familiar
with the operation of FFRDCs, supported the proposal. The Centear
for Electromechanics at the University had pPreviously performed
researci: and development work in support of the Army tacticail
electrical gun system demonstration progran. A chronology of
events that cover establishment of the IAT as an FFRDC and
planned expansion of the IAT is at Appendix A.

Based on Headquarters, Department of the Army officials’
favorable reaction to the propnsal, and a subsequent tasking from
them, the ARDEC prepared a J&A document to award a sole-source
contract to the University to establish an FFRDC. on
July 22, 1988, the Commanding General, ARDEC, forwarded the J&A
document to the ASA(RDA). In the transmittal memorandum, the
Commanding General expressed concerns about properly publicizing
the requirement for an FFRDC and the lack of a formal
requirements document. He believed a czuff‘-ie=mt knowladge base
existed in the electromagnetic gun area for adegquate competition.
Oon August 8, 1988, the ASA{(RDA) requested ARDEC to provide
additional information on these concerns.

In a memorandum dated August 24, 1988, the Commanding Genaral,
ARDEC, provided the  ASA(RDA) additional information on
alternative sources for meeting research needs. His wmemorandun
stated that the University was the only Army contractor with a
large-scale laboratory capable of investigating and testing
elactromechanical technology. The Commanding General'’s response




further stated that retention of the University’s ressarch
capability was necessary if research of electromechanical
concepts was to continue and noted that establishment of an FFRDC
was a wiy to accomplish this cobjective. The Commanding General,
ARDEC requested authority to proceed with the award of a sole-
source contract to the University to establish an FFRDC based on
retention of essential research capability.

g. The Army Competition Advocate did not agree with the J&A document

and in a memorandum dated August 30, 1988, expressed concerns
v about establishing the FFRDC by a noncompetitive contract and
- about the lack of a formal requirements document. He believed
that other sources could meet the research needs of the Army.
Alsc, OFPP Policy Letter 84-1 required a thorough assessment of
the capability of existing in-house and contractor sources to
satisfy research needs.

The Army did not thoroughly evaluate the effectiveness of
alternative sources to meet identified research needs, even

& though many in-house and contractor sources existed. DoD
% activities performing research and development in aspects of
‘§‘ electric gun technology included ARDEC, Ballistics Research
b Laboratory at Aberdeen Proving Grounds, Defense Nuclear Agency,

e DARPA, Strategic Defense Initiatives Organization, Naval Surface
. Weapons Center White Dak, Army Strategic Defense Command, and Aflr
Is Force Armaments Technology Laboratory. Contractor sources
2 included Xaman Science Land Systems, FMC “Corporation, LTV
5 Aerospace and Defense Company, General Dynamics Corporation,
Westinghouse  Naval Systens, Sparta Incorporated, Maxwe)l
Laboratories Incorporated, University of Texas at Austin Center
'3 for Electromechanics, Systems Planning Corporation, Science
LN Applications International Corporation, Physical Sciences
%1 Incorporated, BDM International Incorporated, Lawrence Livermore
i National Laboratory, Jet Propulsion Laboratory, and Lawvrence
g Berkeley Laboratory.

On May 5, 1989, the Secretary of the Army approved the
requirement to establish an FFRDC and directed that the
procurement be competitive, blased on recommendations from the
Army General Counsel and the ILSA(RDA). Oon June 12, 1989, ARDEC
A issued a request for proposals document (DAAA21-69-R-0127) for
1 establishing the FFRDC prior wto ARDEC develsping an acquisition
kS plan. The acquisition plan was not completed until April 1990,
P after the propecsals received in response to the solicitation were
»Q evaluated.

‘ Roquirements annalysis. The Army did not perform a thorough
requirements analysis prior to proceeding with contracting for
the FFRDC. The basis for the Army decision was the belief that
an FFRDC would meet Army research needs more effectively than the
. existing capability in industry. ARDEC personnel bellevea the
establishment of an FFRDC to conduct basic and applied research
would augment anag bring stabllity to the Armv-directed efZforts
related to the electric gun program, The FFRC would also

FEG A Lk o i TR o Tabs Y aun s, it i g R
el ok P N TR S R T




provide training to DoD personnel and facilitate technology
transfer into industry for eventual military use. We did not
£ind documentation to support a detailed analysis of alternatives
to fulfill the role envisioned for the FFRDC, such as use of in-
house personnel, use of a non-FFRDC contract arrangsaent, or
both. We found evidence that the Army also did not give adequate
~onsideration to resource costs. Before the solicitation was
issued, ARDEC expreased concern *o the Deputy Assistart Secretary
of the Army (Research and Technology), regarding the lievel of
funding authorized for the contract, because it was questionable
wvhether the funding profile in the sclicitation was realistic or
adequate to attract the number and quality of couwpetitors for
optimun competition. The funding ceiling for the procurement was
$13 million for S years. This funding profile was included in
the solicitation.

« In August 1988, the Army approached the Deputy
Director, Defense Research and Engineering (Research and Advanced
Technology) (the Deputy Director) with the proposal from the
University to establish an FFRDC. The Deputy Director requested
the Army to review non-FFRDC alternatives before making a final
decision to establish an FFRDC. In a memorandum to the ASA(RDA),
dated July 27, 1989, the Deputy Director reiterated h's
opposition to the establishment of an FFRDC in the area <¢°*
electrormagnetic propulsion. The Deputy Director’s primax,
argument was that in 1976 DoD made a decision to eliminate
laboratories from being classified as FFRDCs, with the exceptiorn
of the Massachu:stts Institute of Technology’s Lincoln
Laboratory. According to the Deputy Director, the work perfurmed
by these laboratories was no*t unlike work performed by other
universities and, therefore, these laboratories should not be
given special status as FFRDCs. The Deputy Director believed
this argument also applied to the proposed Army FFRDC.
Furthermore, the Army had not identified the other options that
it considered before deciding to establish an FFRDC.

In a wmemorardum dated November 30, 1989, the Secretary of the
Army (the Secretary} informed the Director, Defense Research and
Engineering that the Army had comprehensively evaluated the
capabilities currently inside and outside the Government in these
technologies. The Secretary stated that cancellation of the
procurement action would probably evoke severe criticism from
industry, academia, and the Congress. The Secretary also stated
that the Army would make a final decision on an FFRDC following
completion of its LAB 21 Study and prior to award of the FFRDC
contract.

In a March 8, 1990, memorandum, the Acting Deputy Under Secretary
of Defense for Acquisition informed the Secretary of the Army
that the proposed FFRDC was not consistent with the policy
guidelines in OFPP Policy Letter 84-1 and that the establishment
of the FFRDC could jeopardize the continuing use of FFROCs by the
other Services and 0SD. The Acting Deputy also stated that the
Army could meet its needs through normal contracting channels.
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In a memorandum dated May 16, 1990, the Secretary of the Army
assured the Under Secretary of Defense for Acquisition that it
was in the best interest of the Army and DoD to proceed with the
conti act award to establish an FFRDC at the University. The
Secretary stated that his staff had reviewed the congressioral
language, law, and Dol regulations and directives governing
FFRDCs and did not agree with the 0SD staff assessment <that
establishment of the FFRDC would be noncompliant, inconsistent
with the Army LAB 2! Study, or even too limited in scope to be
justified as an FFRDC. The Secrestary further noted that the
regponsas to the competitive solicitation showed potential for
trenmendous leverage of this relatively small Army investment. On
May 25, 1990, the Deputy Under Secretary of Defengse for
Acquisition approved the award of the contract. The Army did not
provide documentation on their review of reguirements for the
FFRDC.

Competition. ARDEC sent the requeat for proposals document
(DAAA21-89~-R~-0127) for establishment of the FFRCC to
112 prospective offerers, but received only 2 proposals. The
offerers submitting proposals were the University and Picatinny
Arsenal Technical Associates, a commercial company. Reasons
cited for not submitting a proposal included "lack of reaources,”
*not in a positicn to respond,"™ “unable to mnret autcnomous
organization requirements,® %“lack of staff,” “cannot cowply with
specifications,® and “management decision to decline." The
$439,100 proposal from Picatinny Arsenal Technical Associates was
determined to be technically unacceptable because it failed to
address many arsas in the solicitation. The $i3 million proposal
from the University was rated acceptable or better in all areas.
“he University proposed establishing the IAT as an autonomous
organization separate from its Center for Electromechanics and
the Engineering Department.

Picatinny Arsenal Technical Associates protested the eliminatiorn
of its proposal from the competitive range without an opportunity
fcr a best and final offer. 7The ARDEC contracting officer denied
the protest. ARDEC conducted negotiations with the University

from March 1 through April 23, 1590. The University’s
$13 million proposal was negotiated at the $13 million funding
ceiling. on May 25, 1990, ARDEC avarded contract

DAAA21-90~-D-0009 to the University to establish the IAT as an
FFRDC.

IYRDC  staffing. The University appointed as the IAT
Director the former senior official of DARPA and ARDEC who made

the March 1988 proposal to the ASA(RDA) to establiah an FFRDC at
the University. Th~ Univergity also appointed as the IAT
Executive Directcy 3 retired Army lieutenant general who had
participated on a DARPA study that assessed electric energy gun
systems and military applications. The IAT filled other key
positions with personnel who had prior involvement with the




electric gun research program. The IAT currently has about
50 employees, including 28 professional and 22 administrative

pexrsonnel.

. The IAT awarded the following subcontracts
with private sector companies to support jis technical
operations:

o Physical Sciences, Incorporated, received a $111,098
subcontract to assist IAT with evaluating the state-of-the-art in
hypervelocity impact mechanics and aerothermodynamics, planning
meetings and workshops, ard participating in system des‘gn and
analysis of hypervelocity weapons systenms. The period of
performance for this contract was October 1, 1990, through
September 30, 1991. Subsequent modifications to this subcontract
increased the funding by $62,062 for additional work in support
of the aerophysics program and extended the period of performance
through June 30, 1992. 1In the sole-source justification for this
subcontract dated October 16, 1990, the Director, IAT, stated
that Physical Sciences, Incorporated, had unique and extensive
expertise in hypervelocity aerothermodynamics, in hypervelocity
terminal ballistica, and in implementation of new technologies
into cost-effactive weapons systems. On October 30, 1390, the
ARDEC contracting officer questioned how the work that Physical
Sciences, Incorporated, would be tasked to do was any different
from that which the FFRDC was set up to do. The contracting
officer requested th-t IAT provide additional information. on
November 8, 1990, IAT provided a revised proposal, which stated
that Physical Sciences, Incorporated, would provide IAT with the
services of a nationally recognized technical expert. The
revised proposal included specific technical qualifications and
study areas.

o Microelectronics and Computer Technology Corporation
received a $110,001 subcontract to conduct a feasibility study
related to the application of computing technology developed
under a previous DARPA-funded contract (MDA972-88~-C-0013) on
hypervelocity computations. The period of performance of the
subcontract was December 10, 1990, to April 10, 1991. The sole-
source justification for this asubcontract discussed the expertise
that the contractor had gained through NARPA-sponsored research,
and also the fact that the subcontractor was located in the same
offica complex as the IAT.

0 Burdeshaw Assoclates, Limited, was awarded a $17,008
subcontract to assist the IAT in conducting and evaluating the
potential of hypervelocity gqun tachnology for theater missile
defense application. This work involved the services of a
retired Army lisutenant general for about 10 days. The period of
perfornunce of this work was May 7 througha August 31, 1991.

The IAT also incurred costs of §74,786 for the services of
43 consultants from August 1990 through May 1992.




Pending  contract modificaticn. In January 1992, ARDEC
proposed a wmodificatisn to increase the ceiling in the IAT
contract from $13 million to $97 million. The $13 million
ceiling on the contract was allocated for fIscal ysears 1990,
1991, 1992, 1993, and 1294 at $1 million, $2 million, $3 million,
$3 million, and $4 millior, respectively. The $84 million
increase is allocated over fiscal vears 1992, 1993, and 1994 and
is estimated to include $45 million for simulation/modeling;
$29 million for additional funding for electromechanics and
hypervelocity physics i«search, training, and education;
$6 million for Strategic Dafense Initiatives Organization
support; and $4 million for other Army support. The J&A document
for the proposed $84 million increase states that the original
mission and scope of the contract, as well as the $13 million
ceiling, was based solely on thae Army needs and investment
strategy as projected in 1989. It further states that since
1989, the DoD posture significantly changed with increased
emphasis on research and development in a number of critical
technologies, including hypervelocity projectiles, pulsed power,
and simulation and modeling.

. The IAT wanted funding
raised to about $30 million per year to attract a research staff,
to operate laboratories, and to conduct experiments. A
February 20, 1992, memorandum from the Director, IAT, to the
Deputy Assistant Secretary of the Army (Research and Technclogy)
stated that the $13 million on the original contract was not
intended to be the total funding needed to operate the IAT and
that the IAT could not be expected to operate under the ceiling
in the contract. The Director further stated that if the
contract ceiling was not increased, the Army should chanje the
"customer cap." The IAT believed that, in addition to ARDEC, it
would receive near-term taskings from the Strategic Defense
Initiatives Organization, the DARPA, the National Aeronautics and
Space Administration, snd the Army Ballistics Research
Laboratory.

The Director, IAT, wanted the basic contract modified to conform
to other DoD FFRDC contracts; that is, to include a 5-percent fee
tc pay for expenses that are not specifically allowable or
allocable to the contract, to ease cash flow problens, ana to
grant authority to reallocate funding among tasks, as long as the
total doliar ceiling on the contract was not exceeded. The
Director, IAT, also wanted the contract statement of work
rewritten to articulate clearly the presenrtly accepted scope and
missicn of the IAT as seen by the Deputy Assigstant Secretary of
the Army (Reaearch and Technology).

A contract modification would be needed to expand the mission and
scope of IAT to operate the Combined Arms Systens
Engineerin~/Battlefiald Integration Center (CASE/BIC) facility
and to perform a wider range of prototyping, testing, and
evaluation efforts, In February 1991, the Deputy Assistant
Secretary of the Army (Research and Technology) raquestaed that

r—




IAT investigate acquisition of the CASE/BIC facility. The
General Dynamics, Fort Worth Division (GD/FW) had approached the
IAT about participating as a subcontractor on a DARPA-funded
project that involved prototype applications for analysis and
svaluation. One of the first applications was likely to be
hypervelocity weapons in an electric gun configuration. The
Chancellor of the University was receptive to the Deputy
Assistant Secretary’s proposal.

Conuressional actions. The FY 1992 Defense Authorization
Act authorized $15 million for tne IAT to lease and operate tha
CASE/BIC facility in Fort Worth, Texas. The FY 1992 Defense
Appropriation Act (Public Law 102-72) appropriated $8 million to
the Army itor distributed interactive simulation technology in
support of future weapons systems. The Act requires the Army to
provide a plan for the use of the facility and a lease-purchase
analysis on the facility to the Appropriations Committees.
Another $15 1@®million was appropriatad to the Army for
hypervelocity physics research and development in support of the

electric qun development. These appropriations were added by
Congress and not included in the Army buaget submission for
PY 1992. Increased funding for the IAT could result in

corresponding cuts at other DoD-sponsored FFRDCs since the
FPY 1992 Defense Appropriation Act also included a generzl
provision 1limiting amounts available to finance DoD FFRDCS to
4 percent less than FY 1991 appropriated amounts.

conclusions

The Army did not perform a thorough reguirements analysis or
conduct adequate advance planning before deciding to establish an
FFRDC for electric gqun technology needs and before issuirg
requests for proposal to meet those needs. DNo real competition
existed for the award of the basgic contract becauss of the
inadequate definition of the mission and scope of the FFRDC, the
restrictive funding profile, and the exclusion of the Picatinny
Arsenal Technical Associates proposal from the competitive range.
The University proposal was based on the Army funding ceiling
rather than a realistic estimate of the funding needed to operats
the IAT for 5 years. The proposed modification into the area of
simulation and modeling and the additional customer funding is an
expansion beyo.nd the scope of the original plans for the FFRDC.
A market survey to identify competing sources for these
additional services has not been conducted. The Army did not
comply with the requirsment of OFPP Policy Letter 84-1 in
establishing the FFRDC.

1. We recommended that the Assistant Becretary of the Army
(Ressarch, Development and Acquisition) stop further action on
the proposed sole-source modification to increase funding from
$13 million to $97 million on contract number DAAA21~90-~D-0009.
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Nansgement comzents. The Assistant Secretary of the Aray
{Research, Development and Acquisition) and the Deputy Director,
Defense Research and Engineering (Plans ard Rescurcas), concurred
with the recommendation. The Assistant Secretary stated that the
Army, with the concurrence of the Director, Daefense Research and
Engineering, proposed a ceiling of $15 million per year for
FY 1992 and FY 1993 for the IAT. He algso stated that the Arnmy
planned to trancition the IAT to a non-FFROC organization in
FY 1994 and that this action was consistent with the now FFRDC
Management Plan. The Deputy Director stated the Army was
reevaluating its needs in electromechanics and hyperivelocity
physics.

2. We recommendad that the Assistant Sscretary of ths Army
(Research, Development and Acquisition) reassess research needs
relative to electromechanics and hypervelocity physics nmnd
related resource costs and identify alternatives to the Federally
Funided Research and Development Center for accomplishing these
neecs. Alternatives should include expanding the sta’fiang at the
Army Armaments Research, Development and Engineering Center,
using non-Federally Funded Rassarch Developmsnt Center contiracts,
or both.

Kanagement conments. The Assistant Secretary of tne Army
{Research, Developrent and Acquisition) and the Deputy Director,
Defense Research and Engineering (Plans and Resourcaes), concurred
with the recommendation. The Assistant Secretary stated that
after careful review, the Army and the Office of the Director,
Defense Research and Engineering, decided that for FYs 1992 and
1993 the needs of tue Aray and Federal Government relative to
electromechanics and hypervelocity physics could best be met
under the currenc FFRDC arrangement, funded at the wminimum
responsible level of $15 million per year. He also stated that
the decision to continue the IAT as an FFRDC until PY 1994 was
reflected in the new 0OSD FFRDC Management Plan.

3. We recommended that the Assistant Secretary of the Army
{Research, Development and Acquisition), based on the rasults of
the assessnent, either terminate the contract for the PFederally
Funded Research and Development Center or continue its operations
under the current funding ceiling for the contract.

Management comments. The Assistant Secretary of the Army
(Research, Development and Acquisition) and the Deputy Director,
Defense Research and Engineering (Plans and Resources), partially
cuncurred with the recommendation, and stated their position was
to fund the IAT at $15 million per year during PfY 1992 and
FY 1993. The Assistant Secretary stated that the original
funding ceiling of $13 million represented the only firm program
funding at the time of contract soljcitation and award, and that
this level of funding was not sufficient fcr significant research
and experimentation. He =stated that the $15 wmillion annual
funding level for PY 1992 and FY 1993 was a compromise that
recognized political and resource priorities and constraints.




. The funding limit of $15 million per year
for FY 1992 and FY 1993 rapresents an increase in funding
for the IAT. The Army response does not identify the
research requirements covered by this increasa, or whether
any part of the increase relates to transitioning tha IAT to
a non-FFRDC organization. We request that the Army provide
this information in response to the final xreport.

Management . The
Assistant Secretary of the Army (Research, Development and
Acquisition) disagreed with the finding and several conclusions.
He stated that the Army thoroughly analyzed requirements and
assessed alternatives over a 2-year period prior to establishing
the PFRDC and that the decision to proceed with establishing the
FFRDC was pade based on adegquate and complete information and
included a September 1988 memorandum to the Assistant 3Secratary
of the Army (Research, Development and Technology). He also
stated that the only restrictive aspects in the competition to
establish the FFRDC were the requirements of OFPP Policy Leatter
84-1. Additionally, the Assistant Secretary stated that the
General Accounting Office had summarily dismissed the protest by .- . @
the Picatinny Arsenal Technical Associates because the reason for ; ??w
its protest was not valid. R

Audit responss. buring the audit, we requested all ol

documentation 1in support of decisions by the Army to ey

establish an FFROC. Among the documents that we obtained

was the Septeaber 21, 1988, memorandum from the Army Deputy éa%
¥

for Technology and Assessment to the Assistant Secretary of
the Army (Research, Development and Technology) that
discussed the pros and cons of the University of Texas
proposal to establish an FFRDC. The memorandum recognized :
the University'’s proposal to establish the FFRDC. and stated B e
that, based on "extensive discusaions with Army leadarship” S ol
and an “assesament from the Army technical community® the
Army should continue to maintain facilities at tha
University in the areas ot electromagnetics and
hypervelocity impacts. The memorandum stated that the
benefits to the Army from establishing an FFRCC were
increased visibility of and stability to the research effort
at the University. We were never provided nor could we
locate an assessment by the Army technical community that
concluded the establishment of an FFRDC at the University
was absolutely required for the research to be performed.
In regard to the restrictive asvects in the competition, the
documentation indicated that the $13 million funding profile
for the 5-year contract for the FFRDC was also a reason why
some potential sources did not submit a proposal. Also, the
Comptroller General never issued a decigion on the protest
by Picatinny Arsenal Technical Associates, because the
contractor never formally requested 2 ruling by the
Comptroller General.
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ARPPENDIX A - CERONOLOGX OF EVENTS ON THE INSTITUTE YOR ADVANCED
IECHENOLOGY

Narch 3, 1988 - A representative of the University briefed the
Ascsistant Secretary of the Army (Research, Developaent and
Acquigition} (ASA(RDA)) on a propesal to astablish an Lrmy FFRDC
operated by the University.

July 22, 1988 ~ The Commanding General, ARDEC forwarded a J&A
document to the ASA(RDA) for approval to award a scle-source
contract to the University to establish an FFRDC.

August 8, 1988 ~ The ASA(RDA) directed the Commanding General,
ARDEC to provide additional information regarding establishment
of an FFRDC.

August 24, 1938 - The Commanding General, ARDEC provided
additional information requested by the ASA(RDA) and requested
authority to proceed with the award of a sole-source contract to
the University to establish an FFRDC.

August 30, 1988 - The Army Compatition Advocate nonconcurred with
the proposed sole-source contract.

Beptember 21, 1%88 - In a wmemorandum to the ASA(RDA), the Army
Deputy for Technology and Assessment discussed a proposal to
establish an FFRDC at the University of Texas and recommended
pursuing the establishment of the FFRDC.

Beptamber 22, 1988 - In a memorandum to the ASA(RDA), the Army
General Counsel re-ormmended that the requirement for
establishment of an FFRDC be .ompeted.

March 16, 1989 -~ In a meaorandum to the Secretary of the Army,
the ASA(RDA) requested permission to compete thae requirement to
establish an FFRDC.

May S, 1989 - The Secretary of the Army approved the regquiremen':
to establish an FFRDC through competitive procurement.

Junes 2, 1¢8% - In a memorandum to the ASA(RDA), the ARDEC
contracting officer guestioned whether the funding profile
($13 million for 5 years) ftor the FPFRDC was sufficient ¢to
interest an adequate number of yualified competitors for optimum
competition. He cited the OFPP Policy Letter 84-1 prohibition on
FFRDCs competing ror other Federal procurements and noted that
the University had received $35 million in contract awvards in
research related 1o electromechanical guns since 1983, of which
$17 million was awarded competitively..

June S, 1989 - The Commanding General, ARDEC authorized the
issuance of the request for proposals document in advance of an
approved acquisition plan.




APREND , FRONC
TECHENOLOIX (cont’d)
June 12, 1988 - ARDEC issued the request for proposals document
DAAA21~-89=-R-0127 for the FFRDC.

July 14, 1989 - In a memorandum, the ASA(RDA) informed the
Deputy Director of Defense Research and Engineering (Research and
Ldvanced Technology) of planc to issue a competitive solicitation
to establish an Army FFRDC for electrumnchanics and hypervelocity
research.

Jaly 27, 1989 - The Deputy Director of Defense Research ana
Engineering (Research and Advanced Technology) informed the
ASA(RDA) by memorandum that he continued to oppose the
establishment of an FFRDC in the area of electromagnetic
propulsion.

November 20, 1989 - The Deputy Under Secretary of Defense for
Acquisition infd -med the ASA(RDA) by memorandum that <he
establishment of the FFRDC violated the policy guidelines of
OFPP Policy Letter 84-1, which could bring unwarranted attention
from the Congress, and recommended the Army meet requirements
through more conventional contracting methods.

Movember 30, 1989 -~ The Secretary of the Army informed the
Director, Defense Research and Engineering by memorandum that an
evaluation was on-going; that cancellation of the procurement
action would evoke severe criticism from industrv, academia, ard
the Congress; and that a final decision on the FFRDC would be
rade after completion of the LAB 21 Study but before award of the
FFRDC contract.

Movamber 30, 1989 ~ The Secretary of the Army informed the Under
Secretary of Defense for Acquisition by memorandum that the Army
was reviewing proposals sclicited many months ago and upon which
responding institutions had spent considerable funds in bid and
proposal costs. The Secretary stated that he believed an FFRDC
was only marginally justifiable.

Yarch ®;. 1990 ~ The Acting Deputy Under Secretary of Defense for
Acquisition informed the Secretary of the Army by memorandua that
the proposed FFRDC was not consistent with the LAP 21 Study
results, the Army’s desire to build up its in-house capability in
research and exploratory development, or the policy guidelines of
OFPP Policy Letter 84-1.

April 18, 1990 ~ The acquisition plan for establishment of an
FFRDC was approved by the Principal Assistant Responsible for
Contiacting, ARDEC.

April 23, 1990 -~ Contract negotiations with the University,
which had begun March 1, 1990, were concluded by ARDEC.
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IECHNOLOGY (contd)

May 3, 1%%0 -~ The Deputy A:.sistant Secretary of ths Army
{Research and Technology) in a memorandum to the ASA(RDA)
recommended award of the FFRDC contract and atated hia belief
that aestablishing an FFRDC was not contrary to IAB 21 Study
recommendations.

May 4, 1990 - The ASA(RDA) in a memorandum to the Secratary of
the Army stated that establishment of the FFRDC was consistent
with LAB 21 Study results since the capability was not available
in-house in the near term. He stated that the Army was
consolidating and building its in-house capability to further
pioneer this revolutionary technology. The ASA(RDA} further
stated that the Army could be severely criticized by Congress if
the procurarment was canceled. He reccmmended that OSD be
notified of the Army intention to award the FFRDC contract.

May 16, 19%0 - The Secretary of the Army informed the Under
Secretary of Defense for Acquisition by memorandum that he
disagreed with the 0SD staff objections to establishing an *FRLC;
that his staff had determined the Army proposal complied with
law, OFPP and DoD regulations and directives, and Congressionai
report language; that the Army needs could not be met by other
contractual means; and that the Army intended to proceed with the
award of the FFRDC contract.

May 25, 19%0 - The Deputy Under Secretary of Defense for
Acquisition approved the award of the contract based on the Army
determination that an FFRDC best met Army needs.

May 25, 1990 ~ ARDEC awarded contract DAAA21-90-D-0009 to the
University to eatablish the IAT as an FFRDC.

January 30, 1991 - Tne Director, IAT, notified the Deputy
Assistant Secretary of the Army (Research and Technology) by
letter that General Dynamics, Forth Worth Division (GD/FW) had
requested the IAT to participate as a subcontractor on a research
project for the DARPA., GD/FW planned to use its Combined Arms
Systens Engineering/Battlefield Integration Center {(CASE/BIC) to
perform the research work.

Pebruary 16, 1991 - The Deputy Assistant Secraiary of the Army
(Research and Technology), the Director, IAT, and others attaended
a briefing and toured the GD/FW CASE/BIC facility. General
Dynamics wanted to sell the facility and the Deputy Assis.ant
Secretary of the Army (Research and Technology) requestes the 1AT
to investigate how the University might 2cquire the facility and
to determine the contract modifications needed to accommodats
supporting and utilizing the facility.




ARRENDIX A - CHRONOLOGY OF EVENT. ON THE INSTITUTE FOR ADVANCED
IECHNOLOGY (cont’d)

May 13, 1991 - The National Defense Authorization Act for Fiscal
Years 1992 and 1993 (House Report 102-60) recommended an
authorization of $15 million for the TAT to lerse and operate the
CASE/BIC facility.

August 2, 1991 - The first meecting of the IAT Executive Advisory
Board was held, and the Director, IAT discussed deficiencies in
the existing FFRDC contract.

August 26, 1991 - Representatives of the ASA(RDA), ARDEC, and
IAT met to discuss changes to the FFRDC contract in response to
the deficiencies identified by the Director, IAT.

November 29, 1991 - The Fiscal Year 1992 Defense Appropriation
Act (Public law 102-72) appropriated $8 miliion to the Aray for
simulation technology in support of future weapons systems
subject to the Army providing a plan on the use of the CASE/BIC
facility and a lease-purchase analysis on the facility to the
Appropriations Committees. Another $15 million was appropriated
to the Army for hypervelocity physics research and development in
support of electric gun development.

January 31, 1992 - ARDEC prepared a J&A document proposing a
sole-source modification to increase the fund ceiling on the
existing FFRDC contract from $13 millicn to $97 million and to
increase the scope of work.

Pebruary 20, 1992 - The Director, IAT, in a memorandum to the
Deputy Assistant Secretary of the Army (Research and Technology),
discussed inadeguacies of the original funding ceiling and needed
changes.

May 12, 1992 - Headquarters, Army Materiel Command, Office of
the Deputy Chief of Staff for Acquisition, requested additional
information on the proposed $84 million sole-source contr~ct
modification. Requested was a detailed breakdown of the funding,
a description of controls to ensure that only legitimate delivery
orders were pleced with the FFRDC, an explanation of why
competition of the requirements was not feasible, and an
evaluation of IAT’s capacity to perform the additional werx in
the time rewaining on the contract.

June 3, 1992 - ARDEC provided additional information ¢to
Headquarters, Army Materiel Command on the sole-source contract
modification.




APPENDIX B - SUMMARY OF POTENTIAL DENEFITG RESULTING FROM AUDIYX
Recommendation Amount and
Reference Description of Benefits Iype _of Benefit
1. Economy and Efficiency. Nonmonetary.
Suspend proposed sole-~
source modification. Im-
prove competition and
reduce costs.
2. Program Results. Improve Nonmonetary.
compliance with  OFPP
policy by relying on
existing capabilities to
satisfy requirements.
3. Program Results. Termi~ Nonmonetary.

nate use of unnecessary
FFRDC.
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ARPENDIX C = ACTIVITIES VISITED QR CONTACTED

orfice of the Secretarv of Defense

Deputy Director, Defense Research and Engineering (Plans and
Resources), Washington, DC

Repartment of the Army

Office of the Deputy Assistant Secretary of the Army
{Research and Technology), Washington, DC

Office of the Deputy Assistant Secretary of the Army
{Procurement), Washington, DC

Headquarters, U.S. Army Materiel Command, Alexandria, VA

U.S. Army Armament, Munitions and Chemical Command,
Rock lsland, IL

U.S. Army Armament Research, Development and Engineering Center,
Picatinny Arsenal, NJ

U.S. Army Ballistics Research Laboratory, Aberdeen Proving
Grounds, MD

Repartment of the Navy

Office of Naval Research Resident Representative,
Austin, TX

Qther

Institute for Advanced Technology, Austin, TX
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APRENDIX D = REPORT DISTRIBUTION
Qffice of the Secretary of Defenge

Director, Defense Rezearch and Engineering
Director of Defense Procurement

Department of the Army

Secretary of the Army

Assistant Secretary of the Army (Financial Management)

Assistant Secretary of the Arny (Research, Development and
Acquisition)

Inspector General, Department of the Army

Commander, Army Materiel Command

Commander, Army Armament, Munitions and Chemical Command

Commander, Arnry Armament Research, Development and Engineering
Center

Director, Armv Research Laboratory

Non-DoD
Office of Management and Budget

U.S. General Accounting Office, NSIAD Technical Information
Center

Chairman and Ranking Minority Member of the Following
Congressional Committees and Subcommittees:

Senate Subconmittee on Defense, Committee on Appropriations

Sf2nate Conmittee on Armed Services

Senate Committee on Governmental Arfairs

House Committee on Appropriations

House Subcommittee on Defense, Committee on Appropriations

House Committee on Armed Services

Housa Committee on Government Operations

House Subcommittee on Legislation and National Security,
Committee on Government Operations
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DARX III - MANAGEMENT COMMNENTS

Defense Research and Engineering

Department of the Army
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DEFEMSE RESEARCE AMD ENGINRERING COMMENTS
(O P A

OFFICE OF THE DIRECTOR OF
DEFENSE RESEARCH AND ENGINEERING

WASHI~GTON. OC 20301-3030

NG 25 =z

KEMORANDUM FOR PROGRAM DIRECTOR, INSPECTOR GENERAL, DoO
(CONTRACT MANAGENENT DIRECTORATE)

SUBJECT: Quick-Reaction Report on the Audit of the Almy
Contract ~ith the University of Texas at Austin,
Institute for Advanced Technology (Project Mo.
1CH-5012.013)

In response to the DoD Inapector Genersl (1C) request of
July 22, 1992, to reviev and comment on the 1G’s draft report of
the audit of the Institute for Advanced Technology (IAT), I am
providing the following comments.

DoD 1G Reccmmendation 1. Stop further action on the proposed
sols-source mod{fication to increase funding from $1) million to
897 million on contract numaber DAAA21-90-D-0009.

Concur with DoD IC rescommendstion for the Army to stop
efforts to incrsass the IAT contract ceiling from $1) amillion to
$¢7 million. The Army is reevalusting its needs in the areas of
slectrowmechanics and hypervelocity physics a~d is no longar
seeking an $84 million incresse in this contract.

DoD IG Recomsendation 2. Reassess research needs relative to
electromechanics and hypervelocity physics and related resource
costs and ideantify alternatives to the Federally Funded Research
and Development Center for accuaplishing these needs to include
expanding the staffing at the Army Armasents Research,
Development and Engineering Center or using non-FrRiC contracts,
or both.

Concur with DoD IG recommendation that the Army rsassess its
needs relative to elestromechanics and hypervelocity physics and
determine if thers ars alternatives to effectively accomplish
this research and dsvelopment. Howvaver, it is recommendad that
the ongoing research and development progras at IAT not be
interrupted while the Army reassesses its needs in these
iaportant areas.

DoD 1G Recomaendation 3. Based on the results of the assessaent,
either terminate :he contract for the FFRDC or continus its
opsrations under the current funding celling for the contract.




DZFYENSE REZIEARCI AND KNGIMEERING COMMENTS (cont‘d)

Concur in part with comment. Concur with Dol 16
recoanendation that the IAT contract continue during FY 92 and
FY 93. It is the DDRLX poeition that the funding celiling Curing
FY 92 and FY 93 be at the $134 per year level in order to permit
the Armsy to conduct and complete mecessary research and
sxperimentation. S$ince it {s felt that necessary vork can be
completed during FY 93, the need for continuing or tarminating
the contract should be exsmnined by the Arsy and appropriate
N sction taken in accordance vith Anlrmu regulations and lawe.

by

< Deputy Director
ae Defense Ressarch and Ingineerinyg
(Plans and Rasources)
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DEPARTMENT OF THE ARMY
OPPICE OF THE ASEBTANT BUCRETARY

445 MR

MEMORANDUN FOR INSPECTOR GENERAL, DEPARTNENT OF DEFLDNSE
(AUDITING;

SUBJ.CYT: Quick Reaction Report on the Audit of the
Army Comtract vith the University cof Texas at
Awstin, Inetitute for Advanced Technology
(Project No. 3CN-5012.01)

This responds to your sesorandus of July 23, 1992,
r-quuuu coaments on the subdbject draft rsport. The

Army’s responss to each Recommendation and our couments
on the findings and comclusions srs attached.

run the Aray dces not concur vith mamy of
the ﬂu and aspumptions cited nor oa the
mluhu you reached. We found the draft report
factually deficisnt in many respects, as noted in the
attached commants. In particeular, the rsport falile te
recognise current Arsy isitiatives, coordinated with
the Office of the Director, Defense Research and
Engineering, to establish reascnadle funding levels at
the Institute for Advansed Technology, and to sxploce
non~FPROC altarmatives fue te rapidly mlvm

in Defense and Federal priocriti

direction. .

K. Conver
secretary of the Arwmy
(Re Development and Aoquisition)
Attachasnt
cr:
oOoRE
SAIG-PA
a9
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. DEPARTMENT OF THE ARMNY CONXENTS (cont’d)
’ A R

Although the Army generally concurs with the Recosmendstions
as explained ia the following responses, we do not concur with
many of the findings and corclusions cf the lnspector General, as
further discussed below.

1. IG Recommendation: Stop furtder actiocoa ea tha proposed
sole-~source modificatioa te incresse fuadiag from §$13 il
te $97 mil oa contzract aumber DAAA21-90-0009.

DA Position: Concur. The proposal to incresse program and
contract funding to the $97 million level was amended some time
ago. The Army, for variors programmetic ressons, and with the
concurrence of DORGE, has proposed s contract ceiiing of $1% wmil
per year for Y92 and FY33. The Army {ntends to transition the
K Irstitute for Advanced Technology to a non-federally Funded
- Research and Development Canter (FrROC) organization in FY®4.

: This action is consistent with tae new Do FTROC Managemant Plan.

2. 1G Recosmendation: Rsassess ressaxch »edda relative te
electronechanics asd hypesvelocity paysics asd related
resource costs, »sod ideatify altersatives te the Federslly
Fusded NResearch aad Development Centex feor scocomplishiang
these seeds te include expandiag the staffing at tha aArmy
Armanests Researchk, Developmesat and Raginearisg Caeater,
using 80a-FFRDC coatracts, ez & combisatiea.

DA Position: Concur, with comment. As further discussed
below, the Army has reviewed this satter for some time in
coordination with OSD ant o .her concerned agenciss. As & satter
of policy, the Army 18 conatantly resssessing its resesrch needs

and its science and tachnology base priorities in light of

SN changing threats, technological opportunities, doctrine and
resources. After careful review, the Army and the ODDRAE decided
that, for the present (FY32/93), the needs of the Army and the
Federa)l Government relastive to electromechanics and hypervelocity
physics recearch can best be mst under the current FFADC
arrangesent, funded ot the minimum responsible leavel cited above.
The considared decision to continue the IAT as an FFRDC until rysd
ol is reflected in the new OSD FPRDC Managezant Plan.

B 3. 1G: Based on the results ¢f the assessment, either
N tecrminete the coatract for the FFROC er coatiswe its




DEPARTMENT OF THE ARNY COMMENTS (cont’d)
R TR

opexativas uader ths cusreat faadiag oceilisg catil tde
coatract expizes.

DA Position: Cnncur, in part with comment; noa-concur 51
pert. (See the response to Rec dation 2, above.) As & result
of our coordinated assessasnt, the Arwy and QDORSE decided to
coat inue under the PYRDC arrangement through FY93., The decision
to establish sa FTRDC is not made lightly, nor (s it effected
esasily. It requires extracrdinary preparation, asnalysis,
coordination, public notices and Congressional approval.
Terminatirqg this special, and supposedly long-term, relationship
1s 8130 & very serious decialon and a deliberste process (¢.9.,
Office of Federa. Procuremsnt Policy (OFPP) Policy letter 84-1
directs tbat spor-2cing sgencies notify other federal sgeacies of
their intent to dissolve an FIRDC to allow them an opportunity to
assume sponsorship) .

The crigisal funding ceiling of $1] million represented the
enly firm, programmed funding that could be identified at the time
of solicitation snd award. At the time, all perties recognized
that this amoust was, and is, insufficient for any significant
1sboratory research and experisentatioca, and that the FFRIC wouid
grow deliberately as it satured and attracted funding from other
scurces and other program sanagers. The agresd upom IAT funding
levei fcr FY92/93 of $185 million per year {s, itself, a compromise
wh'eh cecognizas poiitical and resource priorities snd
coustraints.

RESPONSE TC 16 FINDINGS AMD {ONCLOSIONS
neacriptics of 1G Fiodinga and Canclusiona

The report asserts that the Army did not thorowghly anslyse
requicrements or 23s¢ss alternative capsbilities for meeting its
*glectric gon® technology research needs prior to establisding Lue
IAT as an FFROC. The IG further found that the competitiom for
the contract to establish the FTRDC was vnnecessarily restricted,
and that the contract was awarded without "adequate price
competition®. The 1G also found that the proposed $84 million
sole-source sodification to the IAT contrect would have
significantly changed the scope of the original “contract awarde.
In susmary, the 1G concluded that the estadlishment of the FFRDC
by the Army, aad plans to increase its use, are “coatrary to
Government-wide 0licy of relying on established resources for
seating needs.”

1. 1G CONCLUSION: The Army did not thoroughly analyse
requireaments or assess alternative capabilities for meeting its
research requirements.

DA RESPOMSE: Monconcur. This issue was addressed thoroughly by
the Army on several occasions over a two-year period. In July
1968, the Army conducted & market survey consistine of & review of
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the capadilities axisting in the for-profit industry a5 well as
non-profit-eaking activities such &s nationsl ladoratories
(Sandia, Los Alamos, Brookhaven and Jet Propulsion). In August
1988, the Army again performed a mazkel survey consisting of &
reviev of existing test facilities and Railgun/Electromechanical
experience among private industry coatrsctors and national
laboratories. In September 1988, & memorandum to ASA(RDA)
provided the pros and cons, and ultimstely & recommendation, for
proceeding with the plar to establish an FFROC. Finally, in May
1930, the Secretary of the Army provided an informaticn paper to
the Under Secrerary of Defense for Acquisition (USD(A}} which
reiterated that the Army‘s needs could not be met by other
contractusl mesans. Given these actions, the Army strongly
disagrees that the anslysis wes not tdhorough. Yhen crestion of
the FYRDC vas being considered, some individusls disaqreed with i
the Army's decision, but the decisioa was Dased on adequate and
complete information and, more importantly, it wvas spproved by the
USD (A) sfter considering all of the facts.

2. 1G CONCLUSION: The proposed $84 million modification to the
IAT contract has not been adequatsly justified and significantly
changes the scope of the cont-act.

OA RESPOMSE: Wonconcur. This conclusion by the 1G is moot since
the Army has rescinded that proposal. <Curreatly, a asw JiA s
being statfed which proposes 8 ceiling of $15 eillion per year for
FY32 and FY93. ‘This funding level {s consfstent with funding
ceiling in the new DoD FTRDC Managesant Plan.

The statement that the scope of the contract, whether it is
for $84 maillion or $)0 million, is significantly crhanged {3 hot
correct from the standpoint that the scope and sission of the
FFROC has not changed. The nature of the work suthorited and
planned for sssignment to the FFRDC {8 not being changed by virtue
of this action, only the funding celiing level is changed. As wvas
correctly noted in the report, the current funding ceiling in the
contzact is $1) million for S years through FY. AX the time of
the contract award, the Army recognized & need to sventually
increase the celling. At that time, however, there was no dasie
for any hi,her figure. The basis now exiets and {» fully
explained {n the proposed JeA, which sccounts for both miszsion and
customer funding.

The proposed increase in the fuading for the FFYROC is not
unprecedented. The GAO looked at this issue 1ia its March 1948
report to Congress on FTIROCs. In compecison, Lincols laboratories
funding growth increased Dy 72¢ from FrY$2-6¢; DOD fuading of
Lavrence Liversore Reational Laboratory incressed by 2360\ from
FY82-86; DOD funding for Los Alamos National Laborstory increased
by 5618 from FY32-8€. Althouqh these institutions have been in
existence for soms time, it i{e apparent that their use has
increased. An increase in the utilization of the IAT had Mlso
been anticipated.
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3. I1G CONCLUSION: Competition for the contrac. to sstablish the
FFRDC was unnecsssarily restricted.

DA RESPOMSE: Nonconcur. The only restrictive aspects in the
competition to establish the FTROC were the requirements of Orrp
Policy Letter 94-] which stipulates criteria for estabiishing
FFRDCa. Although at one point the Arwy did consider a sole source
contracting strategy, once it was decided to procure on 8 full and
open competition basis, everytding possidle was done to ensure the
competr.ition was not vanecessarily restrictid. As the OFPP letter
requires, there wers three notices in the Coemerce Business Dally
as well as the federsl Register notifying industry ead academis of
the pl d procur . There wvas a pre-propossl coaference held
in which proapective offerers were able to ask any and all
questicas and make any suggestions for changes to efther the
Army's solicitation or strategy to establish an FFRDC. There wers
112 requests for copiss of the solicitation from interested
parties. As recounted in the 1G report, the feedback from
industry for not responding witd & proposal were varied and not
stypical of the reasons for failing to respond to a “normal®,
compler Dol solicitation. The IG report states that the funding
profile was restrictive, referring to a memorandum from the PCO to
OASA{RDA) which raised the question whather $13M wowld be funded.
Procurement reagulations prohibit requirements being solicited,
negot iated, or contracted unless there ia a reasctabls expectation
that the requirements will be funded.

The IG report also states that the University of Texas st
Austin propossl was based on the Aray funding ceiling retder than
a realistic estimate of the funding needed to operate the IAT for
S years. Although it was not expressly stated in the
solicitation, by including the funding profile it yas implied to
all offerers that thair propossls should be structured to the
funding availadle rather tnan some higher estimate,

The most likely ressca that only two offerors submitted
proposals in response to the solicitation was the stringent
tequiremsnts detailed in the OFFPF Palicy Lettar. A reviev of
those requirements sdhows that, in order to be identified as an
FFRDC an activity sust, among other things:

1) zeceive fros the Governmsnt the majority of its financ.ial
support (70W)

2) have most or all of its facilities owned or funded by the
Government

J) be operated, managed and/or administered by either a
university or consortium of universities, other noa-profit
organization or industrial organization or firm as aa sutonomous
orqanization or separate opersting uait
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3;} 4) agree .ot Lo competa vith a8y MA-TTRDC ia responss O &
"2%} federal solicitation .
T

AR The above requirenssts are ReCesssry te snsure that the

L. iadopendence and {reedom frzom conflict of iaterest of the

e otganisation sre malstained. Altdowgh secsssary, the reswiting

. effect 16 that most erganizations sre wwilling te accept swch an
. arzangennat, 1a spite of the fact that JumETOME COBLINCLOT SOuUTCes
vers perforuing research and developmemt in various sspects eof
HENN electric gua techaclogy.

4. 16 CONCLOSION: The coatsect wes swerded withowt adequats
peice competitioa.

DA AZSPONSE: Comcur, but there was motdiag 11legel, irregular, or
improper abowt this approech. The tera “adequats price

i, congetitieon” (s explained ia FAR 313.804-3. It §s s basis for aot
g roquiriag & coatractor te submit certified cost er pricing dats.

It can als0 serve 48 & bests fer s PCO’s detormiastios tast &

e price is & fair end reascaadle one. Is the case of the sward of

v the FTROC, the PCO asver planned or expected thet there wowld be

N sdoquate price cospetitien. The slternetive methed of deternining

that a price ie fair aad reavonable 15 by analysing, eveluatiang

and pegriating the ceat. This 15 8lse the moet oesmosly ewployed

R asthed of deterniniag price reasonsblasess en a2 megotiated

o procerensst, and thie fs tie method ihat was wsed ea tie

procuremest for the rraoc.

A0 12V Ll SOMMENTR

The followving edéitionsl commeats are offered e other aress
e of the OO 18 report:

1. Page 3: The report states that am Unselicited Proposal "Unsolicited
[ was subaitted by the Oniversity of Temas at Awstis ia 1988, There Pr .al" nrot
ot vas s briefing descridisg a coscept for as FYRDC st the University oposa :
of Texss ot Austia sedes by Br. Bazxy Fal- (vhe left gevermment in NDraft Report.
service at DARFA ia 1347) te Xey Army lecdership ia March 1983,
Althowsh it mey have bese described as as Unsolicited Prepossl, 3
and perheps even by soms iadividuels 1ia the Arwey, vhea the

‘document® wes subjected to a review IAE FAR 15.500 the Army
deternined that it ¢id sot qualify s ae Snsolicited Proposal end
it wvas ot treated as sweh.

2. Page 7: Tha report atater tast the RFP wus jssved June
1909 and that the Acquisition Plas wes ast completsd watil April
R 1990. The repert seems to imply that this was isapprepriate.

. Wile the Army Supplesast te the FAR Tequizres that as Aoguieitios 4
Plan be approved prier teo release of the selicitation wade: normal
onditions, the reguiations 2130 previds for exceptiecas te this
requirement. Such aa Saception was prepered and spproved by the
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appropriste authority prior to relesse of the solicitaction. As p—R—
asntloned fa the report, the ACQuisition .Plan was prepered,

reviewed, and approved ia accurdance with Agency proceduress priae

to sward¢ of the coetract.

3. Pays 9: 7Tha Report states that the ARDEC PCO denied the
protest from Pizatinny Arsanal Techaical Associates (PATA). While
this 1s true, it i3 2120 true that the proiest was susmerily
dismissed Dy the GAC Ddased on the fact that he GAD 4id not
consider PATA's stated reasom tO Do & walid “asis for protest.

4. Poge 9. The section teraad "0OSD Jpproval® describes the "0OSD action” in
various semorenda thet weat Dack sad forth Detweea the Arxy and Draft Report
the DOD which expressed varicws opinions oa the pros and cons of + ep *
ostadblishing the FFRuC. This give and take {8 a0t wnusual for 5
decisicn-making in the DoD or elsewhare, It is vorth esphasiziay
that the Under Secretary of Defense for Acquisitios, after
considering all of the views and recommendstions of Army and 08D
statfs, approved the avard of the contract estadlishing the FFYRDC

under Army sponsorship.

S. Page 11: Although the statements are trve regarding the
appointesst of former government eaployees and experts in the
fislde of Rypervelocity aad Rlectromechanics to the FFRDC sta.?,
there 1o mothing ia .av or reguiation which prohibits this as loag
as the Stasdards of Coadeuct are not infrisged. The Army has no
ovidence that iafringesments d2ave existed or exist at present.

§. Page 13: The sectios which sadresses subcoatracts
provides variows facts reqarding subcoatracts vhich were awarded
by the FTRDC, apparestly ismplying that something improper dad been
dons. Thers is no prohiditios co the awsrd of subcontracts by as
FFRDC, althowgh the asouwat of subcontracting is always s concers
whict sust be sonitored. If, for exasple, the FTROC wers
subcontracting significast portions of thelr efforts, it might
zaise the question of the necsssity for am FFYRDC. AL the time of
contract award the FYRDC estimated $500% for subcontracts during
the course of the contract, which 13 not comsidered significant.
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