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INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 

400 ARMY NAVY DRIVE 
ARLINGTON, VIRGINIA 22202 

November 4, 1993 

MEMORANDUM FOR DIRECTOR, DEFENSE RESEARCH AND ENGINEERING 
ASSISTANT 	 SECRETARY OF DEFENSE (COMMAND, CONTROL, 

COMMUNICATIONS AND INTELLIGENCE) 
ASSISTANT 	 SECRETARY OF THE NAVY (FINANCIAL 

MANAGEMENT) 
ASSISTANT 	 SECRETARY OF THE AIR FORCE (FINANCIAL 

MANAGEMENT AND COMPTROLLER) 
DIRECTOR, 	 ADVANCED RESEARCH PROJECTS AGENCY 
DEPUTY UNDER SECRETARY OF DEFENSE (LOGISTICS) 
AUDITOR GENERAL, DEPARTMENT OF THE ARMY 

SUBJECT: 	 Audit Report on Sole-Source Justifications for 
DoD-Sponsored Federally Funded Research and 
Development Centers (Report No. 94-012) 

We are providing this final report for your information and 
use. The audit was requested by the Administrator, Office of 
Federal Procurement Policy,· and House Report No. 102-95, 
"Department of Defense Appropriations Bill, 1992." This is the 
second in a series of reports on DoD-sponsored federally funded 
research and development centers. Management comments to a draft 
of this report were considered in preparing the final report. 

Based on management comments, we revised, added, and deleted 
recommendations. DoD Directive 7650.3 requires that all 
recommendations be resolved promptly. We request the Director, 
Defense Research and Engineering, to provide comments on 
Recommendation 1. and the Navy to provide comments on 
Recommendation 3. and the monetary benefits by January 4, 1994. 

We appreciate the courtesies extended to the audit staff. 
If 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 Manager, at 
(703) 692-3205 (DSN 222-3205). The distribution of the report is 
listed in Appendix T. 

~ ... 
Robert . Lieberman 

Assistant Inspector General 
for Auditing 
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SOLE-SOURCE JUSTIFICATIONS FOR DOD-SPONSORED 

FEDERALLY FUNDED RESEARCH AND DEVELOPMENT CENTERS 


EXECUTIVE SUMMARY 


Introduction. On March 12, 1991, the Administrator, Office of 
Federal Procurement Policy {OFPP), requested that selected 
Inspectors General determine whether sponsoring agencies were 
complying with OFPP Letter 84-1, "Federally Funded Research and 
Development Centers {FFRDCs)." on September 16, 1992, the 
Administrator, OFPP, further requested that the Inspectors 
General assess the adequacy of the sole-source renegotiation 
justifications for sponsored FFRDCs. House Report No. 102-95, 
"Department of Defense Appropriations Bill, 1992," likewise 
requested the Inspector General, DoD, to review the use of 
FFRDCs. 

OFPP Letter 84-1, as implemented by Federal Acquisition 
Regulation 35. 017, "Federally Funded Research and Development 
Centers," provides Government-wide policy for the establishment, 
use, periodic review, and termination of FFRDCs. The policy 
requires agencies to rely on existing Government research 
activities and private industry when practicable to satisfy 
special research or development requirements. DoD sponsors a 
total of 11 FFRDCs costing about $1.5 billion annually. 

Objectives. The objectives of the audit that relate to the 
OFPP requests were to determine whether DoD sponsors were 
performing adequate reviews of the need for their FFRDCs, to 
determine the adequacy of the sole-source renegotiation 
justifications for the FFRDC contracts, and to evaluate 
applicable internal controls. A future report will address the 
remainder of the requested work from the OFPP and the House 
Committee on Appropriations request. 

Audit Results. DoD sponsors did not perform adequate reviews and 
did not document the special technical needs and mission 
requirements for the 10 FFRDCs. As a result, the bases for the 
most recent sole-source contracts to the FFRDCs were not 
adequate. In addition, the Navy was using field analysts from 
the Center for Naval Analyses without determining whether that 
was the most efficient and effective use of resources. 

Internal controls. DoD sponsors did not follow established 
policies and procedures for performing comprehensive reviews of 
FFRDCs and justifying renewal of their sole-source contracts. We 
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consider the weakness to be material. See Part I for a summary 
of internal controls reviewed and Part II for details of the 
weakness. 

Potential Benefits of Audit. Benefits should result from better 
reviews of the need for FFRDCs. However, we could not quantify 
those monetary benefits. About $6.2 million of costs could be 
eliminated if the Navy replaced the 41 Center for Naval Analyses 
field analysts with in-house personnel. The potential benefits 
of the audit are described in Appendix R. 

Summary of Recommendations. We recommended that DoD perform new 
comprehensive reviews, establish procedures and criteria for the 
reviews, curtail renewal of contracts pending new reviews, and 
perform cost and effectiveness analyses on the use of Center for 
Naval Analyses field analysts. 

Management Comments. The Deputy Director, Defense Research and 
Engineering; the Deputy Assistant Secretary of Defense (Strategic 
and Tactical Command, Control, and Communications); the Office of 
the Assistant Secretary of Defense (Production and Logistics) 
(now Office of the Deputy Under Secretary of Defense (Logistics); 
the Army; the Navy; the Air Force; and the Director, Advanced 
Research Projects Agency, did not agree that prior comprehensive 
reviews and justifications for the sole-source FFRDC contracts 
were inadequate. They agreed that a need existed to improve the 
process for comprehensive reviews and to either perform or plan 
new reviews. The Navy disagreed that Center for Naval Analyses 
field analysts' effort could be converted to in-house work. The 
Director of Defense Procurement disagreed with a recommendation 
to require synopsizing FFRDC requirements. 

A discussion of the responsiveness of management comments on the 
recommendations is in Part II of the report. A discussion of 
comments on the finding and evaluations of comprehensive reviews 
is in Part III of the report. The complete text of management 
comments is in Part IV of the report. 

Audit Response. Based on management comments, we revised four 
report recommendations. Further, we deleted the recommen­
dation on synopsizing requirements and added a recommendation on 
clarifying the role of the Director, Defense Research and 
Engineering, in sponsor comprehensive reviews. Comments are 
requested from the Director, Defense Research and Engineering, 
and the Assistant Secretary of the Navy (Research, Development, 
and Acquisition) by January 4, 1994. 
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PART I - INTRODUCTION 

Background 

Federally funded research and development centers (FFRDCs) were 
first established during World War II for the expeditious 
accomplishment of some research and development objectives that 
required assembling scientific talents with supporting technical 
skills to work closely under single management. The initial 
contracts were awarded for development of nuclear energy 
(Manhattan Project), for development of effective proximity fuses 
for anti-aircraft ammunition (John Hopkins University Applied 
Physics Laboratory), and for research in rockets (Jet Propulsion 
Laboratory of the California Institute of Technology). The 
contributions of university-associated scientists and engineers 
to military technology encouraged postwar interest in maintaining 
research centers managed by universities and business firms under 
contract to the Government. 

Since World War II, DoD has sponsored as many as 18 FFRDCs and as 
few as 6 FFRDCs. currently, DoD sponsors 11 FFRDCs costing about 
$1.5 billion annually. FFRDCs perform three categories of work: 
studies and analyses, systems engineering and integration, and 
laboratory research and development. Appendix A lists the 
10 FFRDCs we audited, their primary DoD sponsors, and their 
authorized funding. 

All of the DoD-sponsored FFRDCs share the following 
characteristics. 

o Each is managed by a private, non-profit organization 
under a long-term contract, which is generally for 5 years and 
which is awarded and reawarded without competitive procurement 
procedures. 

o Each is closely identified with a sponsor, either a 
Military 	Department or the Office of the Secretary of Defense 
(OSD) . 

o Each has contractual responsibilities for furthering the 
interests of its sponsor in mission or program terms. 

o The personnel policies of each are not controlled by 
Federal civil service regulations, salaries, and procedures. 
Personnel restraints exist, but they are contractual. 

o The DoD sponsor has determined that Government 
requirements cannot be effectively accomplished by conventional 
contractual arrangements or by Government personnel. 



FFRDCs are granted access, beyond that which is common in a 
normal contractual relationship, to Government and supplier data, 
including sensitive and proprietary data, and to DoD and Defense 
contractor employees and facilities. This unique relationship 
requires FFRDCs to operate in the public interest with 
objectivity and independence, to be free from organizational 
conflicts of interest, and to fully disclose their affairs to the 
DoD sponsor. 

Office of Federal Procurement Policy (OFPP} Letter 84-1, 
"Federally Funded Research and Development Centers" (Appendix B), 
as implemented by Federal Acquisition Regulations (FAR} 35. 017, 
"Federally Funded Research and Development Centers" (Appendix C}, 
provides policy guidance for the establishment, use, periodic 
review, and termination of FFRDCs. The OFPP policy provides 
that: 

Agencies will rely, to the extent practicable, on 
existing in-house and contractor sources for 
satisfying their special research or development needs 
consistent with established procedures under The 
Economy Act of 1932 (31 u.s.c. 1535), other 
statutory authority or procurement/assistance 
regulations. A thorough assessment of existing 
alternative sources for meeting these needs is 
especially important prior to establishing an FFRDC. 

The Competition in Contracting Act of 1984, which was enacted to 
enhance competition and restrict unnecessary sole-source 
contracting, requires that all Federal contracts be competed, 
with certain exceptions. One exception, United States Code, 
title 10, section 2304 {c) (3), authorizes the use of other than 
full and open competition when maintaining an essential FFRDC 
research capability is necessary. This exception is implemented 
by FAR 6. 302-3, "Industrial Mobilization; or Engineering, 
Developmental, or Research Capability," and must be supported by 
written justifications prepared in accordance with FAR 6. 303, 
"Justifications," and FAR 6.304, "Approval of the Justification," 
and by comprehensive reviews performed in accordance with 
FAR 35.017-4, "Reviewing FFRDCs. 11 

Objectives 

The audit was initially requested by the Administrator, OFPP 
(Appendix D) . The objectives of the audit were to: 

o determine whether DoD sponsors were performing adequate 
reviews of the need for their FFRDCs, 

o determine the adequacy of the sole-source renegotiation 
justifications for the FFRDC contracts, 
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0 

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

evaluate applicable internal controls. 

Based on direction by the House Committee on Appropriations in 
House Report No. 102-95, "Department of Defense Appropriations 
Bill, 1992," we added audit objectives to: 

o determine whether FFRDCs adhered to mission statements 
and sponsoring agreements, 

o determine whether criteria used to develop overhead rates 
for the FFRDCs were in accordance with Government standards, and 

o determine whether any violations of conflict of interest 
regulations existed either within the FFRDC operation or 
structure or in the DoD relationship with the FFRDC. 

This report addresses the first and second objectives on adequacy 
of reviews and the sole-source justifications and the internal 
controls related to both. The other objectives will be addressed 
in a subsequent report. 

scope 

We evaluated the reviews and sole-source justifications prepared 
by the DoD sponsors for contract actions occurring in FYs 1988, 
1989, 1990, and 1991; sponsoring agreements; procurement and 
contract documents; mission statements; and funding data for 
10 FFRDCs that existed more than 5 years. The 10 are 
Project AIR FORCE; National Defense Research Institute; Arroyo 
Center; Institute for Defense Analyses; Center for Naval 
Analyses; Logistics Management Institute; Aerospace Corporation; 
MITRE Corporation Command, Control, Communications and 
Intelligence (C3 I) Division; Lincoln Laboratory; and Software 
Engineering Institute. One FFRDC, the Institute for Advanced 
Technology, is separately discussed in Inspector General, DoD, 
Report No. 93-013, "Quick-Reaction Report on the Audit of the 
Army Contract with the University of Texas at Austin Institute 
for Advanced Technology," October 27, 1992. 

We also considered the results of prior audits, congressional 
studies and testimony, and a Navy Procurement Management Review. 
We interviewed program officials in the sponsoring DoD 
organizations, DoD contracting officers, FFRDC users, and FFRDC 
management officials. Due to security considerations, our 
evaluation did not include the reviews or sole-source 
justifications for the renewal of contracts awarded by the 
National Security Agency to the Institute for Defense Analyses. 
This exclusion does not affect the results of our audit. 
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This program results audit is based on work performed from 
October 1991 to February 1993. The audit was made in accordance 
with auditing standards issued by the Comptroller General of the 
United States, as implemented by the Inspector General, DoD. 
Accordingly, we included such tests of internal controls as were 
considered necessary. We did not rely on any computerized data 
to conduct this part of the audit. The activities visited or 
contacted during the audit are listed in Appendix s. 

Internal Controls 

We evaluated compliance by OSD and the Military Departments with 
the criteria in OFPP and OSD guidance. We used the guidance in 
OFPP Memorandum 89-21, "Improving Management Controls Over 
Government Procurement," July 17, 1989, and Under Secretary of 
Defense for Acquisition memorandum, "Certification of Procurement 
Systems," September 15, 1989, to evaluate the award of sole­
source contracts to the 10 FFRDCs that existed more than 5 years. 

The audit identified a material internal control weakness as 
defined by Public Law 97-255, Office of Management and Budget 
Circular A-123, and DoD Directive 5010.38. Policies and 
procedures require DoD sponsors to comprehensively review and 
document the use of and need for FFRDCs. Preparation, review, 
and approval policies and procedures also exist for 
justifications of sole-source contracts. However, internal 
administrative controls were not followed to verify that adequate 
comprehensive reviews of FFRDCs were completed before the 
justifications to renew sole-source contracts for FFRDCs. 
Implementation of Recommendation 1. to perform new comprehensive 
reviews should correct the weakness. We could not determine the 
monetary benefits to be realized by implementing Recommendation 
1. because the benefits will depend on future actions. A copy of 
the report will be provided to the senior internal control 
officials in OSD, the Military Departments, and the Advanced 
Research Projects Agency. 

Prior Audits and Other Reviews 

During the last 5 years, the Inspector General, DoD; the Air 
Force Audit Agency; the Office of the Assistant Secretary of the 
Navy (Research, Development, and Acquisition); the General 
Accounting Office; the Congressional Research Service, Library of 
Congress; and the Senate Subcommittee on oversight of Government 
Management, Committee on Governmental Affairs, issued ten reports 
addressing requirements and cost-effectiveness issues involving 
the DoD-sponsored FFRDCs. Appendix E summarizes those reports. 
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PART II - FINDING AND RECOMMENDATIONS 

BASIS FOR SOLE-SOURCE CONTRACT RENEWALS 

The DoD sponsors did not adequately document the basis for 
renewing the 10 FFRDC sole-source contracts we reviewed. The DoD 
sponsor comprehensive reviews did not meet OFPP Letter 84-1 and 
FAR 35.017-4 requirements, and the sole-source justifications for 
renewal of the FFRDC contracts contained unproven statements. 
Three reviews were not done, six reviews were done after approval 
of the sole-source justifications and were not adequate, and one 
review was incomplete. The inadequate reviews and sole-source 
justifications occurred because senior officials in the OSD, the 
Military Departments, and the Advanced Research Projects Agency 
and the responsible contracting officers did not challenge the 
timeliness, completeness, and accuracy of the comprehensive 
reviews and sole-source justifications. Thus, the reasons used 
to justify the sole-source contracts for the 10 FFRDCs were not 
adequately supported by documentation. The DoD FFRDC Management 

'Plan, which is being implemented and is an improvement, does not 
go far enough to correct the review and justification 
documentation problems. Also, the Navy can reduce costs by 
$6.2 million over 2 years by replacing Center for Naval Analyses 
field analysts with Navy employees. 

DISCUSSION OF DETAILS 

Background 

OFPP Letter 84-1 contains policy guidance on FFRDCs that is 
implemented in DoD by the FAR. FAR 35. 017-4 requires the DoD 
sponsor to conduct a comprehensive review of the use of and need 
for an FFRDC before renewing a contract or agreement for the 
FFRDC. The head of the sponsoring organization should decide to 
renew or terminate the FFRDC arrangement based on the results of 
the comprehensive review. The comprehensive review includes: 

o an examination of the sponsor's special technical needs 
and mission requirements performed by the FFRDC to determine 
whether, and at what level, they continue to exist; 

o consideration of alternative contractor or Government 
sources to meet the sponsor's needs; 

o an assessment of the FFRDC's efficiency and effectiveness 
in meeting the sponsor's needs, including the FFRDC's ability to 
maintain its objectivity, independence, quick-response 
capability, currency in its field(s} of expertise, and 
familiarity with the needs of its sponsor; 

o an assessment of the adequacy of the FFRDC management in 
ensuring a cost-effective operation; and 
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o a determination that the criteria for establishing the 
FFRDC continue to be satisfied and that the sponsoring agreement 
complies with FAR 35.017-1, "Sponsoring Agreements." 

FAR 35.017-4 requires the DoD sponsor to coordinate the 
FFRDC review with other users, and to afford the other users an 
opportunity to assume sponsorship if the current sponsorship is 
no longer appropriate. The comprehensive review must be formally 
documented since the review documentation provides the basis for 
renewing or terminating a sponsor's contractual relationship with 
the FFRDC. 

Sufficiency of Reviews and Justifications 

The reviews and justifications for the 10 FFRDCs did not 
adequately document the 5 areas required by the FAR and OFPP 
Letter and did not adequately justify renewal of the sole-source 
contracts. The reviews and justifications did not sufficiently 
document the sponsors' mission requirements to be performed by 
the FFRDCs, the alternatives considered to meet sponsor 
requirements, the efficiency and effectiveness of the FFRDCs in 
meeting sponsor needs, the management controls established by the 
FFRDCs to ensure cost-effective operations, and the determination 
that criteria for establishing the FFRDCs were still valid and 
that adequate sponsoring agreements existed. 

A comprehensive review document addressing the OFPP and FAR 
guidance on the continued need for the FFRDC was not prepared by 
the DoD sponsor for three FFRDCs and was prepared after the 
sole-source justification for six FFRDCs. Of the six, 
two comprehensive reviews were not approved until after the 
contracts were awarded. The DoD sponsor prepared the review for 
the tenth FFRDC before the sole-source justification but the 
documentation did not adequately address the OFPP and FAR 
criteria. Appendix F summarizes the comprehensive review and 
sole-source justification approval dates, the contract award 
dates, and the final approval level for the awards to the 
10 FFRDCs. 

The following paragraphs discuss our evaluation of the reviews 
and justifications. Appendix G summarizes the deficiencies 
associated with the reviews and justifications for each of the 
FFRDCs. Appendixes H through o provide details on our assessment 
of the reviews and justifications prepared for each of the 
10 DoD FFRDCs. 

Sponsor Mission Requirements for FFRDCs. The comprehensive 
review documents did not detail the future requirements for any 
of the 10 FFRDCs in terms of specifically who needed what 
services, where, when, and how. The reviews did not detail or 
assess the types of requirements, such as long-term program­
oriented research versus short-term project/task oriented work, 
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or the extent of such work. They did not identify the special 
skills or capabilities needed to meet the requirements or the 
interrelationship of the requirements to one another. The 
requirements were stated in general terms, such as "a continuing 
effort for studies exists." Program officials who performed the 
reviews found that users were uncertain of what studies or 
support would be needed from the FFRDCs. The program officials 
accepted the general responses rather than following up and 
insisting that users identify more specific requirements. The 
comprehensive reviews' failure to detail the requirements would 
hinder subsequent efforts by contracting officials to identify 
and consider alternative sources capable of meeting the 
requirements, in whole or part, being provided by the FFRDCs. 
The sole-source justifications described in general terms the 
services to be procured such as broad categories of support 
services or studies that would address general issues or areas. 

Alternative contractor and Government sources. Statements 
in the review documents and sole-source justifications that no 
other sources existed were not adequately documented. Formal 
market surveys were not performed for any of the 10 FFRDCs to 
determine whether private-sector firms, in-house Government 
personnel, or other FFRDCs could perform portions of the work 
even though users stated that alternatives to the FFRDCs did 
exist. 

Commerce Business Daily synopses. The proposed sole­
source contract awards for 4 of the 10 FFRDCs were synopsized in 
the Commerce Business Daily. The Defense Supply Service­
Washington (DSS-W) placed a notice in the Commerce Business Daily 
August 17, 1988, for sole-source contract award to the Institute 
for Defense Analyses; June 29, 1989, for the National Defense 
Research Institute; August 8, 1989, for the Logistics Management 
Institute; and July 6, 1990, for the Arroyo Center. 

DSS-W published the synopses to provide public notice of the 
pending contract awards. The synopses were neither intended nor 
worded to solicit competition on the procurements. However, in 
response to publicizing the contract award to the Institute for 
Defense Analyses, nine commercial organizations expressed written 
interest in competing for the contract requirements. On 
September 9, 1988, and October 6, 1988, the DSS-W contracting 
officer sent letters to eight of the nine organizations 
reaffirming DSS-W's intent to award a sole-source contract to the 
Institute for Defense Analyses. The DSS-W letters requested the 
organizations to submit a "capability statement" setting forth 
information that the organizations believed would qualify their 
organization as an FFRDC. On September 22, 1988, the DSS-W 
contracting officer sent a letter to the ninth organization, 
which submitted a capability statement with its inquiry, stating 
that employing other sources to meet the requirements would not 
be cost effective. There was no evidence that sponsoring program 
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officials or the contracting officer ever evaluated the 
organization's capability. None of the organizations pursued the 
matter further. 

FAR 5.205(b), "Special Situations," provides that advance notices 
in the Commerce Business Daily and Federal Register are only 
required before establishing an FFRDC or before changing the 
FFRDC basic purpose or mission, and that a notice is not required 
where a procurement action is required by law. Also, 
FAR 5.202(a) (10), "Exceptions," states that a contracting officer 
need not submit a notice of proposed contract action to the 
Commerce Business Daily when the contract action is made under 
FAR 6.302-3, and advance notice is not appropriate or reasonable. 
Contracting officers cited FAR 6. 302-3 in the sole-source 
justifications as the authority for awarding sole-source 
contracts to FFRDCs. 

Regarding future acquisitions, FAR 6.303, Justifications," 
paragraph 6.303-2(a) {11), "Content," states that sole-source 
justifications are required to include, "A statement of the 
actions, if any, the agency may take to remove or overcome the 
barriers to competition before any subsequent acquisition for the 
supplies or services required." In addressing this requirement, 
contracting officers again cited FAR 6.302-3 in 7 of the 10 sole­
source justifications as authority for not considering 
alternatives that would mitigate the need for future sole-source 
reliance on FFRDCs. The remaining three justifications stated 
that alternatives would be considered during the next 
comprehensive review. 

congressional hearings. According to testimony on 
systems development and management within the Federal Government 
given during hearings before the House Committee on Government 
Operations in June through August 1962, FFRDCs were originally 
established because DoD could not attract and retain scientists 
and engineers. At that time, Government pay was not comparable 
with the private sector. The President's Scientific Adviser 
stated during these hearings that: 

••. it is very important that we make a major effort, a 
conscious effort, to increase our own in-house 
capability to do these things .••• if we can do that, 
then we can slowly get away from the necessity for 
these ad hoc mechanisms ••.• if you examine the temper 
of those earlier times, particularly during the early 
days of the ballistic missile effort, there was a very 
real crisis .••• Suddenly there was the danger that 
another nation would have them and we would 
not .•••Most governmental research and development 
problems are not of that nature. 

None of the reviews or sole-source justifications for the 
10 FFRDCs cited low Federal salaries for scientific and technical 
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positions as a reason why the Federal Government could not 
attract the scientific and technical personnel to perform 
required tasks in-house today. 

Independence. Independence and objectivity were cited 
as general reasons why private-sector firms could not perform the 
tasks of the FFRDCs. However, the reviews and justifications did 
not address why other nonprofit organizations, including some 
former DoD FFRDCs, would lack independence and objectivity. 

Assessment of efficiency and effectiveness. DoD sponsors 
determined FFRDC efficiency and effectiveness based on 
questionnaires completed by users, either for individual projects 
or for all projects worked during a particular period. Overall, 
the users rated the 10 FFRDCs as responsive to user needs. The 
users noted problems with financial reporting and completion 
delays on some taskings, but, overall, users were satisfied with 
the FFRDC services. 

We reviewed the appropriateness of the DoD sponsors' methods for 
evaluating FFRDC efficiency and effectiveness in meeting user 
needs. We also reviewed the reliability of the data reported in 
user assessments and summarized in the comprehensive reviews by 
the primary DoD sponsors. The user assessments of the FFRDCs 
included ratings that were generally adjective descriptions 
rather than quantitative ratings based on objective criteria. 
The assessment forms requested check-mark answers, narrative 
comments, or both, but contained little, if any, supporting 
details. Critical remarks made by users for 6 of 10 FFRDCs were 
ignored or distorted in the summary comments prepared by the 
primary DoD spon~ors and were not included in the overall 
comprehensive reviews. We concluded that user responses and 
primary DoD sponsor assessments of the FFRDCs' efficiency and 
effectiveness in the comprehensive reviews were often personal 
opinion. Procedures were needed for the sponsors of FFRDCs to 
document measurement of the efficiency and effectiveness of 
FFRDCs in a consistent or a standardized manner. In addition, 
the procedures should cover followup on the comments critical of 
FFRDC work. 

Assessment of FFRDC management controls. Program officials 
who prepared the summary comprehensive review documents did not 
adequately document their assessment of management controls for 
any of the DoD FFRDCs. The review documents generally stated 
that DoD administrative contracting officers, the Defense 
Contract Audit Agency, and DoD policy and advisory groups that 
provided oversight to each FFRDC verify that FFRDC operations 
were cost-effective. None of the reviews documented the internal 
steps FFRDCs took to verify that accurate accounting records were 
maintained, that sound procurement practices were followed, that 
overhead costs were reasonable, or that management fees were 
appropriate and necessary to the FFRDC. 
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Compliance with FFRDC criteria. The review documents stated 
that criteria for establishing the FFRDCs were satisfied because 
sponsor mission requirements continued and because senior DoD 
officials agreed that contracts should be renewed. The review 
documents did not specifically address the sponsoring agreements. 

Establishment criteria. As required by FAR 35. 017-2, 
"Establishing or Changing an FFRDC," none of the review documents 
for the 10 FFRDCs adequately established that: 

o the mission of the FFRDC was stated clearly 
enough to differentiate between work that should be performed by 
the FFRDC and work that should be performed by non-FFRDCs, 

o conventional contracting methods and existing 
in-house facilities could not effectively satisfy the sponsor's 
special research and development requirements, and 

o controls were in place to ensure the cost of 
FFRDC services were reasonable. 

Sponsoring agreements. The comprehensive reviews for 
the 10 FFRDCs did not specifically address whether a sponsoring 
agreement was maintained in accordance with FAR 35. 017-1. 
However, we determined that the FAR 35.017-1 requirements for the 
10 FFRDCs were included in the sponsoring agreements, the 
contracts, or both. FAR 35.017-1 states that a sponsoring 
agreement or other legal instrument must include a mission 
stat7m7nt, provisions for the orderly termination of the FFRDC, 
provisions for the identification and use of retained earnings, a 
prohibition against the FFRDC competing with non-FFRDCs, and a 
statement on whether the FFRDC may accept work from non-sponsors. 

Responsibility for Complete and Accurate Justifications 

FAR 6. 303 states that technical and requirements personnel are 
responsible for providing and certifying as accurate and complete 
the necessary data to support their recommendation for other than 
full and open competition. FAR 6.303 further states that 
contracting officers shall not commence negotiations for sole­
source contracts until the contracting officers justify the use 
of a sole-source contract in writing and certify to the accuracy 
and completeness of the justification. FAR 1. 602, "Contracting 
Officers," paragraph 1. 602-1 (b), "Authority," states that 
contracting officers shall enter into no contracts unless all 
requirements of law, executive orders, regulations, and other 
applicable procedures, including clearances and approvals, have 
been met. FAR 6.304 requires the head of the procuring activity 
to approve the justification if the proposed contract is between 
$1 million and $10 million. The senior procurement executive of 
the procuring activity must approve a proposed contract of more 
than $10 million. 
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support for justifications. The written reviews did not 
support the 10 sole-source justifications. Technical personnel, 
contracting officers, and senior acquisition officials certified 
to the accuracy and completeness of each sole-source 
justification although comprehensive reviews for 9 of the 
10 FFRDCs were not completed at the time the sole-source 
justifications were prepared. The tenth review was complete but 
was inadequate. None of the seven reviews that were done 
addressed all five criteria from the OFPP and FAR guidance for 
retaining an FFRDC. The Under Secretary of Defense for 
Acquisition, the Service Acquisition Executives, the Director, 
Defense Research and Engineering (DDR&E}, and the contracting 
officers should have challenged the accuracy and completeness of 
the determinations in the sole-source justifications and should 
have determined whether the assertions in each justification were 
supported by a comprehensive review document. The justifications 
did not contain sufficient facts and rationale to justify the use 
of FAR 6.302-3 for sole-source awards to the 10 FFRDCs. 
FAR 6. 302-3 should be cited only when awarding a contract to a 
particular source is necessary to establish or maintain an 
essential engineering, research, or development capability 
provided by an educational or other non-profit institution or an 
FFRDC. 

There was no evidence that the contracting officers or senior 
acquisition officials ever requested additional documentation or 
rationale for the sole-source contracts before approving the 
sole-source justifications. Statutory and regulatory provisions 
require adequate assertions to justify noncompetitive 
procurements. Comprehensive reviews that were not completed or 
were not adequately documented would not be a basis for the 
required assertions. Contracting officers and senior acquisition 
officials are responsible for maximizing competition and should 
not decide that the sole-source organization was the only one 
available without complete and adequately documented 
comprehensive reviews. Appendix P identifies the officials and 
off ices responsible for preparing and approving the sole-source 
justifications. 

Future awards. The Military Departments or DSS-W should not 
award a new 5-year sole-source contract to any FFRDC until an 
adequate comprehensive review and a sole-source justification are 
completed. FFRDC services that can not be properly justified in 
whole or in part should be discontinued consistent with an 
orderly transitioning from reliance on the FFRDC. DoD sponsors 
should compete, or perform in-house, any future mission 
requirements or technical needs that can be more effectively 
accomplished by not using the FFRDC. 

Effect of Sole-source contracts 

The awarding of sole-source contracts to operate FFRDCs 
eliminated competition from other organizations to operate the 
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FFRDCs, and permits sponsors to exempt subsequent research and 
development tasks to the FFRDCs from competition. As a general 
rule, requirements should be competed unless the requiring 
Government activity can demonstrate that the Government would be 
injured by a critical delay or would incur substantial additional 
costs or that competition is not feasible. Some users of the 
FFRDCs, in providing input to the comprehensive reviews, stated 
that alternative contract sources could have performed tasks 
assigned to the FFRDCs. Recent Congressional testimony related 
to DoD authorizations and appropriations for FYs 1991, 1992, 
1993, and 1994 noted the existence of capable private-sector 
firms that are interested in competing for portions of the work 
tasked to FFRDCs. The Senate Subcommittee on oversight of 
Government Management Report, "Inadequate Federal oversight of 
Federally Funded Research and Development Centers," July 8, 1992, 
concluded that FFRDC operating contracts could and should be 
competed more frequently than they are. 

Evidence also exists that awarding sole-source contracts resulted 
in additional costs to perform the work. As noted in Inspector 
General, DoD, Report No. 91-115, "Consulting Services Contracts 
for Operational Test and Evaluation," August 22, 1991, auditors 
estimated the cost for Institute for Defense Analyses operational 
test and evaluation support was about 31 percent greater than if 
Government employees were used. Air Force Audit Agency Report 
No. 0056410, "Review of Air Force Managed Federally Funded 
Research and Development Centers," August 6, 1991, stated that 
the average cost of a member of the technical staff on the 
FY 1990 Aerospace Corporation contract was about $184,000, 
compared to about $114, 000 annually for a non-FFRDC technical 
support contractor employee in the Los Angeles area. The average 
FY 1990 cost for a member of the technical staff at MITRE was 
about $151, ooo, whereas the comparative cost for a non-FFRDC 
contractor in the Boston area was about $135,000. In collecting 
information on Center for Naval Analyses field analysts, we 
estimated that during FYs 1994 and 1995, the Navy could eliminate 
about $6.2 million of costs by converting the 41 Center for Naval 
Analyses field analysts to Government GM-15 analysts (Appendix 
J) • 

DoD Directive 4205. 2, "Contracted Advisory and Assistance 
Services," states that, when an in-house capability is not 
available, the organization should establish the needed 
capability as soon as practicable to avoid a long-term dependency 
on contracting support, unless establishing this capability would 
not be cost effective. The Air Force recently initiated a test 
program, CORAL CONVERT, to reduce reliance on FFRDC services. 
The program calls for conversion of 100 engineering positions at 
the Aerospace Corporation and 50 engineering positions at the 
MITRE Corporation C3 I Division to in-house positions at Air Force 
Materiel Command's Space and Missile Systems Center and 
Electronic Systems Center, respectively. currently, the Air Force 
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estimates savings of about $31,000 for each converted Aerospace 
Corporation employee and about $25,700 for each converted 
MITRE Corporation c3I Division employee. The test program was 
started during FY 1993 after the Air Force Materiel Command 
obtained waivers from civilian hiring freezes and authority to 
reimburse civilian pay with research, development, test, and 
evaluation funds. Initial test results at the Electronic systems 
Center indicate that capable engineers were being hired in-house 
in place of MITRE Corporation c3 I Division engineers. In May 
1993, the Air Force Materiel Command extended the test program 
through December 1994 due to delays in implementing the test 
program at the Space and Missile Systems Center. On September 
10, 1993, the Air Force Deputy Assistant Secretary (Acquisition) 
suspended the test program pending an evaluation of the impact of 
the Vice President's Report of the National Performance Review on 
staffing levels within the acquisition community. 

DOD FFRDC Management Plan 

On August 14, 1992, the DDR&E issued a memorandum, 
"Implementation of the Federally Funded Research and Development 
Center Management Plan" (the Management Plan). The memorandum 
stated that the primary sponsor should develop a program for the 
work of the FFRDC during the next fiscal year within the 
established funding ceiling; should recommend changes to 
established funding ceilings; should review the cost and value of 
goods and services provided by the FFRDC; and, before renewal of 
the sponsorship agreement, should conduct a comprehensive review 
of the use of and need for the FFRDC. 

DDR&E requested each DoD Component sponsoring an FFRDC to provide 
by October 15, 1992, a copy of the DoD Component's directives 
issued to ensure compliance with the management plan, as well as 
a copy of any comprehensive review of the FFRDC performed since 
January 1, 1990. He also requested DoD sponsors to complete new 
comprehensive reviews by October 15, 1992, if the last 
comprehensive review was performed before January 1 1990. The

1offices of the Assistant Secretary of Defense (C I), and the 
Deputy Chief of Naval Operations (Navy Program Planning) 
conducted comprehensive reviews after January 1, 1990, for the 
MITRE Corporation C3 I Division and the Center for Naval Analyses, 
respectively. New comprehensive reviews were required for 
Project AIR FORCE, National Defense Research Institute, Arroyo 
Center, Institute for Defense Analyses, Logistics Management 
Institute, Aerospace Corporation, Lincoln Laboratory, and the 
Software Engineering Institute. As of September 10, 1993, the 
Deputy DDR&E approved new comprehensive reviews only for the 
MITRE Corporation c3 I Division and the Institute for Defense 
Analyses. We did not review the adequacy of the new 
comprehensive reviews for the MITRE Corporation c3I Division or 
the Institute for Defense Analyses. 
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Management Plan guidance. The DDR&E developed the 
Management Plan in response to Congressional concern that OSD 
should exercise more control over the growth and use of FFRDCs. 
Congress noted that sponsors tasked FFRDCs to perform work that 
had no impact on national security or on the ability of a 
particular Service to accomplish its mission. A principal 
control mechanism for verifying that an FFRDC relationship is 
properly continued and that an FFRDC is only used when 
appropriate is a formally documented comprehensive review 
prepared under the guidelines of OFPP Letter 84-1 and 
FAR 35.017-4. 

The Management Plan re-emphasized that DoD sponsors should 
perform comprehensive reviews in accordance with OFPP 
Letter 84-1. The Management Plan stated that primary sponsors 
will conduct the comprehensive reviews with DDR&E participation 
and that sponsoring agencies should not decide to continue or 
terminate an FFRDC relationship without DDR&E concurrence. The 
Management Plan stated no additional guidance on how DoD sponsors 
should perform the comprehensive reviews. The plan also did not 
detail the purpose or extent of DDR&E participation in the 
conduct of comprehensive reviews or provide criteria for DDR&E 
concurrence with sponsor determinations on the continued need for 
FFRDC relationships. The Management Plan stated that DoD would 
manage FFRDCs through ceilings on the funds available to pay 
FFRDC costs and the work years for FFRDC technical staff. In 
recent years, the funding ceilings were established by the annual 
Defense Authorization and Appropriation Acts. The Management 
Plan also required the sponsors of the FFRDCs to report annually 
to the DDR&E on the costs and value to DoD of goods and services 
provided by each FFRDC and the reasonableness of the costs. We 
concluded that the Management Plan improved oversight of the 
FFRDCs, but provided little assurance that the quality of the 
comprehensive reviews of FFRDCs would be improved. Also, the 
Management Plan will not ensure that FFRDC relationships will 
only be continued for special technical needs that can not be met 
elsewhere. 

RECOMMENDATIONS, MANAGEMENT COMMENTS, AND AUDIT RESPONSE 

Summaries of management comments. Management comments on 
the recommendations are summarized below. Appendix Q summarizes 
management comments on the finding. Appendixes H through o 
summarize management comments on the audit evaluation of the 
comprehensive reviews and FFRDC contracts. The Assistant 
Secretary of Defense (Production and Logistics) comments stated 
that he agreed with the DDR&E comments in total. 

Changes to recommendations. We revised four 
recommendations based on management comments and discussions with 
DDR&E officials. Recommendation 1.b. was revised to clarify our 
intent to improve the documentation of and provide consistency to 
the comprehensive reviews conducted by the FFRDC sponsors. 
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Recommendation 1.c. was revised to clarify the options available 
to FFRDC sponsors when FFRDC relationships are no longer 
justified. Recommendation 2. was revised to ensure that ongoing 
work continues while comprehensive reviews are conducted. 
Recommendation 3. was revised to recommend that the Navy consider 
all factors, including costs, when analyzing use of field 
analysts. 

Based on management comments, we deleted draft Recommendations 
1.c. and 4. to publish advance notices in the Commerce Business 
Daily before awarding renewal contracts to FFRDCs·. We renumbered 
draft Recommendation 1. d. to 1. c. , and we added a new 
Recommendation 1. d. to clarify the DDR&E role in FFRDC sponsor 
comprehensive reviews. 

1. We recommend that the Director, Defense Research and 
Engineering: 

a. Direct DoD sponsors for all FFRDCs to prepare new 
comprehensive reviews. 

Management comments. The Deputy DDR&E partially concurred 
with the recommendation and stated that new comprehensive reviews 
would be conducted in accordance with the Management Plan. New 
comprehensive reviews would not be requested for the MITRE 
Corporation c3 r Division and Center for Naval Analyses because 
the FFRDC sponsors had completed reviews since January 1, 1990. 

The Deputr, Assistant Secretary of Defense (Strategic and 
Tactical c ) concurred and stated a new comprehensive review for 
MITRE Corporation c3 I Division was to be completed by June 15, 
1993. 

The Army nonconcurred and stated that the comprehensive review 
for the Arroyo Center was performed in accordance with the 
guidance existing before contract award and that the FAR 
comprehensive review requirements were not effective until 
March 1990. The Army also stated that performance of a new 
review at this time would delay future work, would be unfair to 
FFRDC planning, and could adversely affect efforts to deal with 
significant defense issues in a timely manner. The Army added 
that no legitimate legal basis for conducting comprehensive 
reviews exists at this time. 

The Navy nonconcurred and stated the comprehensive review 
supporting the current Center for Naval Analyses contract was in 
accordance with existing guidance. The Navy further stated that 
the next comprehensive review for the Center for Naval Analyses 
was scheduled to start in the last quarter of FY 1994, and that 
conducting a review sooner would be an imprudent use of limited 
resources. The Navy estimated that about 1 year would be needed 
to perform a new comprehensive review. 
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The Air Force concurred and stated that new comprehensive reviews 
would be conducted at all Air Force-sponsored FFRDCs. 

The Director, Advanced Research Projects Agency, nonconcurred and 
stated that a comprehensive review for the Software Engineering 
Institute would be conducted during the summer of 1993 as a part 
of the normal 5-year contract review process and is expected to 
be completed by June 30, 1994. 

Audit Response. Although the Deputy DDR&E did not direct 
initiation of new comprehensive reviews at the MITRE 
Corporation c3 I Division and the Center for Naval Analyses, 
the comments from the sponsors of those two FFRDCs stated a 
comprehensive review was either already started or was 
planned to start in FY 1994. The cumulative management 
actions satisfy the intent of the recommendation. We ask 
the Deputy DDR&E to provide the expected completion dates 
for all FFRDC comprehensive reviews in response to the final 
report. 

We disagree with Army and Navy statements that existing 
comprehensive reviews met the requirements of 
OFPP Letter 84-1 and FAR 35. 017. Although FAR 35. 017 was 
not implemented when the Army comprehensive review of the 
Arroyo Center occurred, the requirements of OFPP Letter 84-1 
had been in effect since 1984. The OFPP Letter 84-1 
requirements for a comprehensive review are similar to the 
requirements cited in the March 1990 FAR requirements. 
Further, Army and Navy comments did not cite additional 
information to change our conclusion that the comprehensive 
reviews previously performed were not adequately documented 
and were not complete for the five areas subject to review. 

b. Establish procedures for sponsors to adequately document 
conduct of the comprehensive reviews. If needed, a working group 
of the sponsors of FFRDCs should draft the procedures. The 
procedures should include criteria for measuring whether a 
comprehensive review meets the intent of the Office of Federal 
Procurement Policy Letter and the Federal Acquisition Regulation. 
The criteria should include evaluations of: 

(1) The special research and development needs, the 
special skills and/or capabilities involved in meeting the needs, 
and the estimated extent of the needs. 

(2) The alternatives for accomplishing the 
requirements, to include additional in-house staffing, 
conventional contracts, and other DoD and non-DoD FFRDCs. The 
review should compare the cost to obtain all or portions of the 
support from the FFRDC versus the cost to perform the work with 
additional Government personnel. 
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(3) The objective assessment of FFRDC efficiency and 
effectiveness in meeting DoD sponsor needs, to include the number 
and dollar value of projects and programs assessed and follow-up 
and resolution by higher-level management of all project and 
program assessments that were critical of the FFRDC. 

(4) The controls established by the FFRDC to verify 
cost-effective operation. Reviews should address the maintenance 
of accurate accounting records, the following of sound 
procurement practices, the reasonableness of overhead costs, a 
summary of any Defense contract Audit Agency an(l administrative 
contracting officer reviews and any related corrective actions, 
and the need for management fees. 

(S) The assurances that criteria for establishing an 
FFRDC continue to be satisfied and that an adequate sponsoring 
agreement exists. 

Manaaement comments. The Deputy DDR&E, the Deputy Assistant 
Secretary of Defense {Strategic and Tactical c3 ), the Navy, the 
Air Force, and the Director, Advanced Research Projects Agency, 
partially concurred. They all stated that comprehensive reviews 
should follow the existing guidelines in OFPP Letter 84-1 and 
FAR 35.017-4. They disagreed with the additional review 
requirements proposed by the recommendation. 

The Army stated that considering additional in-house staffing 
versus contracting with an FFRDC or other business concern might 
not be viable in light of current military and civilian 
drawdowns. Further, the use of additional in-house staffing to 
perform the kind of studies that FFRDCs perform appears far from 
promising. 

The Navy stated that the primary sponsor and not the DDR&E should 
determine the methodology and documentation of the review. The 
Navy agreed to consider the recommendations during the next 
comprehensive review of the Center for Naval Analyses. 

The Air Force stated that the reviews must be conducted with the 
understanding that FFRDCs are a unique national resource 
deliberately protected from normal competition and that FFRDCs 
support the military in complex problems related to critical 
aspects of national security. Further, the guidelines for a 
review in the recommendation were not the same as those in the 
FAR, and the FAR guidelines represent a better balance of the 
necessity to protect the Government's interests while recognizing 
the unique nature of FFRDCs. 

The Director, Advanced Research Projects Agency, stated his 
organization would work with the DDR&E to establish evaluation 
criteria consistent with the FAR and will document the 
comprehensive review according to that criteria. 
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Audit response. Based on management comments, we revised 
the recommendation to more clearly show our intent to 
improve the documentation and consistency of sponsor 
comprehensive reviews. The requirements of OFPP Letter 84-1 
and FAR 35.017-4 provide only general guidelines, not 
definitive criteria, on the content of a comprehensive 
review. We believe that the reasonable implementation of 
the OFPP and FAR guidelines should address the issues listed 
in the recommendation. The quality and consistency of 
documentation in the comprehensive reviews for the FFRDCs 
varied greatly. Guidance is needed to improve the 
thoroughness and consistency of reviews. We agree that 
FFRDCs are unique and have supported the military well in 
resolving complex problems. However, past practices and 
circumstances are not necessarily a roadmap for the future. 
The Army should note that the Air Force recently gained 
additional in-house staffing to replace FFRDC resources. 
Replacing FFRDC resources with in-house staffing should 
occur when using in-house staff is a more efficient and 
effective way to provide the support and arbitrary 
limitations on in-house staffing should be rejected. 

We ask that the Deputy DDR&E consider the need for more 
thorough and consistent documentation by the different 
sponsors performing comprehensive reviews, and provide 
comments on the revised recommendation. 

c. Establish procedures for sponsors of FFRDCs to determine 
during comprehensive reviews whether the FFRDC should be 
discontinued completely or whether just parts of the FFRDC 
relationship are no longer justified. 

Manaaement comments. The Deputy DDR&E, the Deputy Assistant 
Secretary of Pefense (Strategic and Tactical c3 ), the Navy, the 
Air Force, and the Director, Advanced Research Projects Agency, 
concurred with the need to discontinue FFRDCs that were not 
justified. The Deputy Assistant Secretary of Defense (Strategic 
and Tactical c3 ) and the Navy stated that the primary sponsor, as 
opposed to the DDR&E, should be responsible for discontinuing 
FFRDCs that are not adequately justified. 

Audit response. Based on managements comments, we revised 
our recommendation to clarify that an FFRDC relationship can 
be restructured in part or discontinued or transferred in 
its entirety. 

We ask that the Deputy DDR&E provide comments in response to 
the revised recommendation and provide details on procedures 
that will verify that sponsors determine during 
comprehensive reviews whether FFRDC relationships should be 
discontinued, in whole or part, when no longer justified. 
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d. Revise the guidance in the "Implementation of the 
Federally Funded Research and Development center Management Plan" 
to describe the purpose and extent of the Director, Defense 
Research and Engineering, participation in the conduct of 
sponsors' comprehensive reviews. 

Added Recommendation. Based on oral and written management 
comments, we added the above recommendation to clarify the role 
of the DDR&E in sponsor's comprehensive reviews. Accordingly, we 
request the DDR&E to provide comments on the added recommendation 
when responding to the report. 

2. we recommend that the Director, Defense Research and 
Engineering; the Deputy Under secretary of Defense for Logistics; 
the Assistant secretary of the Navy (Research, Development, and 
Acquisition); the Assistant Secretary of the Air Force 
(Acquisition); and the Director, Defense Supply Service­
washington not award any new contracts pending the completion of 
an acceptable comprehensive review and adequate sole-source 
justification for the applicable FFRDC. 

Management comments. The Deputy DDR&E partially concurred 
with the recommendation. He agreed that comprehensive reviews 
should be performed before contract awards but not before 
exercising annual options under existing contracts. 

The Deputy Assistant Secretary of Defense (Strategic and Tactical 
c3 ) concurred with the intent of the recommendation to improve 
comprehensive reviews and sole-source justifications but believed 
that the recommendation could deny DoD a source of support that 
sponsors find invaluable. 

The Army nonconcurred and stated the comprehensive review for the 
Arroyo Center was adequate and that requiring another review 
during the middle of the contract was not acceptable business 
practice. 

The Navy nonconcurred with the intent of the recommendation to 
halt contract modifications and thereby cause cessation of FFRDC 
operation and deprive the Navy of a source of analytical 
research. The Navy stated it agreed with the underlying 
motivation of the recommendation to improve the process for 
conducting comprehensive reviews and improve the basis for award 
of sole-source contracts. 

The Air Force concurred with the need to perform comprehensive 
reviews before award of new contracts. The Air Force also stated 
that it would be disruptive and delay ongoing programs to not 
exercise options and modify the contract pending completion of 
ongoing comprehensive reviews. 

The Director, Advanced Research Projects Agency, nonconcurred and 
stated the basic issue of whether the relationship between the 

19 




FFRDC and the Government requires recompetition every 5 years 
must be resolved before the drastic action of not exercising 
options to current contracts cited in the recommendation occurs. 

Audit response. We revised our recommendation and deleted 
that portion related to not exercising options and 
modifications to the contracts before completing new 
comprehensive reviews. The intent of the recommendation was 
to encourage the conduct of new comprehensive reviews to 
adequately support the need for the sole-source contracts. 
We have no desire to stop ongoing work. The responses to 
Recommendation 1.a. indicate that new comprehensive reviews 
were completed, ongoing, or planned for the FFRDCs. 
Accordingly, additional comments on this recommendation are 
not required. 

3. We recommend that the Assistant secretary of the Navy 
(Research, Development, and Acquisition) perform cost and other 
analyses to determine whether replacing all or a portion of the 
center for Naval Analyses field analysts with less costly 
in-house personnel is feasible. 

Management comments. The Navy nonconcurred with the 
recommendation and stated that the auditors' sole criterion was 
cost of the analysts. The Navy stated that the field program was 
one of the primary reasons CNA existed as an FFRDC and that the 
field program constituted a long-term special competency and 
capability that can not be met as effectively by existing in­
house or other contractor resources. The Navy further stated 
that the field program benefited the Navy by providing on-site 
analytical support and that this field experience provides the 
headquarters-based research program a degree of operational 
realism that is unique among FFRDCs. The Navy stated that the 
cost of duplicating the infrastructure the CNA headquarters 
provides in support of the field program was not considered in 
the audit. Also, personnel with the needed educational 
background and expertise are not available or likely to be 
recruited by the Navy. The Navy concluded that significant 
economies would not be achieved by replacing CNA with Navy 
resources and, in today's era of downsizing, the Navy does not 
have the billets or infrastructure to do so. 

Audit resoonse. We revised the recommendation to request 
the Navy to look at both cost and any other factors to 
determine whether replacing all or portions of the field 
analysts was practical. We agree that the Navy has had a 
long-term relationship with CNA, and the use of field 
analysts does benefit the Navy. We believe the Navy should 
objectively analyze the costs and benefits of continuing the 
current level of CNA field analysts. The Army and the 
Air Force do not use field analysts from their FFRDCs. The 
field analysts cost the Navy about $8. 3 annually (FY 1991 
costs) and the planned FY 1994 budget for CNA is to decrease 
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by about 10 percent to $45 million. Accordingly, the 
continued use of CNA field analysts at their present level 
will decrease the ability of CNA to perform other critical 
studies for the Navy. The Navy comments indicate the Navy 
is determined to maintain the CNA field analysts without 
considering cost or efficiency. The intent to continue this 
unique Navy arrangement without analyzing alternatives is 
not justifiable. Also, neither the existence of nor the 
need for extensive headquarters infrastructure support to 
the field program analysts, which purportedly would have to 
be duplicated, was evident during the audit. 

We request that the Navy provide additional comments on the 
revised recommendation in responding to the final report. 

RESPONSE REQUIREMENTS PER RECOMMENDATION 

Number Addressee 
Concur/ 

Nonconcur 

Res~onse should cover 
Proposed 
Action 

Completion 
Date 

Related 
Issues* 

l.a. DDR&E x 

l.b. DDR&E x x x IC 

l.c. DDR&E x x x IC 

l.d. DDR&E x x x 

3 . ASN(RD&A) x x x M 

* IC = material internal control weakness; M = monetary benefits 
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APPENDIX A - FEDERALLY FUNDED RESEARCH AND DEVELOPMENT CENTER PRIMARY SPONSORS AND FUNDING 

CEILINGsl/ 

FFRDC 	 Sponsor Type FY 1991 FY 1992 FY 1993 

(millions) 

Project AIR FORCE Air Force Studies and Analyses $ 24.6 $ 24.4 $ 24.1 

National Defense 
Research Institute 

oso.V Studies and Analyses 25.4 25.2 24.9 

Arroyo center Army Studies and Analyses 25.7 25.5 25.2 

Institute for Defense 
Analyses 	

osDil Studies and Analyses 58.8 58.2 57.7 
OSD Systems Engineering 14.6 14.5 14.3 
NSAl/ Laboratory and Test 32.6 35.0 36.1 

(\.) 
U1 Center for Naval 

Analyses 
Navy Studies and Analyses 49.2 48.7 48.2 

Logistics Management 
Institute 

osDil Studies and Analyses 27.1 26.8 26.6 

Aerospace Corporation Air Force Systems Engineering 391. 0 387.2 383.4 

MITRE Corporation c3r 
Division 

osoE./_§./ Systems Engineering 438.0 433.8 429.5 

Lincoln Laboratory Air Force Laboratory and Test 421.9 435.2 449.6 

Software Engineering 
Institute 

ARPA Laboratory and Test 26.0 35.1 36.2 

Total $1.534.9 $1.549.6 $1.555.8 

See footnotes at end of appendix. 



APPENDIX A - FEDERALLY FUNDED RESEARCH AND DEVELOPMENT CENTER PRIMARY SPONSORS AND FUNDING 
CEILINGs17 (cont'd} 

1/DDR&E established funding ceilings in the August 14, 1992, DoD FFRDC Management Plan. 

£/The Under Secretary of Defense for Acquisition and the DDR&E are the primary sponsors. 

l/The National Security Agency is the primary sponsor of this work under separate 
contracts. 


!/The Deputy Under Secretary of Defense (Logistics) is the primary sponsor. 


~/The Assistant Secretary of Defense (C3 I) is the primary sponsor. 


£/The Army and the Air Force have separate primary contracts. 
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APPENDIX B - OFFICE OP FEDERAL PROCUREMENT POLICY LETTER 84-1, 
"FEDERALLY FUNDED RESEARCH AND DBVELOPMENT CENTERS" 

EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 


WASHINGTON. O.C. JOIGI 

Ol'1"1at °' f"l:Dt:"AL 
PR0CUREMl£.HT 
P'Ol-ICY 

APR 4 au 

OFPP POLICY LETTER 1•-1 

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS 

SUBJECT: Federally Funded Research and Development Centers 

1. Purpose. This policy letter establishes Government-wide policies for the 

establishment, use, periodic review, and termination of the sponsorship of 

Federally Funded Research and Development Centers (FFROCs). 


2. Supersession. Memorandum from the O\alrman to the Members of the Federal 

Council for SCience and Technology, dated November 1, 1967, which set for1h 

criteria for identification of FFRDCs and the requirement for a master 

Government listing of these centers, ls superseded by this pollcy letter. 


3. 1.uthoritx. This policy letter is being Issued pursuant to Sections 6(a), 6(d)(1) 

and 6(d)(a) of the Office of Federal Procurement Polley Act, u amended, •1 

u.s.c. '°' (a), (d)(l) and (d)(I), which empower the Adminlstrator of OFPP to 

prescribe Government-wide procurement polJcles and to complete action on the 

recommendations of the Co~mlsslon on Government Procurement. 


•· Background. The Departments of Energy, Defense, Health and Human 

Services, the National Aeronautics and Space Administration and the National 

Science Foundation currently sponsor a total of 3' FFRDCs. Non-sponsoring 

departments and agencies also utilize these FFRDCs. Federal fund1ng of FFRDC'I 

currently exceeds• billion dollars per year. 


Jn 1%7, a Government-wide policy for the ldentlficatlon and maintenance of a 

master listing of these FFRDCs was issued (reference paragraph 2 - Supersesslon). 

In 1972, 1he Commission on Government Procw-ement recommended that the 

Federal Government keep open the OPtlon to organize and use PFRDCs to satisfy 

needs that cannot be satisfied effectively by other organizational resources. The 

Commission also recommended that agency heads periodlcally review the 

continuing need for existing FFRDCs and approve any proposal for new FFRDCs, 

with specific attention pa.Id to the. method of ultimate termination of spoNOrshlp. 

This policy letter ls based on the executive branch consideration of the 

Commission's recommendations. 


'· Definitions 

a. Primary Sponsor - The executive agency which manages, administers or 

monitors overall use of the FFRDC. 
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APPENDIX B - OPPICB OP FEDERAL PROCUREMENT POLICY LBTTBR 84-1, 
"FIDIRALLY FUNDED RESIARCB AND DEVELOPMENT CENTERS" (cont'd) 

2 

b. Sponsor means an executive agency which funds and monitors specific 
work of a continuing nature with an FFRDC and ls party to a sponsoring 
agreement. Multiple sponsorship of an FFRDC is possible so long as one agency 
agrees to act as the primary sponsor for administrative purposes. 

c. 	 Federally Funded Research and Development Center (FFRDC). 

(I) 	 FFRDCs do not have a prescribed organizational structure. They can 
range from the traditional contractor-owned/contractor-operated or Gov­
ernment-owned/contractor~rated (GOCO) organizational structures to 
various degrees of contractor/Government control and ownership. In 
general, however, all of the following criteria should be met before an 
activity is identified as an FFRDC: 

(a) 	 Performs, analyzes, integrates, supports (non.financial) and/or 
manages basic research, applied research, and/or development. 
(Activities primarily engaged in routine quality control and 
testing, routine service activities, production, mapping and 
surveys, and information dissemination, even though otherwise 
meeting the requirements of paragraph ,.c., are specifically 
excluded from FFRDC designation). 

(b) 	 Performance of the functions in ,,c.UXa> ls either upon the 
direct request of the Government or under a broad charter from 
the Government, but in either case the results are directly 
monitored by the Government. However, the monitoring shall 
not be such as to create a personal services relationship, or to 
cause disruptions that are detrimental to the productivity 
and/or quality of the FFRDC's work. 

(c) 	 The majority of the activity's financial support (70% or more) is 
received from the Government with a single agency usually 
predominating in that financial support. 

(d) 	 In general, most or all of the facilities are owned by the 
Covernment or funded, under contract, by the Government. 

(e) 	 The activity is operated, managed and/or administered by 
either a university or consortium of universities, other non­
profit organization or Industrial firm u an autonomous 
organization or as an ldentlflable separate operating unit of a 
parent organization. 

(f) 	 A long term relationship evidenced by specific agreement exists 
or is expected to exist between the operator, manager, or 
administrator of the activity and its primary sponsor. 
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28 


130 



APPENDIX B - OJ'PICI OF FEDERAL PROCQRBMENT POLICY LBTTBB 84-1, 
"FEDERALLY FONDED RESEARCH AND DBVELOPKINT CBNTERS" (cont'd) 

l 

(2) 	 In addition to the above alterla, the rtlationshlp between the 
activity and the · Government should extu1>it the following 
cNracteristics In order to qualify for FFROC identlfication: 

The activity (organization and/or facllltles) ls· brought Into 
existence at the Initiative of a Cioverrvnent agency or bureau to 
meet some special research or development need which, at the 
tlme, cannot be met as eUectlvely by existing In-house or 
contractor resources. 

(b) 	 Work from other than a sponsoring agency Is l.ndertaken only to 
the extent permitted by the spoNOrlng agency and In 
acco~&nce with the procedures of the sponsoring aiency. 

c) 	 The activity, whether the opera tot of Its own or a Covernment­
owned facility, has access, beyond that which ls common to the 
normal contractual relation.ship, to GoverNnent and/or supplier 
data, employees, and facilities needed to discharge Its 
responsibilities efficiently and effectively, whether the data ls 
sensitive/proprietary Of' not. 

d) 	 The primary sponsor undert~es the responsibility to assure a 
reasoMble continuity 1n the level of support to the activity 
consistent with the agency's nffd foe the activity and the terms 
of the sponsoring agreement. · 

e) 	 The activity ls required to conduct its business in a responsible 
m~ner befitting Jts special relationship with the Government, 
to operate In the" public Interest free from organizational 
conflict of Interest, and to disclose Its affairs (as an FFROC) to 
the primary sponsor. 

6. 	 Policy. 

a. CeneraL Agencies wiU rely, to the extent practicable, on exlstinc ln­
house and contractor sources for satisfying their special research or development 
needs consistent with established procedures Wider The Economy Act of 1'32 Cll 
USC 1.53'), other statutory authority or procurement/assistance regulations. A 
~rough assessment of existing alternative SOU'ces for meeting these needs is 
especially important prior to establishing an fFllDC. This Policy Letter does not 
apply to the performance of commercial activities•. Performance of commercial 
activities is governed by OM8 Circular No. A-76. 
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APPENDIX B - OPPICB OP FEDERAL PROCUREMENT POLICY LBTTBR 84-1, 
"PEDERALLY PONDED RESEARCH AND DIVBLOPMBNT CBlf'l'IRS" (cont'd) 

• 
b. Establishment of an FFRDC. In establishing an FFRDC, the sponsoring 

agency shall ensure thats 

(I) 	 Existing alternative sources for satisfying agency requirements 
annot effectively meet the special research or development needs 
(6.a). 

(2) 	 At Jeast three notices are p1aced over a 90..day period in the 
Commerce Business Daily and The Federal ~ister indicating the 
agency's intention to sponsor an FFROC ana scope and nature of 
ttie effort to be performed by the FFROC. . 

(l) 	 There is sufficient Government expertise available to adequately and 
objectively evaluate the work to be performed by the FFRDC. 

<•> 	 Controls are established to ensure that the costs of the services being 
provided to the Covemment are reasonable. 

(.5) 	 The responsibility for capitalization of the FFRDC has been defined 
in such a manner that ownership of assets may be readily and 
equitably determined upon termination of the FFRDC relationship 
with its sponsor(s). · 

(6) 	 The purpose, mission and general scope of effort of the FFRDC is 
stated clearly enough to enable differentiation between work which 
should be performed by the FFRDC and that which should be 
performed by a non-FFROC. 

c. Sponsoring Agreements. When FFRDCs are established, long-term 
Government relationships are encouraged in order to provide the continuity that 
will attract high quality personnel to the FFROC. This relationship should be of a 
type to encourage the FFRDC to maintain cwrency in its field(s) of expertise, 
maintain its objectivity and independence, preserve its familiarity with the needs 
of its sponsor(s), and provide a quick response capability. A contract is the 
generally preferred instrument Wlder which an FFRDC accomplishes effort for its 
sponsor(s). However, there may be instances where other Jegal instruments may be 
appropriate. A written agreement of sponsorship between the FFRDC and its 
sponsor or primary sponsor where more than one sponsor ls involved may be used in 
addition to the contract or other legal instrument under which an FfRDC 
accomplishes effort. The specific content of a sponsoring agreement will vary 
depending on the situation. However, there are certain areas common to all 
situations that must be addressed. The following requirements must be addressed 
in either a contract, a sponsoring agreement or sponsoring agency's policies and 
procedures. 
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arrQDII I - OllICI or JIDIJlAL DOCVBIJlllT POLICJ LITTD 14•1. 
"llDIBALLJ ltllDID BISDRCI AJfl) DIVILOPJIU'l' CDTIRS" (cont'd) 

(I) 	~tOtJ ltecflJrtmenU ' W 	 A deDneaUon of the purpose for which the FfR.DC II beln& koufht Into 
hln& aJorc with • dexrJptlon of lu lftlulon. &eneta! tcepe o effort 
envls5oned to be performed. and the role the PFR.DC II to hlYe In 
accompllshment or the spontorln& qencfs mission. 'lhla dellneatlon must 
h consistent with the defJnltJon of In FFRDC Mt lotth .. ,.,a&riph 
'.c(l)(a) and wW be 11.tffklentlr dexrlptlve IO that work to H performed
'1 the FFRDC can be determined to be within the purpose. mbslon and 
1ener&I ecope of effort for which the fFRDC wu es~tished and 
dlfferentllttd from work which lhould be performed '1 1 non-FFROC. 
'This dellneatlon shall constlt\lte the base •&•Inst which cf\anaes In an 
ulstJna ffllOC'a purpose1 mission Ot &eneral ICope of effort wUI be 
measured. 

(b) 	 Provisions for the orderly termination Of nonrenewal of the qrternent, 
disposal of assets and settlement of llabilltlt1o 'The term of the 
sponsorsln& qreement wUI not exceed flvt rears bu1 can be renewed, as a 
result of periodic review, In not to exceed llvt rear Increments. 

(c) 	 A prohibition qalnst the FFROC competin& wlth anr non-FFRDC concern 
In response to 1 Federal acenq formal R~st For Propoul for other 
than the operatlon of an FFROC. 'This prohibition Is not required to be 
applied to any parent orcanlzatlon or other aabsldlafJ of the parent 
orcanlzation In Its non-FFRDC 

. 	
operations. However, sponsorln& •&encles 

may upancf this prohibition u they determine neceU&rJ and appropriate.
.. . 

(d) A dellneation of whether or not the ·FfllOC may accept won from other 
· iNn the sponsor(s). If non-sponSOC" worlc can be aecepteda a delineation 
of 1he procedures to be followed •Ion& with any Umltatlons as to the 
clients {other Federal •&encles, Sute or local &ovemments, non_,..ofit or 
profit or1ani.zatlons, etc.) from which worlc may be accepted. Llmltations 
and procedures with respect to respond'anc to requests f0t Information 11 
to an FfROC's capabilities or qualifications are lnhcrentlJ 1 part of the"°"" for oit.ers• question and will be addressed by the sponsorlft& a1ency. 

(2) 	 Olhet Requirements,.,. Appropriate 

(a) 	 When cost type contracts are used. the aponsor(s) should ldentif1 any 
cost elements which will require advance a1reement. Such Items • 
•r N, but are not neceuatll>' llmlted to, alary ltl'UCture, 
depreciation, various lndlrect co1u ~ u lnd~nt research and 
deYeloprnent or othen 11 determined appropriate bJ f\e aponsor(s). 

Cb) 	 Where fees are determined tw the ~SOt(s) to .. awroprlate,
considerations which wW affect thelr neaotlatlon lhould be 
ldentlf'aed. Such considerations mar be, but art not necessar1l1 
llmlttd to, wel1Med cuJcr.lines, rlsJcs. use of Ciovemment fumishcd 
property and facllltles. needs or others u determined appropriate by 

. d\e tp0nsor(s). 
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APPEHPIX B - OFFICE OF FEDERAL PROCUREMENT POLICY LETTER 84-1, 
"lBDPALLY FQNDED RESEARCH AND DEVELOPMENT CBlrl'ERS" (cont'd) 

' 
(c) Other provlslons as determined appropriate by the sponsor(s). 

d. Changing the Baslc Scope of an Existing FFRDC's Sponsoring Agreement. 
In changing the purpose, mission and general scope of eUort to be performed or 
role of an exlstlng FFR.DC as set forth In lts sponsoring agreement (see ,.c.(l)(a)), 
1he sponsoring agency shall make IUCh c:N.nges consistent with lts statutory 
authority and the requirements for establlshlng a new FFRDC as set forth ln 
paragraph '·b. 

e. Use of the FFRDC by the Sponsor or Primary Sponsor In the Case of 
Multiple Agency Seonsorshlp. The sponsor, or primary sponsor In the case of 
multiple sponsorship, wlll ensure that all work It places with Its FFROC(s) ls within 
the purpose, mission, and general scope of effort of the FFRDC (paragraph ,.c.) 
and in accordance with this Polley Letter. This includes work a sponsoring agency 
agrees to accept from a non-sponsoring federal agency under the provisions of The 
Economy Act of 1932 01 USC 1'3.S) or other statutory authority. Sponsoring 
agencies must comply with applicable procurement or assistance statutes, policies 
and regulations for non-competitive •ctions before placing work fit\ich ls outside 
the scope of the spon~'s contractual or sponsoring agreement with an FFRDC. 

f. Use of an Existing FFRDC by a Non-S"ponsoring Federal Agency. Non­
sponsoring Federal agencies may use an·ffRDC only 11 the terms of the FFRDC's 
sponsoring agrttment or contract permit work from other than a sponsoring 
agency. Where use by a non-spon$0r ls permitted by the SponsorinJ Agreement, the 
work must require the special relati()r)ship of an FFRDC as defined 1n paragraph'·e. and either be treated as a ·direct procurement (action) or processed under The 
Economy Act of 19)2 (31 USC 1'3') or other statutory authoraty. 'l'ork processed 
under The Economy Act of 19)2 01 USC 1'3.s) or other statutory authority must 
clearly fall within the purpose, mission and general scope of effort established by 
the sponsoring agency for the FFRDC (paragraph ,.e.). Processing under the 
Economy Act or other statutory authority b subject to agreement by the recelvlng 
agency. Non-sponsoring agencies must fully comply .,..ith procurement or 
assistance sututes, policies and regulations for non-competitive actions prior to 
placing work directly with a specific FFROC. The FFRDC must comply with the 
procedures established by the sponsoring agency (paragr"Ph '.c.UXd)) before 
accepting work from a non-sponsorlnc Federal agency. 

g. Use of an Existing FFRDC by Other Than a Federal Agency •. Work from 
other than a feder&l agency may be accepted only to the extent permitted by the 
sponsoring agency. The FFRDC must comply with the procedures established by 
the spon$0ring agency (paragraph ,.c.(lXd)) before accepting work from other than 
a Federal agency. · 
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APPENDIX B - OPPICE OP FEDERAL PROCUREMENT POLICY LETTER 84-1, 
"PEDER.ALLY PUNDED RESEARCH AND DEVELOPMENT CENTERS" (cont'd) 

1 

h. Consulting Services. Agencies sponsoring FFROC work which constitutes 
consulting services, as defined by OMS Circular No. A-120, will comply with the 
provisions of that Circular. 

i. Production/Manufacturing. FFRDCs will not be asked to perform 
quantity production and manufacturing work ~nless authorized by legislation. Such 
activities as breadboarding, modeling or other tasks inherent to R&:D are 
permissible. 

j. Periodic Review. Prior to renewal of a sponsoring agreement, agencies 
shall conduct a comprehensive l'eview of their use and need for each FFRDC that 
they sponsor. Where multiple agency sponsorship exists this review will be a 
coordinated interagency effort. When the funding for an FFROC is a specific line 
item within the sponsoring agency's budget, the comprehensive review may be done 
in conjunction with the budget process or the review may be done separately. The 
sponsoring agency(s) shall apprise other agencies who use the FFROC of the 
scheduled review and afford them an opportunity to assume sponsorship in the 
event the current sponsorship is determined no longer appropriate. Final approval 
to continue or terminate an agency's sponsorship arrangement with a given FFROC 
as a result of this review shall rest with the head of that sponsoring agency. The 
results of this review wiJJ be formally documented. The periodic review should 
includes 

(1) 	 An examination of the agency's special technical needs and mission 
requirements to determine if and at what level they continue to 
exist. 

(2) 	 Consideration of alternative sources to meet the agency's needs. 
Such consideration wlll include compliance with the Notice and 
Publication requirements of P.L. 9&-72 (1' USC '37(e)) prior to 
renewal of the contract or Sponsoring Agreement unless otherwise 
exempted. 

(3) 	 An assessment of the efficiency and effectiveness of the FFROC in 
meeting the agency's needs. 

-<•> 	 An assessment of the adequacy of the FFROC management in 
assuring a cost effective operation. 

(') 	A determination that the guidelines of section ' are being satisfied. 

k. Termination or nonrenewal of an FFRDC Relationship. When a sponsor's 
need for the FFRDC no longer exists, the sponsorship may be transferred to one or 
more Government agencies, if appropriately justified. Otherwise it shall be phased 
out, the assets disposed of and all llabilitles settled as provided by the terms and 
conditions of the sponsoring agreement. 
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APPENDIX B - OFFICE OF FEDERAL PROCUREMENT POLICY LETTER 84-1, 
"FEDERALLY FUNDED RESEARCH AND DEVELOPMENT CBHTBRS" (cont'd) 

a 

7. Action Requirements. 

a. Not later than September 30, 191•, each agency currently sponsoring an 
FFRDC will review the terms of its existing agreements with the FFRDCs for 
compliance with this policy letter. Where existing agreements do not comply with 
this policy letter the primary sponsor wlU develop a IChedule to bring the 
agreements into compliance no~ later than the next contract renewal or five years 
from the effective date of this policy. Jetter, whichever comes first. 

b. Where the review required by 7.a. reveals that a clear statement of the 
purpose mission and general scope ~f effort, as described in paragraph 6.b.(6) and 
6.c.(IXa), does not exist, the sponsoring agency shall ensure such a statement ls 
developed not later than September 30, 191•. 

c. The primary sponsor will notify the Office. of Science and Tec:Mology 
Policy prior to designating any new organization as an FFRDC (paragraph 6.b.), 
changing the basic scope of effort of an existing FFRDC (paragraph 6.d.) or 
changing.the status of an exlst~g FFRDC (paragraph 6.k.). 

d. The National Science Foundation will maintain a master Government list 
of FFRDCs based upon the definition in this Polley Letter. 

e. FFRDCs wUl be identified by their primary sponsors who will provide 
information, lncludirc funding data, on the type of R.!cD being performed by the 
FFRDCs to the National Science Foundation upon their request for such 
information. 

f. Each agency head ls responsible for ensuring that the provisions of this 
policy are followed. 

I. Effective Date. The Policy Letter is effective (60 days after publication in the 
Federal Register). 

9. Implementation. Aspects of this policy letter requiring implementation wW be 
covered by the Department of Defense, the General Services Administration and 
the National Aeronautics and Space Administration In the Federal Acquisition 
Regulation not later than 110 days from the date of thls policy letter. 
Implementation wllJ be written so as to be compatible with the requirements, as of 
the date of thls policy letter, of FAR 17.6 "Management and Operating Contracts" 
when the arrangement with an FFRDC constitutes a management and operating 
contract. 

10. Information Contact. All questions or inquiries about this policy letter should 
be submitted to the Office of Management and Budget, Office of Federal 
Procurement Polley, telephone (202) 39.5-6110. 

11. Sunset Review Date. This policy letter will be reviewed no later than six 
years after its effective date for extension, modification, or rescission. 

·- ..-~d:~E. Sowle 
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APPENDIX C - FEDERAL ACQUISITION REGULATION 35.017, 

"PEDERALLY FUNDED RESEARCH AND DEVELOPMENT CENTERS" 


35.011 FEDERAL ACQUISITION REGULATION (FAR) 

35.011 	 Federally FuDded Resurcla and DevelopmeDt 
Centen. 
(a) Polley. 

(1) This section seu fonb Fcdetal policy rcprdins 
lbe establishment. use, review, and icrmination of 
Fcdenlly Funded Research and Development Ceniers 
(FFRDC's) and relai.ed sponsorin& 8'JCCmtnlS. 

(2) An FFRDC meets some special lon&·term 
rac:mch or develop:nmt need whicll c:anncx bt ma • 
c&:czj\ldy by txisrinc iD-bousc or coninaor resources. 
FFRDC's cnabk agencies co use privaie sea.or resoun:es 
ID accomplisb l&slcs dw are inleifll IO the mission and 
opeftli011 ol die sponsorins qency. An FFRDC. in 
order IO di.scharic i1J responsibilities IO die sponsorinl 
llCDCY· has access, beyond dw which is common ID tht 
DOnDll eoonaual relationship, ID Government and sup­
ptitz data. incJuding sensitive and proprietary data. and 
IO employees and fJCilities. · The FFR0C is requlred 10 

c::ondua iis business in a manner befittin& its special 
n:Jatialship with lbe Government. ID operate in the pub­
lic iDc:est with objcCliviry and independence, IO be free 
Crom orpnirational conflicts of iruciest. and IO have full 
~ of iu atrain IO the sponsorin& asency. It is 
DOl lbe Government's in&enl !hat 111 FFROC use iu priv­
ilesed information or access to facilities io eompeic 
wi1b lht privaie scc10r. Howe'W:f, an FFRDC may per· 
form wort for other than che sponsoring agency under 
lht Economy Act. or other applicable legislation. when 
lht wort is noc othe:wise available from the private se.c • 
ur. 

(3) FFRDC's arc opemed. manapi and/a adminis· 
ta'ed by either a WliVC'Sity or eonsonium ol univemties. 
other llOl·for·irotit or non;roti1 orpniz3tion. or an indus­
lrial firm. as an aui.onomous orpniutica or as an idena­
fiaNe scparalt ope:aring unit of I parent orpniza1ion. 

(4) l.atg-u:nn relationships between lhc Government 
and FFRDC's ~ eneoura&ed ill order io provide the 
cominuity !hat wiD atna hip.quality penonnel ID the 
FFROC. This relationship should be of a type IO 
encoura&e the FFROC IO mainwn currency in its 
fieJd(s) of expertise. maintain iu objectivity and inde· 
pc:ndcncc. preserve ilJ ram iliarity widl the needs or iis 
spoosor(s), and provide aquick response capability. 

(b) DqWrjofu. 

"'Nonsponsor: as used in chis section. means any Olher 
orpnization, in or outside of r.he Federal Government. 
whidl ftllds speciric wort to be performed by the FFROC 
and is DOl I pany IO lhc sponsorin& airccmenL 

"Primary sponsor," as used in this section. me:i.ns &he 
lead qeney responsible for manapng, administerin&. oc 
monilOring ovenll use of the FFROC under a multiple 
sp:xuorship •srceme111.. 

"Special competency: as used in this section, means a 
special or unique capability, includin& qualitative aspcc:cs. 
developed incidental to the primary functions of I.ht 
FFRDC IO meet some special need. 

"Spomer" m~ the executive agency which manases. 
admjnisiers, moniiors, funds. and is responsible for the 
overall USC of an FFROC. Multiple asenc:y sponsorship is 
poS!ible as long u one agency a1rces to act u I.he 
"primary sponsor." In the even1 of multiple sponsors. 
"sponsor" ,e/ccs IO lht primary sponsor. 
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APPENDIX C - FEDERAL ACOUISITION REGULATION 35.017, 
"FEDERALLY FUNDED RESEARCH AND DEVELOPMENT CENTERS" (cont'd) 

PART 35-RESEAROl AND DEVELOPMENT CONTRACTING 35.017-3 

35.017·1 Spoosoria1 qreemeDIS. 
(a) In order 10 faciliiaie a lonc-ierm relationship 

between Ille Government and an FFRDC, esablish lbe 
FFROC's mission, and ensure a periodic: reevaluation ol lbe 
FFRDC. a wriuen qreement or sponsarship between lhe 
Government and die FFRDC shall be prepared when lhe 
FFRDC is established. The sponsorin1 acrccmem may 
take various forms: it may be included in a conuact 
between Ille Government and lhe FFRDC, or in anoc.ber 
legal instrument under which an FFRDC accomplisbes 
effon, or it may be in a .separate writien apeemenL 
Notwilhstanding its fonn, the sponsorin& agrccmcnl shall 
be clearly designated as such by die sponsor. 

(b) While the specific content of any sponsoring agree· 
ment will vary depending on die situation, lhe agrcemcnt 
shall contain, as a minimum, I.he requirements ol pangraph 
(c) of this subsection. The requirements for, and the con· 
tents of, sponsoring agreements may be as further specified 
in sponsoring agencies' policies and procedures. 

(c) As a minimum, the following requirements must be 
addressed in either a sponsoring agreement or sponsoring 
agencies' policies and procedU1Cs: 

(I) A swement or Ille purpose and mission of the 
FFRDC. 

(2) Provisions for the orderly tennination or nonrc· 
newal of the agreement. disposal of assets, and seule­
ment of liabilities The responsibility for capitalization 
of an FFRDC must be defined in such a manner llw 
ownership of assets may be readily and equitably dcler· 
mined upon termination of the F.FRDC's relationship 
with its sponsor(s). 

(3) A provision for the identification or retained 
earnings (reserves) and the development of a plan for 
their use and disposition. 

(4) A prohibition against the FFRDC competing 
with any non-FFRDC concern in response IO a Federal 
agency request fa proposal for other than lhe operation 
of an FFRDC. This prohibition is not required IO be 
applied to any parent organization or olher subsidiary of 
the parent organizalion in its non-FFRDC operations. 
Requests for information, qualifications or capabilities 
can be answered unless otherwise restricted by die spon· 
sor. 

(5) A delineation or whether or not the FFRDC may 
accept work from other than the sponsoiis). If nonspon· 
sor work can be accepted, a delineation or die proce­
dures to be followed, along with any limitations as IO 
the nonsponsors from which work can be accepted 
(other Federal agencies, State or local governments, 
nonprofit or profit organizalions, etc.). 
(d) The sponsoring agreement or sponsoring agencies' 

policies and procedures may also contain, as appropriaie. 
other provisions, such as identifit3tion of­

(!) Any cost elements which will require ad vane: 
agreement if cost-type contracts are used; and 

(2) Considerations which will affect negotiation of 
recs where peyment of fees is determined by the spon­
IOC{s) to be appropria&e. 
(e) 1be tam or lhe lp'CClllCl'lt will not exceed syears, 

but CID be renewed, IS a result or periodic review, in incrc­
menlS DO( IO exceed S yean. 

35.017·2 Establishing or chan&iDI ID FFRDC. 
To establish an FFRDC, or chan&e its basic purpose and 

mission, lhe sponsor shall ensure the followin&: 
(a) Existing altcmalive sources for satisfying agency 

requirements cannot effectively meet the special rese:irch 
or development needs. 

(b) 1be notices required for publication (see S.20S(b)) 
are placed as required. 

(c) There is sufficient Government eitpenise available 
IO adequately and objectively evaluaic the work to be per· 
fonned by the FFRDC. 

(d) 1be Executive Office of the Presidenl, Office of 
Science and Technology Policy, Washington, DC 20506, is 
notified.. 

(e) Controls arc established io ensure llw the costs of the 
~ being provided IO the Government are re3SO~le. 

(f) The basic purpose and mission of the FFRDC is stat· 
ed clearly enough to enable difTercnlialion between work 
which should be performed by the FFRDC and that which 
should be performed by non-FFRDC's. 

(g) A reasonable continuity in the level or suppon 10 the 
FFRDC is maintained. consistent with the a1ency's need 
for the FFRDC and Ille icrms of the sponsoring agreement. 

(h) The FFRDC is operated, managed. or adminisicrcd 
by an au&onomous organizalion or IS an identifiably sepa­
raie operating unit or a parent organization, and is required 
IO operate in the public interest, free from organizational 
conflict or interest, and IO disclose its affairs (as an 
FFRDC) 10 the primary sponsor. 

(i) OMB Circular A-120 is complied with when 
applicable, and quantity production or manufacturing is not 
peifonned unless authorized by legislation. 

(J) Approval is received from the head of the sponsoring 
agency. 

35.017·3 Using an FFRDC. 
(a) All work placed with the FFRDC must be within the 

purpose. mission, general scope of efTon. or special compe­
tcncy <X lhe FFRDC. 

(b) Where the use of the FFRDC by a nonsponsor is 
penniUed by the sponsor, the sponsor shall be responsible 
for compliance with paragraph (a) or this subsection. The 
nonsponsoring agency is responsible for making the deter· 
mination required by 17.S02 and providing the documenta­
tion required by 17.S04(e). When permitted by the spon­
sor. a Federal agency may contract directly with th~ 
FFROC in which case that Federal agency is responsible 
for compliance with Pan 6. 35·7 
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APPENDIX C - FEDERAL ACQUISITION REGULATION 35.017, 
"FEDERALLY FUNDED RESEARCH AND DEVELOPMENT CENTERS" (cont'd) 

lS.017-4 FEDERAL ACQUISmON REGULATION (FAR) 
35.017-4 Reviewin1 FFRDC'a. 

(a) The sponsor, prior to ex1endin1 the cocunct or 
agreement with an FFRDC. shall conduct a ~'WC 
review of the use and need for the FFRDC. The review 
will be coordinalCd widl any co-sponsors and may be pa-· 
formed in conjunction with the bud&et proccas. U tbc 
sponsor determines lhat its sponsorship is no longer appo­
priatc, it shall apprise odler qcncies which me the FFRDC 
of lhe detennination and afford them an opportunity to 
assume sponsorship. 

(b) Approval to continue or 1er111inatc the spomorship 
shall rest wilh the head of lhe sponsorin1 qency. 'Ibis 
detcnnination shall be based upon the results oC die review 
conducted in accordance with paragraph (c) oC this subsec· 
lion. 

(c) An FFRDC review should include the following: 
(1) An cx.:unination of the sponsor's special iechnical 

needs and mission rcqui.rcmcnts &hat arc perfomlCd by 
the FFRDC tO determine if and It what level they con· 
tinue to exist. 

(2) Consideration of allemativc sources IO meet I.be 
sponsor's needs. 

(3) An assessment of the emciency and effective· 
ness of the FFRDC in meeting the sponsor's needs, 
including the FFRDCs ability to maintain its objectivi· 
ty, independence, quick response capability, currency in 
its field(s) or ~pcnisc, and familiarity wilh the needs of 
its sponsor. 

(4) An assessment of the adequacy of the FFRDC 
management in ensuring a ~t-cffcctive operation. 

(S) A determination that !he criteria for establishing 

35-8 

die FFRDC c:cnlinuc IO be salisC'ICd and that lhe spon­
IOrin& acrccmcnt is in compliance widl 35.017-1. 

35.017·5 Terminatiq u FFRDC. 
When a sponsor's need for the FFRDC no longer exists, 

lhe sponsorship may be transferred to one or more 
Government qencies, if appropriaicly justified. II !he 
FFRDC is not transferred IO anOthcr Govemmeru agency, it 
shaD be phased OUL 

35.017-' Master list of FFRDC'L 
Tbe National Science Foundation (NSF) maintains a 

masicr Government list of FFRDC's. Primary sponsors 
will provide information on each FFRDC, including spon· 
soring agreements, mission swements, funding data, and 
type of R&D being performed. to !he NSF upon its request 
for such information. 

35.017·7 Limitation oa tbe cre:itlon or new FFRDC's. 
Pursuant IO 10 U.S.C. 2367, the Secretary of Defense. 

the Scc:rewy of !he Army, lhc Seaewy of the Navy, the 
Scaewy of the Air Force, the Secrewy of Transponation. 
and the AdministraU>r of !he National Aeronautics and 
Space Administration may not obligate or expend amounts 
appropriated t0 the Department of Defense fOf' purposes of 
operating an FFRDC that was not in existence before June 
2, 1986, until (a) the head of the agency submits to 
Congress a report with respect to such ccruer !hat describes 
the purpose, mission. and general scope of effon of the 
cent.er. and (b) a period of 60 days, beginning on the date 
such rcpon ~ received by Congress, hns elapsed. 

37 



APPENDIX D - OFFICE OF FEDERAL PROCUREMENT POLICY 
REQUESTS FOR AUDIT 

EXECUTIVE OfFICE OF THE PRESIDENT 
°''IC' Of" MANAGlMEHT AHO tuoon 

WAIMIMOTOH, 0 C. ... 

K~Ot?IWfUK INSPECTORS GDfEM.LFOR THE 

n.oN: J,. Allan v. tunan 
~ ' A<Diniatntor 

SUBJECT: Fed•r•lly Funded Research and Developaent 
center• (fTRDC•J 

OFPP Policy Letter 14·1, •Federally Funded Research and DevelopHnt 
centtn (rFJU>Ca)•, u iaplnented by Part 35.017 of the Federal 
Acquisition ~•9'llat1on (FAJt), provide• Goverru1ent-vide policy for 
the e1tablishaent, use, ~riodic review and teraination of th••• 
activities by Federal a9enciea. Thi• •••orandua 1• to appri1e you 
of th• FAJt covera9a, vhich va1 111ued on Febf')ary S, ltto, and to 
ask 1our help ln •••ift9 that Uloae policies are obaerved. 

wa particularly vant to aaJte 1un that 1ponsorlnt a9encit1 an 
carryint out their rupon1ib1Uty to revhv tb• need for tlleH 
center• every five years. Attached 1• • list of current contracts 
and a copy of rAJt Subpart 35.017-4. 

Thank you tor your auiatance. Please contact Hr. Robert Cooper of 
ay 1taff at 202/>tS·>>oo vitb any q\Jt1tlon1. 

Attachunt 
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APPENDIX D - OFFICE OF FEDERAL PROCUREMENT POLICY 
REQUESTS FOR AUDIT (cont'd} 

We vould .,_ pl••••d to ..et vith you or your ataff to 
diacu•• thi• aatt•r, lf you •o deaire. If you have any question•
re91rdift9 thl• request, please contact •• at 202-395-5102 or 
Stanley Xautman ot ay atatt at 202-396-6110. Your cooperation 
and aaaiatanc• are 9raatly appreciated. , 

Attach••nta 

cc1 Senator Cohen 
Senator Levin 
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APPENDIX D - OFFICE OF FEDERAL PROCUREMENT POLICY 
REQUESTS FOR AUDIT (cont'd) 

EXECUTIVE Of'FICl ~ THE PR£SID£NT 
orricc °" MANAGlMlNT ANO IUOOn 

WAIMtHOfON. o.c... 

SEP 16 932 

JCEHORANDUK roa THI IHSPECTOU GENERAL ors 
DEPARTMENT or D!FDIH 
DlPAATKEHT or l:JfERGY 
NATIONAL A!JtONAU'l'lCS I.NO SPACI ADHINISTR.ATION 
DEPARTMENT or HEALTH I.ND HUKAM SERVICES 
NATIONAL SCIDfCI POUNDATIOM 
NUC~~~y COKHISSlOll 

FROHs Al~~ 
Adalnhtrator 

SV&JECTa Federally P\lnded Research and Develop•ent Center• 
(FFIU>CI) 

ly the attached ae•orandua dated March 12, lttl, I apprlaed 
you of the Office of Federal Procur••ent Policy (OFPP) Polley
Letter 14•1, •rrJU>Ce• and lta l•plt•entlh9 regulatory coverage.
Th• aeaorandua requested your assistance la 1eelh9 that the 
requlre•enta of the Polley Letter were beift9 observed. 

R•centlr, the Senat1 Subco..itt•• on 0Ver1l9ht of Covernaent 
Manage•ent published a report entitled •inadequate Federal 
Over1l9ht of Federally Funded Reaearch and Develop•ent Centera•. 
Th• report detailed the need for atrengthened Federal control• 
over rrRL>Ca. Altof\9 other things, the report recoaaended that 
aponaorlng agencies not only coapete contracts to eatab11ah 
FFJU>Cs, but alao to continue or,ratlon of ex11tl1"19 FFRDCa. It 
alao recoaaended that OFPP rev •• the appropriate acqulat1on
r•CJUlatlona to enhance coa~tltion. 

We believe that FFRDC contract• are intended to be long-tera
ln nature. Kowever, the policy requiroa that agencle1 conduct 
analyaea prior to renevlnca FFIU>C• to det•r•ln• whether the unique
rrROC relationahlp it ati11 needed. Th• analy111 1hould 1ddr••• 
vhether the aarketpl•c• h•• ch•ng•d to th• point vh.-r• 
coapetltion •hould be 1ougbt. They ahould 1110 evaluate paat
perforaance and any future ch1nge1 to the rrRDC's alaa1on. A copy
of the Senate report la attached for your lnforaatlon. 

In order to respond fully to th• Senate, I •• requeatlnt
that you conduct a apeclal audit of your agency'• rnoc sole 
aource ren•9otiatSon 1uatlfScatlon1 develo~d alnce 1tlS. 
Sp•clfScallrl the audlt ahould addre•• th• nature and adequacy of 
those 'uetlf c.tlon•. I would appreciate ._lftCJ advl11d of th• 
r••ult1 of your audit ~Y retwvary l, ltt>. 
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APPENDIX E - SUMMARY OF PRIOR AUDITS AND OTHER REVIEWS 

General Accounting Off ice 

Report No. GAO/NSIAD-88-22 {OSD Case No. 7551), "Competition: 
Issues on Establishing and Using Federally Funded Research and 
Development Centers," March 7, 1988. The report stated that the 
special relationship FFRDCs had with their sponsors restricted 
competition. Due to the lack of competition, the government was 
limited in its ability to know whether non-FFRDCs could do work 
better or at less cost. The report recommended the use of broad 
agency announcements on a test basis for assessing the potential 
availability of non-FFRDCs to accomplish DoD research and for 
improving DoD assurance that FFRDC work was the most effective. 
DoD disagreed with the recommendation on grounds that the needs 
for and uses of the FFRDCs were thoroughly assessed under 
existing procedures. 

Inspector General, DoD 

Report No. 93-113, "DoD Contractor Insurance Programs," June 18, 
1993. The report stated that Defense Logistics Agency contractor 
insurance/pension reviews resulted in about $1.2 billion of 
savings from FY 1990 through the 3rd quarter of FY 1992. 
However, contractor insurance/pension reviews for an estimated 
89 contractors and 4 FFRDCs that qualified for reviews were not 
accomplished as required. The report estimated that $1. 6 to 
$4.4 million in monetary benefits could be realized by performing 
the contractor insurance/pension reviews at the Lincoln 
Laboratory, the Center for Naval Analyses, the Software 
Engineering Institute, and the Logistics Management Institute. 
The Director, Defense Logistics Agency, agreed to evaluate the 
4 FFRDCs to determine the need for contractor insurance/pension 
reviews. 

Report No. 92-013, "Quick Reaction Report on the Audit of the 
Army Contract with the University of Texas at Austin Institute 
for Advanced Technology," October 27, 1992. The report stated 
that the establishment of the Institute for Advanced Technology 
and its planned expansion were contrary to the OFPP policy of 
relying on available resources for meeting research needs. The 
Army did not adequately analyze requirements or properly consider 
alternatives to meet those requirements. The Assistant Secretary 
of the Army (Research, Development, and Acquisition) partially 
concurred with the recommendations to reassess the need for the 
Institute for Advanced Technology as an FFRDC and plans to 
terminate the FFRDC contract in FY 1994. 

Report No. 91-115, "Consulting Services Contracts for Operational 
Test and Evaluation," August 22, 1991. The report stated that 
the service contracts used to support operational tests were not 
as cost-effective as developing an in-house capability to perform 
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APPENDIX E - SUMMARY OF PRIOR AUDITS AND OTHER REVIEWS (cont'd) 

the work. Services provided by the Institute for Defense 
Analyses were shown to cost 31 percent more than the same 
services provided by comparable in-house personnel. 
Recommendations were made to determine the number of in-house 
personnel needed to accomplish requirements, to make funding 
adjustments in the budget in order to hire additional civilian 
personnel, and to reduce the use of advisory and assistance 
services by 60 percent over the next 5 years. on April 23, 1992, 
the Deputy Secretary of Defense decided not to implement the 
recommendations to transfer contract work to in-house civilian 
personnel and to decrease the budget. The Deputy Secretary of 
Defense requested that the Assistant Secretary of Defense (Force 
Management and Personnel), in coordination with the Secretaries 
of the Military Departments, the Director of Operational Test and 
Evaluation, and the Comptroller of the Department of Defense, 
study the use of in-house and contracting personnel in 
operational test and evaluation activities and recommend to the 
Deputy Secretary of Defense by July 1, 1992, any policy or 
practice changes. In October 1992, the Deputy Secretary of 
Defense concluded that no additional action would be taken 
pending the collection and review by the Comptroller of the 
Department of Defense of supplementary manpower requirements data 
for the FY 1995 budget. 

Report No. 90-041, "Contracting Practices of the Institute for 
Defense Analyses," March 1, 1990. The audit stated that the 
Institute for Defense Analyses (IDA) mission statement did not 
clearly differentiate between work suitable for IDA and work that 
a non-FFRDC should perform. Also, program officials were not 
ensuring that work assigned to IDA on a sole-source basis could 
not be done by non-FFRDC sources. The report recommended that 
DDR&E establish a mission statement for IDA in accordance with 
OFPP Letter 84-1 and that DDR&E establish procedures to 
adequately justify the sole-source assignment of work to IDA. 
DDR&E concurred with the recommendations. 

Air Force Audit Agency 

Report No. 0056410, "Review of Air Force-Managed Federally Funded 
Research and Development Centers," August 6, 1991. The report 
stated that non-FFRDC contract support was less costly than 
support provided by the Aerospace and MITRE corporations. Based 
on FY 1990 data, the average annual cost for an Aerospace 
Corporation FFRDC technical staff member was $184, 000, compared 
to $114,000 for a non-FFRDC technical support contract employee. 
Likewise, the average technical staff member cost at the MITRE 
Corporation c3 I Division FFRDC was $151, ooo, compared to a non­
FFRDC contractor cost of $135,000. The report stated that Air 
Force Systems Command (now Air Force Materiel Command) program 
managers approved sole-source taskings for the use of FFRDCs 
without determining whether in-house or non-FFRDC contractors 
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APPENDIX E - SUMMARY OF PRIOR AUDITS AND OTHER REVIEWS (cont'd) 

could accomplish the work; did not independently develop an 
estimate of their FFRDC support requirements; and did not 
adequately and objectively evaluate the FFRDCs' technical 
performance for any of the performance evaluations reviewed. Air 
Force management officials agreed with the report conclusions and 
recommendations. 

Report No. 93064014, Followup Audit--Review of Air Force-Managed 
Federally Funded Research and Development Centers, " August 18, 
1993. The audit evaluated the effectiveness of management 
actions implemented in response to selected recommendations in 
Report No. 0056410, "Review of Air Force-Managed Federally Funded 
Research and Development Centers," August 6, 1991. The report 
stated that Air Force Materiel Command Space and Missile Systems 
Center and Electronic Systems Center were effectively defining 
FFRDC taskings, or using alternative methods, to prepare 
independent estimates of support requirements; and using the 
independent estimates to help negotiate fair and reasonable 
prices. However, the Space and Missile Systems Center had not 
fully implemented procedures to review and validate FFRDC billing 
accuracy, and the Electronic Systems Center had not effectively 
implemented procedures to evaluate FFRDC performance. The report 
contained no new findings requiring corrective actions. 

Department of the Navy 

Assistant Secretary of the Navy (Research, Development, and 
Acquisition) Special Procurement Management Review, "Contracting 
Through Navy Laboratories and Use of Federally Funded Research 
and Development Centers," July 1989. The report stated that Navy 
activities were unaware of the requirements governing the proper 
use of FFRDCs. As a result, the Navy inappropriately used center 
for Naval Analyses and Department of Energy FFRDCs for support 
services and general information gathering. In response to the 
inappropriate use of FFRDCs, the Assistant Secretary issued a 
May 25, 1990, memorandum to remind FFRDC users of Economy Act, 
Competition in Contracting Act, Brooks Act, and FAR 35.017 
requirements. 

Congressional Research service 

Report No. 91-378 SPR, "DoD's Federally Funded Research and 
Development Centers (FFRDCs) , " April 29, 1991. The report 
summarizes congressional concerns related to DoD-sponsored 
FFRDCs. These concerns included the increased funding and growth 
of the FFRDCs at the same time that research, development, test, 
and evaluation funding was decreasing; contentions that 
contracting officials increasingly placed sole-source contracts 
with FFRDCs to bypass requirements of the Competition in 
Contracting Act and other procurement regulations; the extent to 
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APPENDIX E - SUMMARY OF PRIOR AUDITS AND OTHER REVIEWS (cont'd) 

which FFRDCs are required because of their ability to maintain 
objectivity and avoid conflicts of interest; the inadequate 
oversight of the FFRDCs; and the diversification of FFRDCs into 
areas beyond their originally defined missions. Related to 
diversification, the report stated that members of Congress were 
considering allowing some FFRDCs to broaden their science and 
technology activities together with requiring them to compete 
with non-FFRDCs. 

u.s. senate 

Subcommittee on oversight of Government Management, Senate 
Committee on Governmental Affairs Report, "Inadequate Federal 
Oversight of Federally Funded Research and Development Centers," 
July 8, 1992. The subcommittee reported that cost, accounting, 
and auditing controls were inadequate and inconsistent and had 
contributed to wasteful and inappropriate use of Federal funds by 
FFRDCs. The report stated that congress has repeatedly expressed 
concerns about DoD excessive funding and inadequate management of 
FFRDCs and noted House and Senate Appropriations Committee 
actions in the FYs 1991 and 1992 appropriations bills to reduce 
funding and improve the management of DoD-sponsored FFRDCs. 

The subcommittee report highlighted problems identified by the 
Air Force Audit Agency and the Defense Contract Audit Agency at 
Air Force-sponsored FFRDCs involving lack of independent cost 
estimates; failure to ensure the validity and reasonableness of 
costs; inadequate review of management fee requests and travel 
costs; inadequate review and monitoring of projects assigned to 
the FFRDCs; and the charging of excessive indirect costs by the 
Massachusetts Institute of Technology against the Lincoln 
Laboratory contract. 

The report addressed subcommittee concerns regarding contract 
provisions that allow the payment of a management fee to the 
Center for Naval Analyses for charges that were otherwise 
unallowable, including the funding of a tuition program for the 
children of Center for Naval Analyses employees. The report 
questioned why a fixed fee was paid to a non-profit corporation 
whose sole purpose was to run an FFRDC. The report also noted 
that most Defense Contract Audit Agency audits were not timely 
and several contained audit exceptions that were unresolved as of 
the subcommittee survey. 

The report stated that FFRDC operating contracts were generally 
not competitively awarded. The report also stated that the 
Competition in Contracting Act was enacted to hold down contract 
costs through the use of competitive procedures and that 
exempting FFRDCs from competition under 10 u.s.c. 2304(c) (3) was 
not intended to eliminate competition from contracts to operate 
FFRDCs. 
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APPENDIX E - SUMMARY OF PRIOR AUDITS AND OTHER REVIEWS (cont'd) 

The report addressed concerns about combined FFRDC operations, 
stating that RAND Corporation operates three separate FFRDCs for 
DoD and that MITRE Corporation operates two FFRDCs, one for DoD 
and one for the Federal Aviation Administration. The report 
stated that both FFRDCs issue combined financial statements and 
provide combined indirect cost data for audit. 

The report listed concerns regarding the operation of "shell 
corporations," such as the Center for Naval Analyses, the 
Institute for Defense Analyses, the Aerospace Corporation, and 
the Logistics Management Institute. The report stated that the 
sole purpose of the corporations was to operate an FFRDC and that 
a shell corporation with no other assets or functions has less 
independence and was more difficult to dislodge in the event of 
poor performance. 

The report recommended reforms for the Office of Federal 
Procurement Policy and the sponsors of all FFRDCs to improve 
oversight over FFRDC spending. The recommendations included 
improving cost, accounting, and auditing controls; re-assessing 
the need for management fees; and increasing competition for 
FFRDC contracts. The report also recommended that sponsors 
assess the independence of FFRDCs and the cost and benefits of 
operating multiple FFRDCs from a single site. 
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APPENDIX F - SOLE-SOURCE RENEGOTIATION JUSTIFICATIONS 


FFRDC 

Date 
Review 

Approved 

Date 
Sole-Source 

Justification 
Approved Approval Level 

Contract 
Award 

Date 

Project AIR FORCE Review 
Not Done 

Jul. 5, 1990 Assistant Secretary of the 
Air Force (Acquisition) 

Nov. 19, 1990 

National Defense 
Research Institute 

Nov. 8, 1989 Aug. 14, 1989 Director, Defense Research 
and Engineering 

Nov. 20, 1989 

Arroyo Center Review 
Not Done 

Aug. 9, 1990 Assistant Secretary of the 
Army (Research, Development, 

and Acquisition) 

Jan. 18, 1991 

Institute for 
Defense Analyses 

Dec. 26, 1989 Jun. 9, 1988 Director, Defense Research 
and Engineering 

Dec. 22, 1988 

Center for Naval 
Analyses 

Nov. 30, 1990 Jul. 1 7, 1990 Assistant Secretary of the Navy 
(Research, Development, and 
Acquisition) 

Sept. 28, 1990 

Logistics Management 
Institute 

Jul. 19, 1989 Nov. 16, 1989 Under Secretary of Defense 
for Acquisition 

Nov. 20, 1989 

Aerospace 
Corporation 

Review 
Not Done 

Apr. 12, 1988 Assistant Secretary of the 
Air Force (Acquisition) 

Sept. 22, 1988 

MITRE Corporation 
c3I Division 

* Jun. 23, 1988 Assistant Secretary of the 
Air Force (Acquisition) 

Oct. 21, 1988 

Lincoln Laboratory * Jan. 25, 1989 Assistant Secretary of the 
Air Force (Acquisition) 

Sept. 28, 1989 

Software Engineering 
Institute 

* Mar. 22, 1989 Assistant Secretary of the 
Air Force (Acquisition) 

Dec. 13, 1989 

*Review was undated but was prepared after justification was approved. 
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APPENDIX G - SUMMARY OF REVIEWS AND JUSTIFICATIONS 

FFRDC 

Mission 
Requirement 

Defined 
Clearly.l/ 

Alternatives 
Considered~/ 

Efficiency 
and 

Effectivenessl/

FFRDC 
Management 

 Controls!/ 

Compliance 
With FAR 

Criteria'i/ 

Project AIR FORCE No No No No No 

National Defense 
Research Institute 

No No No No No 

Arroyo Center No No No No No 

Institute for 
Defense Analyses 

No No No No No 

Center for Naval 
Analyses 

No No No No No 

Logistics Management 
Institute 

No No No No No 

Aerospace 
Corporation 

No No No No No 

MITRE Corporation 
3c I Division 

No No No No No 

Lincoln Laboratory No No No No No 

Software Engineering 
Institute 

No No No No No 

See footnotes at end of appendix. 



APPENDIX G - SUMMARY OF REVIEWS AND JUSTIFICATIONS (cont'd} 

1/shows whether the comprehensive review or sole-source justification identified 
what services were needed, who needed the services, what special skills were 
involved in providing the services, and the extent of services or requirements 
needed (time frames and dollars} . 

l/shows whether the comprehensive review or sole-source justification 
convincingly argued why using in-house or non-FFRDC contractor capabilities to 
meet requirements was not feasible. 

J/shows whether the efficiency and effectiveness of the FFRDC in meeting needs 
was based on objective criteria and accurately reported in the comprehensive 
review. 

!/Identifies whether the comprehensive review identified and evaluated the 
adequacy of management controls in place at the FFRDC to ensure cost-effective 
operations. 

~/shows whether the comprehensive review adequately established that the 
criteria for establishing the FFRDC continued to be satisfied. 



APPENDIX H - DETAILS ON CONTRACTS WITH RAND CORPORATION FOR 
PROJECT AIR FORCE, NATIONAL DEFENSE RESEARCH INSTITUTE, AND 
ARROYO CENTER 

Background. The RAND Corporation operates three DoD­
sponsored FFRDCs: Project AIR FORCE (formerly Project RAND), the 
National Defense Research Institute, and the Arroyo Center. The 
most recent 5-year contracts for these FFRDCs were awarded on 
November 19, 1990, for a total value of $148.6 million; on 
November 20, 1990, for a total value of $125 million; and on 
January 18, 1991, for a total value of $110 million, 
respectively. RAND also conducts non-DoD sponsored research 
through its Domestic Research Division. 

Project RAND, sponsored by the Air Force, was initiated through a 
special contract with the Douglas Aircraft Company in 1946. A 
March 9, 1946, statement of work described the objectives of 
Project RAND as: 

A program of study and research on the broad subject 
of intercontinental warfare other than surface, with 
the objective of recommending to the Army Air Forces 
preferred technique and instrumentalities for this 
purpose. 

The concept of Project RAND was based on the desire to retain the 
services of civilian scientists for Government and military 
activities after World War II to assist in military planning and 
especially to coordinate such planning with research and 
development decisions. The broad nature and influence of the 
mission of Project RAND led to concerns about conflicts of 
interest. This concern led to incorporation of Project RAND as a 
non-profit corporation in May 1948, and in November 1948, the 
Project RAND contract was transitioned to the RAND Corporation. 
In 1976, Project RAND was renamed Project AIR FORCE. Al 1 Air 
Force contracts for Project RAND/Project AIR FORCE were awarded 
sole-source to the RAND Corporation. 

The National Defense Research Institute (NDRI) was established at 
the request of the RAND Corporation in 1984. NDRI was 
established to consolidate on-going research and development work 
conducted by RAND's Defense Manpower Research Center and Strategy 
Assessment Center for various OSD elements. 

The Arroyo Center, an Army-sponsored FFRDC, was transferred in 
1984 to the RAND Corporation at the request of the Secretary of 
the Army and Chief of Staff of the Army. The Arroyo Center was 
originally established in 1982 at the Jet Propulsion Laboratory, 
an FFRDC sponsored by the National Aeronautics and Space 
Administration and operated by the California Institute of 
Technology. The 1984 contract and the 1989 contract were 
sole-source awards to the RAND Corporation. 
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In addition to DoD-sponsored work conducted through FFRDCs, RAND 
also conducts research and studies for more than 70 non-DoD 
sponsors, including other Federal Government agencies, state and 
local governments, private corporations, universities, and 
foundations. The non-DoD research amounts to 20 to 25 percent of 
RAND annual workload. 

Basis for Project AIR FORCE contract renewal. The 
1990 contract was awarded sole-source to RAND Corporation by the 
Air Force Off ice of Scientific Research. A comprehensive review 
document addressing the OFPP and FAR criteria on continued need 
was not prepared for Project AIR FORCE. The noncompetitive 
5-year contract was based on an acquisition plan and a 
sole-source justification prepared by the Off ice of Scientific 
Research. The 10-page acquisition plan addressed the acquisition 
history and objective of Project AIR FORCE, the basis for 
selection, the contracting considerations, and the milestones for 
the procurement cycle. The plan stated: 

The initial reasons for establishing the RAND 
Corporation are still valid. The problems of national 
security continue to grow in complexity, and the years 
since the founding of RAND have been witness to a 
technological explosion •.•• RAND is recognized as 
having made unique contributions to national 
security ... 

The services to be provided by Project AIR FORCE (PAF) 
consist of a program of study and research on the 
broad subject of aerospace power with the object of 
recommending to the United States Air Force preferred 
methods, techniques, and instrumentality for the 
development and employment of aerospace power. The 
Air Force requirement for the type of policy and 
systems analysis support currently provided by PAF is 
expected to continue for an indefinite period of time. 
Executive level officials have continually expressed 
support for this type of service. The services to be 
provided by PAF can be described as timely and 
objective research on methods, techniques, and 
instrumentalities for the development and employment 
of aerospace power for the Air Force. 

The delivery of required reports, analyses, etc. will 
be governed by individual tasking arrangements. 
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The acquisition plan stated the authority for the sole-source 
contract was FAR 6.302-3 and that the acquisition would not be 
synopsized in the Commerce Business Daily because 
FAR 5.202(a) (10) permitted the contracting officer to waive the 
requirement. The plan advocated a 5-year, cost-plus fixed-fee 
contract because: 

•.. the mix of various labor categories required for 
each individual program cannot be forecast since only 
general areas to be studied are known in advance. 
Specific topics to be studied under each program are 
determined as the requirements evolve during the 
period of performance. Under these circumstances, it 
is not possible to reasonably predict these 
requirements at the time of negotiations so that 
realistic individual project levels-of-effort can be 
estimated. 

In regard to management control, the acquisition plan stated: 

The Air Force Advisory Group (AFAG) for Project AIR 
FORCE is composed of fourteen Air Staff general 
officers and senior civilian officials .... The AFAG 
conducts substantive reviews of selected research 
projects during periodic meetings with RAND 
management .... Each project initiated under Project AIR 
FORCE is sponsored by a HQ USAF or MAJCOM [Major 
Command) general or Senior Executive Service (SES) 
officer .... The sponsor provides guidance on Air Force 
needs and priorities, periodically reviews the status 
of the research effort and assumes the lead for 
implementing those findings and recommendations 
accepted by the Air Force. 

The two-page sole-source justification document described the 
services to be procured as follows. 

The requirement is for 150 work years of professional 
effort each year. The statement of work for services 
is to perform a program of study and research on the 
broad subject of Aerospace power with the objective of 
recommending to the United States Air Force preferred 
methods, techniques, and instrumentalities for the 
development and employment of Aerospace Power. 
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The July 5, 1990, justification document cited FAR 6.302-3 as the 
authority for the sole-source procurement and stated this 
authority was applied because: 

Contracting with The RAND Corporation is consistent 
with Air Force Policy ••• and OSD's decision to retain 
Project AIR FORCE as a FFRDC. The RAND Corporation is 
recognized as having made unique contributions to 
National Security, assisting the Air Force in its role 
of leadership in applying modern analytic techniques. 

The justification also stated that, based on FAR 5.202(a) (10), no 
synopsis would be published in the commerce Business Daily and no 
further steps would be taken to obtain competition. The 
justification further stated that an informal market survey had 
determined that no other acceptable qualified sources could 
satisfy the requirements and that no other contracting sources 
had expressed written interest in this acquisition. 

Basis for NDRI contract renewal. On November 30, 1989 
(effective October 1, 1989), DSS-W noncompetitively awarded the 
contract for NORI to the RAND Corporation. A periodic review 
document and sole-source justification were the basis for the 
award to RAND. The Director, DoD FFRDC Programs, DDR&E, prepared 
both documents. On August 14, 1989, DDR&E approved the sole­
source justification. On November 8, 1989, the Deputy DDR&E 
(Research and Advanced Technology) approved the review document. 
The 10-page periodic review document described the background of 
NORI, the RAND environment, research themes and directions, and 
FFRDC organization. The review document stated that NDRI's 
research agenda was generally oriented towards resolving 
three key defense policy questions. 

o How is the global evolution of military power, 
political influence, and economic strength affecting the 
challenges face~ by the United States? 

o How can force employment strategy, weapon system 
acquisition, logistics support, and personnel force evolution be 
better planned and managed? 

o How should U.S. forces be modernized to assure 
continual deterrence, particularly with respect to conventional 
balance of forces in Europe? 

The Director, DoD FFRDC Programs, requested 16 current senior­
level DoD officials who sponsored studies and 10 former 
DoD senior-level officials who had sponsored studies when they 
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were in Government service for assessments of the use and need 
for NORI. The May 12, 1989, memorandum to the current officials 
stated: 

As reference, copies are attached of NORI's 1985, 
1986, and 1987 annual reports (the 1988 edition will 
be mailed to you soon), as well as a list of NORI' s 
projects during the last five years. Instead of a 
project-by-project evaluation, it would be helpful if 
your input is more of an overall assessment of the 
continuing need for the FFROC, the effectiveness of 
NORI in meeting its sponsors' needs for objective 
research and analysis, and the adequacy of the FFROC 
management. 

The May 12, 1989, letter to former officials stated: 

Your judgment is solicited on the continuing need for 
this FFROC as well as on the extent to which the NORI 
has met its objectives. References to notable 
capabilities and/or products would be appreciated. A 
copy of the latest NORI Annual Report is enclosed; 
earlier ones are available on request. 

All 26 responders supported renewal of the NORI contract. 
However, all of the current officials were nonspecific regarding 
their future requirements. Regarding alternative sources, 2 of 
the 16 sponsors stated that the FFROCs performed only appropriate 
tasks since each project was reviewed to determine whether the 
project should be performed by the FFROC or some other 
organization. The other sponsors either did not address this 
area or discussed the close relationship between the FFROC and 
their organization. The responses from current senior-level 
OSD officials were mixed on the effectiveness and efficiency of 
the FFRDC in meeting sponsor needs. Several commented negatively 
on NORI's lack of responsiveness, particularly on delivery of 
reports. One official stated that, "NDRI's work is not 
appreciably better as far as quality of research than many non­
FFROCs." Other officials believed that the FFROC was effective 
and responsive to performing their work. Most of the former and 
current officials stated that NORI management was supportive of 
the sponsor's requirements. The officials generally believed 
that the NORI adhered to the criteria for an FFRDC and the 
sponsoring agreement, as required by FAR 35.017-1. 

The two-page sole-source justification for the NORI contract 
described the services to be provided as follows. 
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... the broad objectives of the work to be performed 
under this contract are to (1) provide expert and 
independent interdisciplinary research capabilities 
covering a broad range of relevant specialties; (2) 
enhance mechanisms for the technology transfer among 
Office of the Secretary of Defense components; and (3) 
further institutionalize capabilities for analysis and 
integration of defense issues that cut across the 
responsibilities of individual DoD components. A wide 
range of research, studies and analyses are expected 
to be conducted in eight areas: (1) applied science 
and technology; (2) defense manpower research; (3) 
information processing systems; (4) international 
economic policy as it relates to defense policy; ( 5) 
international security and defense policy; (6) 
acquisition and support policies; ( 7) force 
employment; and (8) strategy planning and assessment. 

The sole-source justification cited FAR 6.302-3 as the authority 
for the sole-source procurement, stating that NDRI had developed 
a unique capability to support the OSD, the Joint Staff, and the 
Defense Agencies in areas that could not be performed by a non­
FFRDC. The justification stated that a market survey was not 
conducted or necessary because NDRI was, "a unique organization 
that cannot be duplicated." It further stated, "A listing of the 
sources, if any, that expressed, in writing, an interest in the 
organization is not applicable to FFRDC." The sole-source 
justification was approved by the Director of Contracting, DSS-W, 
and the DDR&E. 

synopsis of 'NDRI contract in commerce Business Daily. on 
June 29, 1989, DSS-W published a notice of the proposed 
sole-source award to NDRI in the Commerce Business Daily. The 
synopsis stated: 

CONTINUING RESEARCH IN SUPPORT OF OSD AND OJCS •.•• The 
Dept. of Defense plans to award a sole-source contract 
to the Rand Corporation ... for work to be performed by 
the National Defense Research Institute (NORI), a 
Federally Funded Research and Development Center 
(FFRDC). This contract is for continuation of 
multiple-year research currently sponsored by various 
elements of the Office of the Secretary of Defense 
(OSD), Office of the Joint Chiefs of Staff (OJCS), The 
Defense Advanced Research Projects Agency, and other 
Defense Agencies. The broad objectives of the NORI 
program are to provide expert and independent inter­
disciplinary research capabilities covering a broad 
range of relevant specialties and further develop and 
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institutionalize capabilities for analysis and 
integration of defense issues that cut across the 
responsibilities of individual DoD components. A wide 
range of research is expected to be conducted in the 
following areas: defense research management, 
technology and information processing, international 
security and policy, strategy and force employment. 

The contracting off ice received no inquiries regarding this 
synopsis. 

Basis for Arroyo Center contract renewal. DSS-W awarded the 
January 8, 1991, sole-source contract for the Arroyo Center. The 
effective date of the contract was October 1, 1990. The Army 
could not provide a comprehensive review that addressed OFPP 
Letter 84-1 and FAR 35.017-4 criteria. To support the 
noncompetitive procurement, the Director of Management, Office of 
the Chief of Staff of the Army, polled Army Major Commands and 
the Army staff on their use of, and need for, the Arroyo Center, 
and prepared a sole-source justification dated August 9, 1990. 
Users responding to the request for comments included the 
Commanding General, Forces command; the Commanding General, 
Training and Doctrine Command; the Commanding General, Army 
Materiel Command; the Deputy Chief of Staff for Operations and 
Plans, Department of the Army; and three Directors within the 
Off ice of the Deputy Chief of Staff for Operations and Plans, 
Department of the Army. The three Commanding Generals and the 
Deputy Chief of Staff for Operations and Plans were members of 
the Arroyo Center Policy Committee, which met periodically to 
review and approve the Arroyo Center program. 

All inputs from the users and members of the Arroyo Center Policy 
Committee rated Arroyo Center services favorably and supported 
renewal of the contract. The memorandum from the Commanding 
General, Forces Command, stated: 

While I cannot predict definitive Army requirements 
and internal assets in the future, it stands to reason 
that the Army will have a continuing need for thorough 
and sound analysis on topics which will require 
technical expertise and/or objective perspectives. 
There are, of course, a number of alternative sources 
for this kind of research; however, the Arroyo 
Center's links to the RAND Corporation and its track 
record of outstanding service to the Army should argue 
in favor of renewing the Center's contract. 
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The memorandum from the Commanding General, Training and Doctrine 
Command, stated: 

Assessments of •.. Arroyo Center's work ... vary between 
individual sponsors •••. from unqualified "thumbs-up" to 
qualified "thumbs-down" .... TRADOC has a continuing 
requirement for analytical support, particularly in 
the functional areas of training and combat 
developments .•.. TRADOC does not depend solely on the 
Arroyo Center for research-related support. Organic 
assets ... and various contractors are employed to 
support TRADOC' s research needs ...• TRADOC has a 
continuing need for Arroyo Center support, and 
therefore I recommend the Army's contract with the 
Arroyo Center be renewed. 

The memorandum from the Commanding General, Army Materiel 
Command, stated: 

The RAND support in the development of logistics 
concepts and supporting management systems and 
ammunition programming and budgeting has been 
exceptional .... However, they have been less successful 
in providing assistance in the Army technology base. 

Because of the declining resources and changing force 
levels in the Army and AMC, the need for innovative 
thinking and creative solutions that are available 
through Arroyo Center is greater today than when they 
were formed. 

The memorandum from the Deputy Chief of Staff for Operations and 
Plans stated: 

The Army needs the Arroyo Center. Arroyo Center 
provides senior Army leadership with research and 
analysis that has proven to be useful, relevant and 
credible. Arroyo Center's objective and independent 
research on national defense policy issues is unique, 
cannot be obtained in-house, and is best provided by a 
Federally Funded Research and Development Center 
(FFRDC) operation. 
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With regard to the Army's special technical needs and mission 
requirements, the Deputy Assistant Deputy Chief of Staff for 
Operations and Plans, Force Development, made the following 
comments: 

RAND Arroyo maintains a full range of capabilities 
that can support Army requirements e.g., theater level 
warfight analysis to system specific COEA's [cost and 
operational effectiveness analysis). They have 
provided such support when organic Army analysis 
agencies (CAA and TRAC) [Concepts Analysis Agency and 
TRADOC Analysis Command) are fully committed. 

In addressing the issue of alternative sources to meet the Army's 
needs, the Deputy Assistant Deputy Chief of Staff for Operations 
and Plans, Force Development, further stated: 

Using internal Army analysis organizations is normally 
attempted, however, the required workload usually far 
exceeds the ability of current internal agencies to 
provide the necessary support. RAND in many cases has 
been very responsive and adaptive to special 
unprogrammed study projects. 

The sole-source justification document provided the following 
description for the services to be procured from the Arroyo 
Center: 

••• (1) provide expert and independent 
interdisciplinary analytical research capabilities 
covering a broad range of relevant specialties; (2) 
further institutionalize capabilities for analyses and 
integration of Army issues that cut across the 
responsibilities of individual Army components; and 
(3) enhance mechanisms for the transfer of information 
across service components. A wide range of research, 
studies and analyses are expected to be conducted in 
the following areas: ( 1) strategy planning and 
assessment; (2) force design and structure; (3) force 
operations; (4) readiness and support infrastructure; 
(5) acquisition and support policies; (6) applied 
science and technology applications; (7) 
methodological development; (8) manpower, training, 
and performance; (9) threat assessment; and (10) Army 
policies and doctrine. 

The authority cited for the sole-source procurement was 

FAR 6.302-3. The justification stated "· .. a market survey was 
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not necessary since the Arroyo Center is a unique organization 
that cannot be duplicated." The justification further stated 
" ... replacement of the unique capability provided by the Arroyo 
Center would be very costly to the Government in terms of dollars 
and delay in meeting DA (Department of the Army] requirements." 

Synopsis of Arroyo Center contract in commerce Business 
Daily. DSS-W published a notice of proposed sole-source award to 
the Arroyo Center in the Commerce Business Daily on July 6, 1990. 
The synopsis stated: 

CONTINUING RESEARCH IN SUPPORT OF THE u.s. 
ARMY .... oss-w intends to award a sole source contract 
to Rand Corporation ... for the continuation of 
multiple-year research, studies, and analyses 
currently sponsored by various elements of the Dept. 
of the Army. See Note 22. [Note 22 stated:) The 
proposed contract action is for supplies or services 
for which the Government intends to solicit and 
negotiate with only one source under authority of 
FAR 6.302. Interested parties may identify their 
interest and capability to respond to the requirement 
or submit proposals. This notice of intent is not a 
request for competitive proposals •.•• A determination 
by the Government not to compete this proposed 
contract based upon responses to this notice is solely 
within the discretion of the government. Information 
received will normally be considered solely for the 
purpose of determining whether to conduct a 
competitive procurement. 

We did not identify any inquiries from other organizations in 
response to the synopsis. 

Evaluation of the reviews, sole-source justifications, and 
synopses. We concluded that the renewal of contracts for the 
three FFRDCs operated by RAND were not adequately justified. 
Comprehensive review documents meeting the OFPP and FAR criteria 
on continuing need for FFRDCs were not prepared for Project 
AIR FORCE and the Arroyo Center. The review for NORI was 
prepared and approved after the sole-source justification and the 
effective date (October 1, 1989) of the contract. The 
requirements for Project AIR FORCE, NORI, and Arroyo Center were 
stated in broad, general terms. Based on the descriptions in the 
review documents, acquisition plans, and sole-source 
justifications of the work to be performed, each FFRDC could be 
tasked to perform a study on almost any subject of interest to 
the FFRDC's sponsor. None of the review documents, acquisition 
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plans, or justifications articulated the missions of Project AIR 
FORCE, NORI, and the Arroyo Center clearly enough to 
differentiate their work from studies performed under contracts 
for advisory and assistances services, or by DoD personnel, or by 
another FFRDC. Market surveys were not formally conducted to 
identify potential alternatives to Project AIR· FORCE, NORI, or 
the Arroyo Center. The proposed sole-source awards were 
synopsized in the Commerce Business Daily for NORI and the Arroyo 
Center. 

The Air Force and the Army did not address the efficiency and 
effectiveness of Project AIR FORCE and the Arroyo Center in the 
acquisition plans or the sole-source justifications. However, 
annual reviews of the performance of Project AIR FORCE and the 
Arroyo Center were performed. Users of Project AIR FORCE 
completed a 1-page questionnaire that asked 12 questions related 
to the quality, utility, value, and timeliness of work done by 
Project AIR FORCE. Each question provided for a check-mark 
rating of "Exceeds," "Meets," or "Fully Short of Expectations." 
The Air Force Director of Plans summarized the FY 1990 review 
results in a October 22, 1990, letter to the Vice President, 

11Project AIR FORCE. The Director of Plans stated ••• RAND met or 
exceeded expectations on 98 percent of the assessments .... " 
Users of approved Arroyo Center projects were asked to complete a 
three-page evaluation guideline to assess the work done by the 
Arroyo Center before award of the January 19, 1991, contract. 
The users were asked to provide multiple-choice responses to 
30 statements related to the usefulness, credibility, and 
presentation of Arroyo Center work. The possible responses were, 
"Unable to evaluate," "Strongly Disagree ... ," "Disagree ... ," 
"Agree ... ," and "Strongly Agree with statement." The Army was 
not able to provide the final user results of the survey. 
However, in a May 16, 1990, memorandum to the Assistant Secretary 
of the Army (Research, Development, and Acquisition), the Army 
Director of Management stated that " ... responses [to the 
survey] .•• were favorable." The survey of current and past 
senior-level users of NORI covered multiple projects over several 
years. The reviews of the use of Project AIR FORCE, the Arroyo 
Center, and NORI were not adequate assessments of the efficiency 
and effectiveness of the FFRDCs because user ratings were based 
on subjective criteria. 

The review documents also did not discuss what controls had been 
established by RAND to ensure a cost-effective operation. The 
review documents, acquisition plans, and justifications also did 
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not establish, for any of the three FFRDCs, that the FAR criteria 
for establishing FFRDCs continued to be satisfied and that the 
sponsoring agreements complied with the FAR. 

Several DoD activities provided comments that were not addressed 
in the review documents and justifications, but appear to be 
relevant. For example, a memorandum prepared by an official in 
the Office of the Under Secretary of Defense for Policy, one of 
the primary users of NDRI, raises questions about the basis for 
establishing the NDRI and its efficiency and effectiveness and 
cost controls. The memorandum stated that: 

•.. the initiative for establishing the NORI [in 1984] 
came from RAND, not the Government, and the logic for 
doing so was not administrative •••• RAND's main 
argument for the facility was that stabilized FFRDC 
funding is essential if one intends RAND to maintain 
staff expertise and data bases in certain specialized 
fields for which the DoD's requirements are occasional 
or intermittent. Additionally, RAND argued that the 
NORI would facilitate a more coherent research agenda, 
conscious of its various aspects and lending itself to 
integration of or cross-fertilization between 
similarly focused projects for different sponsors. 
OSD accepted those arguments, but ••. neither (argument) 
is compelling based on actual experience. 

At the same time, Rand research under the NORI 
arrangement is more costly than was the case prior to 
establishment of the FFRDC, whether measured in cost 
rates or expressed as the percentage of each contract 
dollar actually made available to approved projects. 
Additional cost factors derive from set-aside of funds 
for "project development," management layering (i.e., 
the creation of an NORI oversight and administrative 
bureaucracy that plays no role in substantive 
research), and correspondingly higher overhead costs . 

••• the NORI FFRDC and its dedicated funding 
arrangement have produced a costly and essentially 
anti-competitive procurement convenience, which has 
largely failed to arrest or repair the decline in the 
quality of Rand's research in certain high visibility 
fields of interest .•• and has produced little of value 
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in the area of research integration through so-called 
"cross-functional studies." The fact that performance 
has not deteriorated in some other fields is 
insufficient reason to fund the NORI. 

The comments received from several users of the Arroyo Center 
indicated that the Arroyo Center performed studies and analyses 
that the Army in-house organizations were unable to perform 
because of staffing limitations. The person preparing the 
sole-source justification for the Arroyo Center did not document 
why, if additional staffing was authorized, the work performed by 
the Arroyo Center could not be performed by in-house 
organizations such as the Army Concepts Analysis Agency or the 
Army Training and Doctrine Command's Analysis Center. The 
justification also did not document why the work could not be 
contracted to private-sector firms or other FFRDCs. We concluded 
that the justifications for the three FFRDCs at the RAND 
Corporation were not adequate for the award of the three 5-year 
sole-source contracts with a total estimated cost of 
$383.6 million. 

Management Comments and Audit Response 

Management comments. The Deputy DDR&E recommended deletion 
of the statement "The reviews of the use of ... NORI were not 
adequate assessments of the efficiency and effectiveness of the 
FFRDC because user ratings were based on subjective criteria." 
The Deputy DDR&E stated that many studies performed by the FFRDCs 
are inherently subjective and designing quantitative criteria 
would often simply quantify subjective arguments without adding 
to their validity. 

Audit response. We did not delete the statement. The DoD 
Management Plan for FFRDCs requires the primary sponsor for 
each FFRDC to review and report on the costs and value to 
DoD of goods and services provided by the FFRDCs. 
Sponsoring agencies should have sufficient in-house 
expertise to objectively evaluate the work performed by the 
FFRDCs, and performance measures to assess inputs, outputs, 
efficiency, and effectiveness for the FFRDCs. The 
performance measures must be verifiable and results oriented 
and should include qualitative as well as quantitative 
measures. Subjective assessments can present distorted 
pictures. Also, the answer keys used on the assessments 
were different. If DoD is going to use subjective 
questionnaires as a portion of the reviews of FFRDCs, the 
DoD should at least standardize the answer keys used. 
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Background. The Institute for Defense Analysis (IDA) was 
incorporated as a non-profit organization in April 1956. IDA' s 
establishment resulted from a 1955 request by the Secretary of 
Defense and the Joint Chiefs of Staff for an organized university 
effort as a public service to support and strengthen the Weapons 
Systems Evaluation Group. The Weapons Systems Evaluation Group 
was established in 1949 as a staff division to the Joint Chiefs 
of Staff to provide information on the operational significance 
of new weaponry. The second Hoover Commission reviewing the 
operations of the Organization of the Joint Chiefs of Staff 
approved the concept of the Weapons Systems Evaluation Group but 
noted that the staff was too small and that efforts to expand the 
staff had been unsuccessful because of restrictions on civil 
service pay and on the size of the Joint Chiefs of Staff. The 
Hoover Commission recommended that a more adequate staff be 
developed through a private organization. The IDA Board of 
Trustees was originally made up of administrators from 
five educational institutions: California Institute of 
Technology, Case Institute of Technology, Massachusetts Institute 
of Technology (MIT), Stanford University, and Tulane University 
of Louisiana. It was anticipated that the university association 
as established would lead to close relations between IDA and the 
university faculties. 

Since IDA's inception in 1956, contracts awarded to IDA have 
never been competed. IDA currently provides studies and 
analyses, systems engineering, and laboratory and test support to 
more than 25 DoD organizations, including the Office of the 
Secretary of Defense, the Joint Chiefs of Staff, the European 
Command, the Transportation Command, the Special Operations 
Command, the Advanced Research Projects Agency, the Defense 
Information Systems Agency, the Defense Nuclear Agency, the 
Ballistic Missile Defense Organization, and the National Security 
Agency. IDA also provides support to such non-Defense activities 
as the Federal Bureau of Investigation, the Arms Control and 
Disarmament Agency, and the Congressional Budget Office. 

Basis for 1988 sole-source contract. The Director, 
DoD FFRDC Programs, DDR&E, prepared a review document dated 
December 26, 1989. The sole-source justification to support the 
renewal of the FFRDC contract with IDA was dated June 9, 1988. 
DSS-W awarded the contract on December 22, 1988, with an 
effective date of October 1, 1988. 

A July 25, 1988, DDR&E memorandum requested officials in 
24 offices within the oso, the Organization of the Joint Chiefs 
of staff, and the Defense Agencies to provide comments to support 
renewal of the contract. Each of the offices had tasked IDA to 

67 




APPENDIX I - DETAILS ON CONTRACT WITH INSTITUTE FOR DEFENSE 
ANALYSES (cont'd) 

perform studies or provide support during the previous 5 years. 
Twenty off ices provided responses, which were the basis for the 
review document. 

The review document stated that all responders to the survey 
except one indicated a continuing requirement for the services 
provided by IDA. The office that no longer required IDA services 
based its decision on IDA' s poor performance on a particular 
study. The review document cited IDA's capability to maintain a 
qualified staff in certain areas who were "attuned" to OSD needs 
as the primary reason for renewing the contract. Two other 
attributes cited were IDA's objectivity and independence (IDA 
performed no work for private-sector firms or the Military 
Departments). The review document also included complimentary 
comments on the quality and expertise of the IDA staff, the close 
relationship of IDA with its sponsors, and IDA's trustworthiness 
with sensitive information. 

The review document stated that comments on the adequacy of IDA's 
management were mixed and that IDA' s management was the only 
significant performance criticism on certain projects. 
one sponsor said that IDA incurred costs that were not authorized 
on the project. Another mentioned that IDA incurred costs of 
$900,000 on a particular project without any useful results. The 
office that terminated any further use of IDA stated that IDA had 
several opportunities during the 5 years to improve its 
performance, but its performance had not improved. For the most 
significant project, "IDA subcontracted the work and lost total 
control of the project." The majority of the respondents, 
however, provided positive comments. 

The sole-source justification described the services to be 
provided by IDA as follows: 

... task order projects directed to individual issues 
of urgent, near-term and long-term interests in the 
planning and management of defense and national 
security-related programs in the following areas: 
application of science and technology in national 
security matters; exploration of issues in defense 
systems research and development; computer and 
software engineering; evaluation of military systems 
in development or proposed, and of military forces 
using those systems; analysis of manpower, readiness 
and support issues; research into the costs of 
military systems, personnel and activities; research 
in strategy, military planning, international 
security, and related defense policy and management; 
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assessment of worldwide, regional and local balances 
of power and stability and the factors affecting them 
including their technical, economic, and military 
aspects; operational evaluation and analyses of 
systems, forces, and military organizations in tests, 
wargames, field operations, and actual combat. · 

The justification stated that such work could only be performed 
by IDA because of: 

... its unquestioned objectivity, free from conflicts 
of interests caused by the Services, commercial or 
other involvement; its confidentiality to protect very 
sensitive military and intelligence information as 
well as proprietary information from commercial 
contractors; its stable, interdisciplinary staff 
structures to meet the requirements of its sponsors; 
its familiarity with the needs of its sponsors; its 
establishment of a continuing research agenda for its 
sponsors; and its continuing high quality research 
products and advice provided to its sponsors. 

The justification further stated that no market survey was 
performed because of the unique status and capability of the 
FFRDC at IDA. The authority cited for the sole-source contract 
was FAR 6. 302-3. The justification did not mention that the 
award was publicized in the Commerce Business Daily and that a 
number of organizations had expressed interest in competing for 
the contract. 

synopsis of contract in commerce Business Daily. on 
August 17, 1988, DSS-W published a notice of the proposed 
sole-source award to IDA in the Commerce Business Daily. The 
synopsis stated: 

STUDIES AND ANALYSES in support of the Office of the 
Secretary of Defense Federally Funded Research and 
Development Center Program Office .... The supplies or 
services required to meet the agency's needs are: task 
order projects directed to individual issues of 
urgent, near-term and long-term interests in the 
planning and management of defense and national 
security-related programs in the following areas: 
Application of science and technology in national 
security matters; exploration of issues in defense 
systems research and development; computer and 
software engineering; evaluation of military systems 
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in development or proposed, and of military forces 
using those systems; analysis of manpower, readiness 
and support issues; research into the cost of military 
systems, personnel and activities; research in 
strategy, military planning, international security, 
and related defense policy and management; assessment 
of world-wide, regional, and local balances of power 
and stability and the factors affecting them including 
their technical, economic and military aspects; 
operational evaluation and analyses of systems, 
forces, and military organizations in tests, wargames, 
field operations, and actual combat. This synopsis is 
for informational purposes only. A sol [solicitation] 
is not available. 

In response to this announcement, the following nine commercial 
organizations expressed written interest in competing for the 
contract: BMY Division of Harsco Corporation; Price Waterhouse; 
Acquisition Dynamics, Incorporated; SRS Technologies; University 
of Maryland; Global Associates, Limited; Epoch Engineering, 
Incorporated; COMARCO International Business Services; and 
KDT Industries. In letters dated September 9, 1988, or 
October 6, 1988, the DSS-W contracting officer informed each of 
the first eight organizations listed above that: 

The announcement's reference to studies and analyses 
for the Office of the Secretary of Defense may have 
been misleading. The announcement really had to do 
with the renewal of a Federally Funded Research and 
Development Center •••• If you think your company is 
qualified to perform as a Federally Funded Research 
and Development Center, you must submit a capability 
statement setting forth information that would qualify 
you for such effort. 

In responding to the synopsis, KOT Industries, submitted a 
four-page letter dated August 23, 1988, that described its 
capabilities, specific research efforts, affiliations, and staff 
capabilities. 

In a September 22, 1988, letter to KDT Industries, the Deputy 
Director for Acquisition, DSS-W, stated: 

The Director •.• OSD ••• FFRDC Programs Office acts as my 
representative for two DoD contracts with 
FFRDC's .... In this capacity he does not establish the 
research requirements to be performed under these 
contracts. The requirements for research to be 
performed by the FFRDC's are determined by individual 
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offices within OSD •••• Since FFRDC's do not normally 
perform work outside of· the FFRDC contract, their 
research staff must be developed and maintained based 
on the specific needs of the sponsoring 
offices •••• Because of the Government's "investment" in 
establishing the capability within these FFRDC' s and 
the continuing requirement for their services, it 
would not be cost-effective to employ other sources to 
meet these requirements. 

Evaluation of the review and justification. The review 
document and sole-source justification were inadequate. The 
survey in support of the comprehensive review was not started 
until July 25, 1988. Thus, the review document was not started 
until after the sole-source justification that was dated 
June 9, 1988. The review was approved by the Deputy DDR&E 
(Research and Advanced Technology) on December 26, 1989, more 
than a year after the contract award. The requirements for the 
FFRDC were not clearly defined, and the review document did not 
adequately differentiate between work that could be performed as 
effectively by additional in-house staff or by contracts for 
advisory and assistance services. The assessment of efficiency 
and effectiveness in meeting sponsor needs covered a 5-year 
timeframe and was not based on any objective criteria or 
measurement standards. The review document did not discuss 
management control procedures implemented by IDA management to 
control costs, although comments were received regarding 
unauthorized and excessive costs. Also, the review document did 
not establish that the FAR criteria for establishing an FFRDC 
continued to be satisfied or that an acceptable sponsoring 
agreement was maintained. 

In summary, we concluded that the review document and 
justification did not support the award of a 5-year sole-source 
contract with an estimated value of $250 million. 

Management Comments and Audit Response 

Management comments. The Deputy DDR&E recommended the 
discussion of the Commerce Business Daily synopsis and responses 
to the synopsis be deleted. He stated that DSS-W responded 
properly to the contractors that expressed written interest in 
competing for the contract and none of the organizations 
submitted a formal protest. 

Audit response. We did not delete the discussion regarding 
the Commerce Business Daily synopsis because the responses 
indicate competitive private-sector firms were willing to 
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perform studies and analyses in the areas identified in the 
synopsis. The synopsis did not identify the essential core 
capabilities that would make.the FFRDC a unique resource for 
satisfying special research and development needs. The 
DSS-W responses dated September 9, 1988, and October 6, 
1988, did not justify the noncompetitive renewal of the 
FFRDC contract although the sole-source justification was 
approved in June 1988. Also, the DSS-W response to 
KOT Industries contained a statement that using other 
sources was not cost-effective and the basis for this 
statement was not supported by documentation. 
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Background. In April 1942, the Navy organized the 
Antisubmarine Warfare Operations Research Group to analyze and 
improve U. s. defenses against German submarine warfare. The 
Antisubmarine Warfare Operations Research Group, along with the 
Navy's Operations Research and Operations Evaluation Groups, were 
predecessors to the Center for Naval·Analyses. Between 1944 and 
1962, the mission of those organizations changed from 
antisubmarine warfare research to new equipment, tactical 
doctrine, and strategic warfare analysis and evaluation for the 
Navy fleets. MIT, which managed an Operations Evaluation Group, 
and IDA, which operated an Institute for Naval Analyses, provided 
contract support to the two groups. 

In 1962, the Navy combined the Operations Evaluation Group and 
the Institute for Naval Analyses and created the Center for Naval 
Analyses (CNA). CNA was designated a non-profit FFRDC to be 
managed by the Franklin Institute of Pennsylvania. Arrangements 
with MIT and IDA were terminated. Between 1962 and 1983, CNA's 
mission was to conduct studies and analyses that would assist the 
Navy in Naval application and development decisionmaking. 

In 1983, because of differences over the proper management of 
CNA, the Navy decided to open the CNA contract to competition. 
Several universities and non-profit research organizations 
responded to the solicitation. In August 1983, the Navy selected 
the Hudson Institute of New York to manage CNA, effective 
October 1, 1983. Under this contract, CNA's mission continued to 
be assisting the Navy with studies and analyses. 

In May 1990, the Hudson Institute notified the Navy of its 
intention to terminate the contract. The Navy decided to award a 
noncompetitive contract to CNA, Incorporated, a new nonprofit 
"shell" corporation formed specifically to operate CNA. Contract 
N00014-91-C-0002 with CNA, Incorporated, was effective October 1, 
1990, for 5 years at a total estimated cost of $240 million. 

Basis for sole-source contract. The Deputy Chief of Naval 
Operations (Navy Program Planning) prepared a 10-page review 
document dated November 30, 1990, and a sole-source justification 
dated July 17, 1990, for the September 28, 1990, award of the 
sole-source contract to CNA. The review document was the same 
format used by the DDR&E for the IDA review document, and 
included much of the same wording. The first four pages 
discussed the background of CNA, its organization, and 
sponsorship. The remaining six pages discussed the results of 
the sponsor's review. 
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In a May 29, 1990, memorandum the Deputy Chief of Naval 
Operations {Navy Program Planning) asked 39 CNA users from the 
past several years to assess CNA based on the five criteria in 
FAR 35.017-4. A 2-page, 12-item questionnaire sent to each user 
assisted in the assessment. The users were asked for check-mark 
rating of "Strongly agree," "Agree," "Disagree," "Strongly 
disagree," and "No opinion." Questions related to the depth and 
breadth of technical expertise and the operational expertise of 
the CNA staff and asked for comparisons to alternate analytic 
sources. The questionnaire asked whether CNA work benefited 
significantly from analyst continuity, provided timely 
assistance, demonstrated efficient and effective procedures and a 
cost-effective operation in meeting needs, and whether CNA 
adhered to policy guidance in OFPP Letter 84-1. Also, users were 
asked for the percent of work performed by CNA that could be done 
by other organizations. Finally, users were asked, "If resources 
were available, how would you change how your organization's 
analytic requirements are met?" The check-mark responses to this 
question were "Increase ... " "Decrease ... " or "Make no change ... " 
in the number of CNA analysts. 

The review document was based on 33 responses to the survey and 
included the following statements: 

continuing Requirement For the Services Provided by CNA 

All responders indicated a continuing 
requirement .... They would either make no change or 
increase the number of CNA analysts in order to 
satisfy their analytic requirements ..•• All responders 
agreed that CNA possesses the depth and breadth of 
technical expertise to meet their analytic 
needs ..•. The special relationship which has developed 
between sponsors and the CNA staff, particularly the 
field representatives, has allowed CNA to be more 
responsive to the sponsors' individual needs and has 
provided the mechanism for timely products with much 
less risk than one would expect from a private 
contractor. 

Alternative sources 

Most responders (90%) indicated that CNA work is more 
useful in framing problems, in answering key 
questions, and in explaining results and interpreting 
output and that CNA work is broader in scope and more 
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in depth. Most responders ( 84%) indicated that CNA 
work is more analytically rigorous, more operationally 
realistic, more objective, and more credible; that CNA 
work is more timely; and that CNA work is higher in 
overall quality ..•• Most responders (89%) indicated 
that the majority of work now being done by CNA could 
not be accomplished by contractor analysts. 

Efficiency and Effectiveness of CNA 

... almost all (94%) of the sponsors agreed ... CNA 
demonstrates efficient and effective procedures in 
meeting the organization's analytic needs ..•. CNA 
provides timely assistance in meeting the 
organizations analytic needs. 

Adequacy of CNA Management 

Most of the sponsors of CNA work stated that CNA 
management was supportive to the sponsor's particular 
requirements .... CNA was well-managed, cooperative, and 
responsive. Responses from a majority of sponsors 
(75%) indicated that CNA management demonstrates a 
cost effective operation. The remainder had no 
opinion. These responses are not surprising: for 
commands outside Washington, the primary means of 
visibility to CNA management is through the field 
program. 

compliance With criteria For Establishing the FFRDC 

Responses from sponsors were limited .•• since most 
sponsors would not be aware of the directive [OFPP 
Letter 84-1], except for this review of CNA•••• a 
majority (81%) agreed that, to the best of their 
knowledge, CNA adheres to OFPP guidance .••• A majority 
(72%) agreed that CNA ••. [identifies) work which is 
inappropriate for a FFRDC to perform. 

The sole-source justification described the services to be 
procured from CNA as follows: 

The CNA provides the Navy and the Marine Corps with an 
independent source of analysis and evaluation based on 
its unique access to sensitive data and the hands-on 
exposure to fleet operations through its world-wide 
field program. The CNA conducts a wide range of 
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research that provides two fundamental services to the 
Navy and Marine Corps: (1) on-site analyses for the 
fleet commanders to improve tactics and readiness of 
existing forces and (2) analyses for Navy and Marine 
Corps headquarters decision makers with responsibility 
in areas such as weapon systems, tactics, concepts of 
operations and doctrines, future naval policy, new 
strategic and operational concepts, major force 
levels, warfare capability assessment and Navy program 
planning. This type of work can only be performed by 
the CNA because of: its unquestioned objectivity, free 
from conflicts of interest caused by the Navy, 
commercial or other involvement; its confidentiality 
to protect very sensitive military and intelligence 
information as well as proprietary information from 
commercial contractors; its stable, interdisciplinary 
staff structure to meet requirements of the Navy and 
Marine Corps; its familiarity with the needs of the 
Navy and Marine Corps; its establishment of a 
continuing research agenda for the Navy and Marine 
Corps; and its continuing high quality research 
products and advice provided to the Navy and Marine 
Corps. 

The sole-source justification included the following statement 
regarding the reasonableness of the operating costs of CNA: 

Although the Center for Naval Analyses will 
incorporate as a separate self managing entity, the 
Contracting Officer does not envision any radical 
change in the CNA's accounting system. The new entity 
will maintain the same management and staff without 
the outside layer of Hudson Institute' s management. 
The offerer has submitted a cost proposal which 
provides for direct labor years which are within the 
Congressionally approved ceiling. 

The sole-source justification stated that a market survey was not 
performed and that no other sources had expressed, in writing, an 
interest in the acquisition. The sole-source justification was 
approved by the Assistant Secretary of the Navy (Research, 
Development, and Acquisition) and the contract was awarded by the 
Off ice of Naval Research. 

Evaluation of the review and justification. The review 
document was not prepared and approved until November 30, 1990, 
after the sole-source justification approval and contract award 
on September 28, 1990. The review document did not adequately 
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define future requirements and did not address the 
cost-effectiveness of CNA services or why the services could not 
be provided by a combination of additional Navy personnel and 
private contractors. 

The review document did not provide an adequate rationale for 
transferring the operation of CNA from the Hudson Institute to 
CNA, Incorporated, a new non-profit corporation. Neither 
document contains an explanation of why the Navy did not 
competitively solicit proposals for a new operator. CNA's 
operational efficiency and effectiveness was assessed on the 
basis of subjective ratings of whether CNA met the analytic needs 
of the customer and was timely, and did not discuss the 
reliability of its data collection and analysis, reporting, 
computer operations, and organizational structure. The 
assessment of efficiency and effectiveness covered work 
accomplished by CNA when it was operated by the Hudson Institute. 
Responses did not specify the extent of work considered in making 
the assessment. The review document also did not document the 
management controls implemented by CNA to assure a cost-effective 
operation and did not define the mission of CNA clearly enough to 
differentiate CNA work from work appropriate for in-house or 
non-FFRDC contractors. The review document also did not 
adequately address compliance with the FAR criteria for 
establishing an FFRDC or for maintaining a sponsoring agreement. 

We also determined that the statistics in the review document 
regarding user consensus about CNA management demonstrating a 
cost-effective operation were misleading. Navy and Marine Corps 
activities responding to the survey were not in a position to 
comment on the cost-effectiveness of CNA's operations because the 
Navy centrally funded CNA studies, and individual users were not 
provided an accounting of costs for their projects. We concluded 
that the justification did not adequately support the award of a 
5-year sole-source contract with an estimated cost of 
$240 million. 

cost-effectiveness of CNA field analysts. CNA was the only 
FFRDC that had field analysts assigned full-time to Navy Commands 
around the world. The review and justification did not 
distinguish how the CNA field analysts services differed from 
personal services since the CNA field analysts were supervised by 
Navy personnel. CNA used their field program as a training 
ground for junior analysts. The field analysts performed duties 
that included observing fleet exercises, reconstructing fleet 
operations exercises and generating after action reports, 
evaluating fleet information acquisition systems and preparing 
quick analyses, developing training requirements, teaching, and 
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attending training. We concluded that these duties could be 
performed by civilian personnel and junior Naval officers. 
During FY 1991, the CNA field program included 41 analysts 
assigned to 34 Navy and Marine Corps field commands and cost 
about $8.3 million. If GS/GM-15/5 analysts had been employed by 
the Navy and Marines instead of the CNA analysts, we estimate 
that $3.1 million of costs would have been eliminated during FY 
1991. Over the 2 remaining years of the CNA contract (FYs 1994 
and 1995), about $6.2 million of costs (2 years at $3.1 million 
per year) can be eliminated by using in-house civilian personnel 
instead of CNA field analysts. 

The following table shows the basis for our estimate. 

Cost Comparison of CNA Field Analysts 

Versus In-house Civilian Personnel 


FY 1991 


CNA 
Actual 
Costsl/ 

In-house 
Estimated 

Costs 
(thousands) 

Annual 
Costs 

Eliminated 

Salaries $2,266 $2' 8641/ ($598) 
Allowances 504.J/ 504 0 
Overtime/At-sea Pay 265.J/ 265 0 
Benefits 1,170 949!/ 321 
Other overhead, General & 

Administrative Costs 3' 391.2/ 0 3,391 
Other Direct Charges 698 698§./ 0 

Total §8,294 $5,180 §3,114 

l/Based on data provided by CNA. 
1/salary of 41 GS/GM-15/5s at $69,863 per year (1991) was used 
for comparison. A manpower review may determine that the 
equivalent grade level of the work done by the field analysts 
is lower than GS/GM-15/5. 
J/rncludes incentive, site, and transportation allowances at 
certain locations ($504,000) and extended duty/sea-pay 
($265,000); CNA actual and in-house estimated costs assumed 
equal. 
!rFringe benefits estimated at 29.65 percent based on Office of 
Management and Budget Circular A-76 . 
.2/rncludes facility, utility, equipment, etc., costs of CNA 
headquarters. Field representatives are supported by local 
commands and no additional in-house costs are assumed in 
supporting civilian employees. 
§./Includes $509,000 relocation and $156,000 travel; CNA actual 
and in-house estimated costs assumed equal. 
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Management Comments and Audit Response 

Management comments. The Navy nonconcurred with the 
statement, "The review document also did not provide an adequate 
rationale for transferring the operation of CNA from the Hudson 
Institute to CNA, Incorporated .••• [or] contain a formal 
explanation of why the Navy did not competitively solicit 
proposals for a new operator." The Navy stated that 
FAR 35.017-2(h) provides for autonomous organizational structures 
such as the structure at CNA. The Navy added that once the Navy 
determined that CNA could effectively manage itself, imposing 
another parent organization to manage CNA was not necessary and 
would only impose an unnecessary layer of management and cost. 

Audit resnonse. The comprehensive review for CNA did not 
adequately explain why the Navy helped establish a 
corporation for the sole purpose of operating a Navy FFRDC. 
The Senate Subcommittee on Oversight of Government 
Management report, "Inadequate Federal Oversight of 
Federally Funded Research and Development Centers," July 8, 
1992, also considered the Navy's rationale to be 
insufficient because the rationale raises questions about 
FFRDC independence and accountability. The subcommittee 
recommended that OFPP study the costs and benefits of 
permitting "shell corporations" such as CNA to operate 
FFRDCs. OFPP agreed to perform a study. 

Management comments. The Navy stated that there is 
"ABSOLUTELY NO REQUIREMENT" that the basic purpose and mission of 
the FFRDC must be contained in the comprehensive review 
documents. 

Audit response. We disagree. FAR 35.017-2(f), 
"Establishing or Changing an FFRDC," requires the sponsor to 
ensure that the basic purpose and mission of an FFRDC is 
stated clearly enough to enable differentiation between work 
that should be performed by the FFRDC and work that should 
be performed by non-FFRDCs. In addition, FAR 35.017-4(c) (5) 
requires that comprehensive review documents include a 
determination that the criteria for establishing the FFRDC 
continue to be satisfied. To fully satisfy these 
requirements, the comprehensive review document must 
identify the principal purpose and mission of the FFRDC. 

Manaaement comments. The Navy partially concurred that Navy 
and Marine Corps activities did not have individual project cost 
data when the comprehensive review survey was conducted. The 
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Navy stated that the CNA Policy Council is periodically briefed 
regarding funds for the CNA research program. The CNA Policy 
Council is satisfied that CNA provides valuable services at 
reasonable costs. The Navy added that users will have individual 
project cost data during future comprehensive reviews. 

Audit response. The Navy's plans to provide users project 
cost reports during future comprehensive reviews is an 
improvement. Prior to the audit, the prevailing attitude of 
the CNA Policy Council regarding the cost reasonableness of 
CNA services was based on intuition rather than performance 
measures that documented the cost relationships between 
outputs produced and resources used to produce them. 
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Background. The Logistics Management Institute (LMI) was 
incorporated in Delaware as a non-profit organization in October 
1961. The certificate of incorporation stated the objectives and 
purposes of LMI were: 

... to foster and enco.urage the advancement of 
knowledge concerning logistics in all of its aspects 
and to perform, engage in, and procure r·esearch, 
development, engineering and advisory services 
exclusively to or for the U.S. Government or any 
department or agency thereof or any other government 
or governmental unit or any nonprofit corporation or 
other organization organized and operated exclusively 
for scientific, educational, or charitable purposes. 

Shortly after its incorporation, the Secretary of Defense awarded 
LMI its first 5-year contract for studies directed at improving 
the business management of DoD. 

LMI was designated an FFRDC in 1984 when its contract for studies 
and analyses was renewed because all of the requirements of OFPP 
Letter 84-1 were satisfied. From its inception, LMI has 
performed studies of interest to OSD and other DoD Components. 
LMI has also performed studies requested by the Agency for 
International Development, the Department of Health and Human 
Services, the Department of State, the National Aeronautics and 
Space Administration, the National Institute of Health, the 
National Park Service, the Public Heal~h Service, and the Coast 
Guard. · 

Basis for 1990 sole-source contract. The Office of the 
Assistant Secretary of Defense (Production and Logistics) 
prepared a review document dated July 19, 1989, and sole-source 
justification dated November 16, 1989, for the November 20, 1989, 
contract awarded by DSS-W. The effective date of the contract 
was October 1, 1989. The two-page review document stated: 

•.. the review ... included the separate Military 
Services, the Joint Staff, other Federal Agencies and 
the Staff of the OASD (P&L). Without exception the 
responses are overwhelmingly supportive of the 
continued need for and use of LMI as a primary 
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research center for the Department of Defense. The 
evaluation format covered the following areas of 
performance: 

o LMI Participation & Assignments 
o Program Objectives 
o Working Relationships 
o Project Productivity 
o Quality of Products 
o Project Staffing 
o Summary Appraisal 

Ninety-nine percent of the responses rated LMI as 
ALWAYS performing at the highest level in the 
categories listed above. It is requested that a new 
five-year contract be prepared and negotiated with the 
Logistics Management Institute through Fiscal Year 
1994. 

The two-page sole-source renegotiation justification stated the 
services to be procured were: 

•.. task order directed research and analyses in the 
areas of logistics and weapon systems acquisition to: 
( 1) reduce costs and increase the effectiveness of 
military procurement, materiel management, logistics 
and manpower support activities; (2) formulate and 
recommend changes in DoD policy relating to 
acquisition and support of weapons systems and other 
defense resources requirements; (3) develop 
mathematical models and other management tools for the 
evaluation of logistics and manpower plans and 
materiel requirements; and ( 4) appraise the materiel 
readiness of the Armed Forces. 

The justification cited FAR 6. 302-3 as the authority for the 
sole-source procurement. No market survey was performed. 

synopsis of contract in Commerce Business Daily. DSS-W 
published a notice of the proposed sole-source award to LMI in 
the Commerce Business Daily on August 8, 1989. The synopsis 
stated: 

CONTINUING RESEARCH IN SUPPORT OF OSD... The Dept of 
Defense plans to award a sole-source follow-on 
contract to the Federally Funded Research and 
Development Center at the Logistics Management 
Institute, Bethesda, MD for continuation of research 
currently sponsored under Contr (Contract] No. MDA903­
85-C-0139 by various elements of the Office of the 
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Secretary of Defense, other Defense Agencies, and the 
Military Depts [Departments). The research addresses 
a broad range of policy formulation, assessment and 
implementation issues in acquisition, logistics, 
manpower, force readiness, reserve affairs, and 
related areas. See Note 22. [Note 22 stated: ) The 
proposed contract action is for supplies or services 
for which the Government intends to solicit and 
negotiate with only one source under authority of 
FAR 6.302. Interested persons may identify their 
interest and capability to respond to the requirement 
or submit proposals. This notice of intent is not a 
request for competitive proposals ....A determination 
by the Government not to compete this proposed 
contract based upon responses to this notice is solely 
within the discretion of the government. Information 
received will normally be considered solely for the 
purpose of determining whether to conduct a 
competitive procurement. 

DSS-W received no responses to this notice in the Commerce 
Business Daily. 

Evaluation of review and justification. The review document 
and the sole-source justification did not demonstrate that LMI 
conformed to the requirements for an FFRDC. The periodic review 
document was based on 10 responses to a survey questionnaire that 
contained 3 3 questions with ratings of "always or exceptional," 
"usually or acceptable," and "rarely or unsatisfactory." The 
questions did not provide for an adequate assessment of any of 
the five criteria in FAR 35.017-4 for the comprehensive review. 
None of the questions addressed whether and at what levels the 
activities continued to have special studies requirements to be 
performed by LMI or the feasibility of alternative contractor or 
Government sources to perform these requirements. The survey 
questions addressed LMI 's performance in conducting studies but 
were based on subjective criteria. The responses did not 
identify the periods of time or the projects that were the basis 
for the ratings. Accordingly, we believe that the surveys were 
not an adequate assessment of LMI's efficiency and effectiveness. 
The survey questions did not address the existence or adequacy of 
LMI management controls to ensure a cost-effective operation, the 
overall compliance of LMI with the criteria for its establishment 
as an FFRDC, or the adequacy of the sponsoring agreement. The 
review document did not clearly differentiate between work 
appropriate for LMI and work that could be performed in-house or 
through advisory and assistance contracts. 
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The sole-source justification was based on an inadequate review 
by the primary sponsor and provided no details on the level of 
effort required. The justification was inadequate for the award 
of a 5-year sole-source contract estimated to cost $80 million. 
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Background. The Aerospace Corporation (Aerospace) was 
incorporated in the State of California as a nonprofit 
organization in June 1960. Aerospace was established 
specifically to provide systems engineering and integration 
support for the development of the ballistic missile and space 
programs. Before Aerospace's establishment, the Air Force had 
contracted with Space Technology Laboratories, a wholly owned 
subsidiary of Thompson Ramo Wooldridge, Incorporated, for systems 
engineering and technical support on its ·intercontinental 
ballistic missile and space programs since the early 1950s. This 
arrangement led to conflicts of interest, and a 1959 report by 
the House Subcommittee on Military Operations, Committee on 
Government Operations, noted that: 

•.• the Air Force must retain or acquire •.. the vital 
technical and managerial resources [Space Technology 
Laboratories provides) .•.. complete objectivity on the 
part of the contracting organization is, as it should 
be, the first and foremost concern of the Air Force. 
The value of such an organization rests on its 
disinterested position; the advice it gives should be 
based exclusively on the best interests of the 
Government. 

The report called for recasting the existing arrangement: 

... into a nonprofit institution akin to the RAND Corp. 
and other private and university-sponsored 
organizations which serve the military departments and 
other agencies of the Federal Government on a stable 
and continuing basis. Government relationships with 
nonprofit organizations also pose problems, but they 
are less important than the benefits received and 
certainly less crucial than those posed by [the then­
existing arrangement). 

Aerospace was originally staffed with people who transferred from 
Space Technology Laboratories. The original Aerospace contract 
and all successor contracts were sole-source awards. In addition 
to the Air Force taskings, Aerospace has worked on taskings from 
the Strategic Defense Initiative Organization (now Ballistic 
Missile Defense Organization), the Army, the Navy, the National 
Aeronautics and Space Administration, the Department of Commerce, 
the Department of Energy, and the Environmental Protection 
Agency. 

Basis for 1988 contract. The Space Systems Division (now 
Space and Missile Systems Center), Air Force Systems Command (now 
Air Force Materiel Command) prepared an acquisition plan dated 
March 10, 1988, and a sole-source justification dated April 12, 
1988, to justify the September 22, 1988, renewal of the contract 
with Aerospace. The Space Systems Division did not prepare a 
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comprehensive review that addressed the periodic review criteria 
of OFPP Letter 84-1 or FAR 35. 017-4. The Acquisition Strategy 
Plan (the Plan) was a 12-page document that discussed the 
services to be provided, the applicable conditions, the cost, the 
capability, the delivery requirements, the trade-offs, the risks, 
and the acquisition plan. The Plan identified the following 
categories of effort to be provided by Aerospace: plans and 
systems architecture; general systems engineering and 
integration; technical review; selected research, development, 
test, and evaluation; acquisition support; engineering methods; 
mission-oriented investigation and experimentation; and foreign 
technology support. The categories were not described in detail, 
such as specific programs skills to be provided or levels of 
effort. 

The Plan provided a funding profile for the 5 years covered by 
the follow-on contract. In regard to capability, the Plan stated 
that Aerospace could obtain technology from Government 
laboratories and universities as an FFRDC, and discussed 
Aerospace's background in Air Force space programs and the 
security clearance for its facility. The Plan stated that 
Aerospace's risk of not meeting the planned schedule was 
considered low because Aerospace had no major subcontractors, was 
not a manufacturer, and produced data reports as its only 
deliverable item. 

The sole-source justification was a nine-page "class 
justification and approval" document and was signed by 
seven officials at the Space Systems Division: the contracting 
officer, a legal counsel, the program manager, a small and 
disadvantaged business utilization specialist, the competition 
advocate, the Director of Competition Management, and the 
Executive for Small Business. The justification was also 
approved by the Assistant Secretary of the Air Force 
(Acquisition). The justification discussed the authority for 
recommending a noncompetitive contract, the qualifications of 
Aerospace, a general description of the services to be procured, 
and the efforts to obtain competition. The justification stated 
that the Air Force had not published a sources-sought synopsis in 
the Commerce Business Daily or performed a market survey to 
ensure that no other private-sector firms could perform the 
required services. The justification stated that 
FAR 5.202(a) (10) allowed the contracting officer to waive these 
requirements when the contract action is authorized by 
FAR 6.302-3. The justification further stated: 

•.. rt is difficult to estimate how long it would take 
for another contractor to develop the necessary 
capabilities to assume the Aerospace role ••.. For 
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example, the single greatest responsibility of 
Aerospace is the independent certification of 
readiness for launch of spacecraft and their launch 
vehicles. Executing this responsibility requires 
continuing and intensive work from program initiation 
through termination of space operations. It would be 
highly unlikely that a contractor without the 
corporate memory and talent of Aerospace could step in 
and perform this function. 

The justification and approval document stated that the 
anticipated cost of the follow-on contract would be fair and 
reasonable based on an analysis of the actual cost of the current 
contract effort versus the proposed cost, and cost and price 
analysis performed by the Defense Contract Audit Agency, 
administrative contracting officer, price analyst, and other in­
house personnel. 

Evaluation of the acquisition plan and justification. The 
acquisition plan did not meet the criteria for the required 
comprehensive review. The acquisition plan and justification 
documents did not adequately define specific programs to be 
supported and the work requirements to be tasked to Aerospace. 
Neither the plan nor the justification contained convincing 
evidence that private-sector firms or additional Government 
personnel could not perform part or all of the proposed 
requirements at less cost and more effectively. 

The documents also did not discuss the operational efficiency and 
effectiveness of the FFRDC in meeting needs, including such areas 
as the FFRDC's organizational structure, computer operations, 
reliability of data production methods, and employee 
productivity. The justification and the acquisition plan did not 
discuss the controls established by the FFRDC to ensure a 
cost-effective operation. Audits of contractor proposals and 
incurred costs by the Defense Contract Audit Agency examine the 
reasonableness of costs, but do not ensure the cost effectiveness 
of work performed by FFRDCs. Further, the documents did not 
discuss whether the FAR criteria for establishing the FFRDC 
continued to be satisfied or whether the sponsoring agreement 
complied with FAR 35.017-1. The justification did not adequately 
support the sole-source award of a 5-year contract with estimated 
total costs of more than $2.2 billion. 
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Background. MITRE Corporation (MITRE) is a nonprofit 
corporation that was incorporated in Delaware in July 1958 to: 

... engage in, assist and contribute to the support of 
scientific activities and projects for, and to 
perform, engage in and procure research, development, 
engineering and advisory services to or for, the 
United States Government or any department or agency 
thereof. 

MITRE was established to provide systems engineering support to 
the Air Force on the Semiautomatic Ground Environment Air Defense 
system, the first large computer-based command and control 
system. Lincoln Laboratory, which was operated by MIT, had 
worked on design of the Semiautomatic Ground Environment Air 
Defense System from inception of the program in 1951, but MIT 
officials believed that a long-term systems engineering effort as 
envisioned by Air Force was not appropriate for a university 
laboratory. However, to assist the Air Force, officials of MIT 
proposed that Lincoln Laboratory provide interim support and 
offered to support the formation of a nonprofit corporation to 
take over the work on a permanent basis. MIT would transfer the 
work to the new company on subcontract, and encourage the 
transfer of Lincoln people engaged in the effort. After the 
initial period, the new company would become prime contractor for 
the work. The Air Force accepted the proposal, and MITRE was 
established. Most of the people involved were transferred to 
MITRE on January 1, 1959. 

Today the MITRE c3I Division provides general systems engineer­
ing, engineering support, and systems integration support to the 
Air Force, the Army, the Navy, the Marine Corps, the Joint Chiefs 
of Staff, the Unified and Specified Commands, the OSD, and the 
Defense Agencies. MITRE also provides support to other Federal 
agencies and foreign governments through its Center for civil 
Systems and its Center for Advanced Aviation System Development, 
a separate FFRDC sponsored by the Federal Aviation 
Administration. A 1968 amendment to the Articles of 
Incorporation deleted the restriction that all of MITRE's work 
had to be for a department or agency of the Federal Government. 
The amendment permits MITRE to enter into contracts with any 
individual, firm, association, corporation, or entity. 
Throughout MITRE's history, none of the contracts for support of 
DoD were ever awarded competitively. 

Basis for 1988 contract. The Electronic Systems Division 
(now Electronics Systems Center), Air Force Systems Command (now 
Air Force Materiel Command), prepared an undated review document 
and a sole-source justification document dated June 23, 1988, for 
the October 21, 1988, award of the contract for the FFRDC for an 
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additional 5 years. The review document was prepared 
specifically to satisfy the requirement of FAR 35.017-4. For the 
examination of technical needs and mission requirements, the 
review document stated that a May 1988 review by the Assistant 
Secretary of the Air Force (Acquisition) (SAF/AQ Federal Contract 
Research Center Review) includes a statement of needs and current 
and outyear efforts. Regarding the consideration of alternative 
sources to meet sponsor needs, the review document stated: 

The SAF /AQ FCRC Review, May 1988 ••• includes an 
evaluation of in-house organic capabilities and 
support contractor capabilities for meeting needs. 

This office [Directorate of Engineering and Program 
Management, Contract and Support Management) screens 
each TO&P (Technical Objectives and Plans) to assure 
work is appropriate for MITRE, that it can not be 
accomplished by in-house or support contractors, and 
that MITRE is the sole-source for the support 
proposed. 

All new work proposed for MITRE requires a Sole Source 
Certificate, signed by a General Officer or equivalent 
(SES) certifying that only MITRE can satisfy the 
Government's requirement ••. 

Program Start Reviews chaired by ESD [Electronic 
Systems Division] Commander or Vice Commander reviews 
all new programs over $5 million, and reviews the 
proposed mix of support to accomplish the program, 
including MITRE, in-house, and support contractors. 

The Justification Review Document (JRD), approved by 
SAF /AQ, includes justification for exception to the 
Competition in Contracting Act and concludes that only 
MITRE can meet our needs for the work contemplated. 

Concerning efficiency and effectiveness, the review document 
stated each MITRE project is reviewed annually. The review 
document stated that continuing reviews by a resident 
administrative contracting officer and by the Defense Contract 
Audit Agency ensured a cost-effective FFRDC operation. The 
review also stated that the contract constituted the sponsoring 
agreement and that the Secretary of the Air Force (Acquisition) 
review and approval of the sole-source justification constituted 
the required determinations that the criteria for establishing 
the FFRDC continued to be satisfied. 
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Eight Electronic Systems Division officials signed the 10-page 
sole-source justification: the contracting officer, the legal 
counsel, the program manager, the small and disadvantaged 
business utilization specialist, the Director of Contracting, the 
Executive for Small Business, the competition advocate, and the 
person who prepared the statement of work. The justification 
document stated the services to be obtained from MITRE were: 

... general systems engineering, systems research and 
planning, research and experimentation, and task 
engineering in the field of command, control, 
communications and intelligence (C3I) systems, and 
research in the field of physics and related sciences, 
and excess computer time, for the Department of 
Defense, and other Government agencies as approved. 
The support falls into the following research and 
development categories: research, exploratory 
development, advanced development, engineering 
development, and operational systems development, 
depending on the program. The majority of the work 
falls in the operational systems development category. 

The services were further described in a statement of work 
included as an attachment to the justification. The statement of 
work said: 

The preferred role for MITRE in systems acquisition 
will be that of general systems engineering and 
integration. As the general systems engineer for a 
specific ESD or other DoD agency system acquisition 
program, the MITRE Corporation is responsible for 
taking initiative in providing direct technical 
support to the Systems Program Office ....MITRE's 
responsibilities deal with overall systems and program 
definition; specification of technical performance 
requirements; integration within the system and with 
associated systems; analysis and verification of 
systems and subsystem design; design compromises and 
trade-offs; definition of interfaces; review of 
hardware and software; specification and review of 
tests and evaluation of test data; appraisal of 
contractors' technical performance; and development of 
solutions to problems and technical alternatives for 
reduced program risk. 

The justification also stated: 

•.. there is very little technical or schedule risk 
associated with their role. Risks associated with the 
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programs supported by MITRE rest with the prime 
contractors who actually build and test the hardware. 

The MITRE Corporation has provided this support since 
1958 when it was formed as a not-for-profit 
corporation to fill the needs for system engineering 
support to the Air Force and other DoD agencies in the 
field of command, control, and communications, and 
intelligence systems •••• The proposed contract is for 
continuation of this support ••• 

The justification cited FAR 6.302-3 as the authority for the 
sole-source contract and stated that a synopsis was not published 
in the Commerce Business Daily because FAR 5. 2 02 (a) (1) permits 
the contracting officer to waive the requirement. The 
justification further stated that a market survey was "Not 
Applicable" and: 

Further efforts were not pursued because only sole 
source work can be assigned to MITRE Corporation c3I 
Federal Contract Research Center. 

The justification also stated that the anticipated cost of the 
work would be fair and reasonable because: 

Resident DCAA [Defense Contract Audit Agency) auditors 
and a resident Administrative Contracting Officer 
provide, on a full-time basis, the surveillance 
required to monitor a cost-plus-fixed-fee contract. 

Evaluation of the review document and justification for the 
1988 contract. The two-page, undated periodic review document, 
which should have been the basis for the sole-source 
justification, was prepared after the sole-source justification 
document. We determined that the periodic review document was 
prepared at some indeterminable time after the sole-source 
justification document because the periodic review referred to 
the May 23, 1988, sole-source justification. The periodic review 
document did not adequately address any of the FAR criteria for 
the comprehensive review. The periodic review document 
quantified staffing and budgetary requirements for FYs 1989 
through 1990, but did not address the special skills or 
capabilities necessary to accomplish the requirements. The 
periodic review document did not provide sufficient justification 
that private-sector firms could not provide part or all of the 
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requirements or that part or all of the work could not be 
performed at less cost and more effectively with additional 
Government personnel. 

criteria for determining appropriate circumstances for assigning 
work to MITRE were included in Electronic Systems Division 
Regulation 80-1, "Utilization of MITRE Support," April 21, 1989. 
However, the regulation does not specify how to apply the 
criteria; as the criteria are written, any work could conceivably 
be found appropriate for MITRE. Some of the criteria are: 

o need for extensive background information, 

o access to Air Force planning data, 

o need for outstanding specialists in specific fields, 

o need for diversified skills, 

o continuity of effort, and 

o need for fast response. 

Although the periodic review assessed operational efficiency and 
effectiveness, the review was not based on objective criteria. 
The review asked for ratings of "ALWAYS", "USUALLY", or "RARELY" 
to 32 questions that addressed MITRE C3 I Division participation 
and assignments, program objectives, working relationships, 
project productivity, quality of products, and project staffing. 
The review also asked for ratings of "Exceptional," "Acceptable," 
or "Unsatisfactory" to three summar!' appraisal questions. The 
annual review stated the MITRE c I Division performance on 
65.4 percent of the programs evaluated was exceptional, 
33.5 percent was acceptable, and 1.1 percent was less than 
acceptable. However, the ratings were not based on any objective 
criteria. The review also did not address controls established 
by the FFRDC to ensure a cost-effective operation. The review 
did not adequately address the continued satisfaction or 
compliance with the OFPP or FAR criteria for establishing the 
FFRDC or maintaining a sponsoring agreement. overall, the 
justification did not adequately support the award of a 5-year 
sole-source contract estimated to cost more than $2.2 billion. 

1990 realignment. The Air Force was the primary sponsor of 
MITRE from its inception in 1958 until 1990. On February 21, 
1990, the Under Secretary of Defense for Acquisition (the Under 
Secretary) approved the realignment of the MITRE FFRDC into 
two divisions because of increasing amounts of non-Air-Force­
sponsored support being requested from and provided by MITRE. 
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The Assistant Secretary of Defense (C3I) became the primary 
sponsor of the MITRE FFRDC. The Air Force, under the existing 
contract, became the sponsor of the MITRE Bedford (Massachusetts) 
c3 I Division and the Army became the sponsor of the MITRE 
Washington C3 I Division in McLean, Virginia. The Under Secretary 
directed the formation of a Users Committee for the MITRE 
Washington c3 I Division to be jointly chaired by the Assistant 
Secretary of the Army (Research, Development, and Technology) and 
the Assistant Secretary of Defense (C3I). The February 21, 1990, 
direction by the Under Secretary was implemented through a May 9, 
1990, memorandum of agreement and a February 11, 1991, sponsoring 
agreement. 

Before implementing the sponsoring agreement, a staff assistant 
in the Office of the Assistant Secretary of Defense (C3I), 
prepared a February 7, 1991, memorandum, "Review of DoD' s 
Continued Need for MITRE's c3I FFRDC", to satisfy the 
FAR 35.017-4 requirement for the comprehensive review. The 
memorandum stated: 

The basic nature of MITRE's c3I FFRDC support to DoD 
users has not changed•.•. The complexity and importance 
of today's c3I systems reaffirms DoD's special needs 
and requirements that are being performed and 
satisfied by MITRE's c3 I FFRDC. 

At the first Joint User's Committee meeting held on 
July 19, 1990 ••• the continued need to DoD of having 
MITRE's c3 I FFRDC was reviewed in detail. 

MITRE's c3 I FFRDC is still considered to be a 
pioneering technical center in ••. (C3I) systems 
engineering technical and analytical support. 

The memorandum made the following statement regarding 
consideration of alternative sources. 

Tasks to be accomplished by MITRE's c3I FFRDC are 
assigned only when the role is appropriate, as 
certified by a senior DoD official (i.e. flag rank or 
SES level official must sign the Sole Source 
Certification .... Prior to the allocation of manpower 
resources ... another independent determination is made 
by the Primary Sponsor and appropriate Sponsor for 
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each task to ensure that the work is 
appropriate ... (i.e., work is within the purpose, 
mission, and general scope of effort of the FFRDC) and 
that industrial contractors can not perform the 
required effort. 

The memorandum addressed the efficiency and effectiveness of 
MITRE in meeting DoD needs by stating: 

... work performed by MITRE's c3I FFRDC was determined 
to be very effective, partially due to the special 
relationship DoD has with MITRE's c3I FFRDC. This 
special relationship is related to the flexibility and 
familiarity that MITRE's c3I FFRDC has with DoD needs. 
This makes it easier for MITRE's c3I FFRDC to do its 
job, thus increasing the probability that the goals of 
the specific project will be met. OSD considers this 
to be further justification for the continued use of 
MITRE's c3I FFRDC, partially because of the 
government's obligation to support their FFRDC over 
time at a level of activity sufficient to acquire and 
retain technical expertise that in turn reduces 
uncertainty and risk. Industry, in contrast, operates 
in a less certain, and therefore, higher risk 
environment. 

The memorandum addressed the assessment of adequacy of MITRE's 
management in ensuring a cost-effective operation by stating: 

Management of MITRE's c3I FFRDC efforts provides 
program guidance to assure that the products delivered 
adhere to the services requested. In addition, 
management control of the activity has resulted in 
consistent high quality cost effective product. We 
consider MITRE's management to be highly effective and 
very professional. No problems in this area have been 
observed by the Primary Sponsor during the period 
under review. The quality control over MITRE's c3I 
FFRDC work that is being performed by the MITRE Board 
of Trustees and MITRE management should be continued. 

The memorandum included the following statement regarding the 
determination that criteria for establishing the FFRDC were being 
satisfied and that the sponsoring agreement complied with Office 
of Management and Budget and FAR requirements. 

After detailed examination and review, the OASD (c3I) 
has concluded that all of the requirements for using 
MITRE's c3I FFRDC ••• are being met .••• a special effort 
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was made to ensure that all of the mandatory 
requirements •.. were incorporated within the February 
11, 1991 Sponsoring Agreement. Compliance with all 
government-wide policies for placing work at MITRE's 
c3 I FFRDC is of utmost importance to the ASD(C3I). 

The February 11, 1991, Sponsoring Agreement contains the 
following statements regarding the purpose and mission of the 
MITRE c3r Division FFRDC. 

The primary objective and mission of MITRE's c3 I 
FFRDC ... remain unchanged. They are to provide c3I 
general systems engineering, engineering support and 
system integration support to the DoD users •.• and to 
assist them in applying the whole spectrum of science 
and technology to the continuing advancement of 
military electronic systems. In performing this 
function, MITRE is a vital link between the Government 
and the scientific and engineering community, with the 
objective of providing the soundness technical basis 
for the conception, analysis, selection, design and 
evaluation of Information and Communications Systems. 
This role may include responsibilities in related 
functional areas such as navigation, detection, 
surveillance, identification, threat evaluations, and 
warning, as well as weather and intelligence. 

On October 31, 1990, the Army Communications-Electronics Command 
(CECOM) awarded a 3-year sole-source contract, effective 
October 1, 1990, for work to be performed by the MITRE Washington 
c3 I Division. CECOM used the sole-source justification and 
statement of work prepared by the Air Force Electronics Systems 
Division as the basis for its sole-source contract to MITRE. The 
CECOM competition advocate advised the contracting officer to use 
the Air Force sole-source justification because a new 
justification and statement of work would be "redundant" and 
would serve "no useful purpose." The CECOM contracting officer 
prepared a memorandum for file dated April 27, 1990, that stated 
in accordance with FAR 5.202(a) (10), a synopsis was not required 
to be published in the Commerce Business Daily. A CECOM attorney 
adviser issued an undated opinion that stated that the Army was 
not a new sponsor of an FFRDC in the sense that it must comply 
with the requirements of OFPP Letter 84-1, as incorporated by 
FAR 35.017, for establishing or changing of an FFRDC. The 
attorney adviser stated that: 

While the Army will be referred to as a sponsor of the 
MITRE FFRDC, it is part of a multiple sponsorship 
agreement and as such only the primary sponsor 
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(ASD(C3I)) is the "sponsor" for purposes of the Policy 
Letter and Regulation ..••Additionally, since this 
FFRDC has been previously established, clearly the 
Army is not "establishing an FFRDC" within the meaning 
of FAR 35.017-2. Likewise, since the realignment of 
the MITRE FFRDC into two divisions will not change the 
basic purpose and mission of the FFRDC •.• the 
procedures under FAR 35.017-2 are inapplicable. 

The 3-year cost-plus-fixed fee contract that CECOM awarded was 
estimated to cost $480 million. 

Analysis of the 1990 realignment and contract. We concluded 
that the review conducted by the Office of the Assistant 
Secretary of Defense (C3 I) also did not establish that MITRE 
support was the only or the most cost-effective source for the 
support services. The review did not clearly differentiate 
between work appropriate for MITRE and work appropriate for a 
non-FFRDC. The review did not provide sufficient justification 
that private-sector firms or added in-house personnel could not 
perform all or part of the work. Also, the cost-effectiveness of 
MITRE performance versus non-MITRE sources was not formally 
documented. The assessments of operational efficiency and 
effectiveness were not based on objective performance measures. 
No minutes were prepared to document the reviews and decisions of 
the Joint Users Committee at its July 19, 1990, meeting as to the 
need for and effectiveness of the MITRE c3 I FFRDC. The review 
did not discuss the controls established by MITRE to ensure cost­
effective operations. Moreover, the review did not adequately 
address whether the FAR criteria for establishing the FFRDC 
continued to be met. 

Management comments and Audit Response 

Management comments. The Def,uty Assistant Secretary of 
Defense (Strategic and Tactical C ) disagreed with the audit 
conclusion that the comprehensive review conducted by his office 
did not establish that MITRE was the only and the most cost­
effective source for the support services. He stated that the 
conclusion was not supported by facts presented in the 
comprehensive review. He further stated that MITRE is not used 
if Government capability exists or industry can do the job as 
effectively. 

Audit response. The comprehensive review document did not 
address the feasibility and cost-effectiveness of bringing 
in-house any of the long-term support provided by MITRE. 
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The Air Force Audit Agency determined in a 1991 audit report 
that non-FFRDC contract support was less costly than support 
provided by MITRE (See Appendix E for details). Also, an 
Air Force Materiel Command study, "A Determination of 
Military and civilian Personnel Costs as Related to a Member 
of Technical Staff," June 1992, reported that comparable in­
house support was about $35,000 to $55,000 less costly than 
MITRE support. During FY 1993, the Air Force initiated a 
test program, CORAL CONVERT, to convert 50 engineering staff 
years of support provided by the MITRE c3I Division FFRDC to 
in-house positions at the Air Force Electronics Systems 
Center. 

Management comments. The Def.uty Assistant Secretary of 
Defense (Strategic and Tactical c ) disagreed with the audit 
conclusion that the review did not clearly differentiate between 
work appropriate for MITRE and work appropriate for a non-FFRDC. 
He stated that an unsigned sponsoring agreement attached to the 
comprehensive review did include a well-defined statement on the 
purpose and mission of the MITRE c3 I FFRDC to differentiate 
between work appropriate for assignment to MITRE versus a non­
FFRDC. Also, Electronic Systems Division Regulation 80-1 and 
CECOM Regulation 70-64, "Utilization of MITRE Support," 
October 11, 1990, include criteria on the appropriate use of 
MITRE. Further, a July 19, 1990, Joint Users Committee reviewed 
manpower requests in detail, and only 50 of 140 new manpower 
positions requested were approved. These cuts were evidence that 
a clearly defined statement of work for MITRE existed. 

Audit response. The mission statement did not clearly 
differentiate work appropriate for the MITRE C3 I Division 
FFRDC versus work appropriate for non-FFRDCs. Electronic 
Systems Division Regulation 80-1 and CECOM Regulation 70-64 
contain the same criteria, which can be broadly interpreted 
to cover many work requirements. An August 6, 1990, 
Assistant Secretary of Defense (c3 I) memorandum addressed 
decisions made during the July 19, 1990, Joint Users' 
Committee meeting, states "Because of ceiling growth 
constraints, it was not possible to accommodate all of the 
requested increases for FY 1991 MITRE support." The 
memorandum did not refer to work that was not appropriate 
for MITRE, only that adequate amounts of MITRE resources 
were not available. 

Management comments. The Deputy Assistant Secretary of 
Defense (Strategic and Tactical c 3 ) stated that OFPP Letter 84-1, 
the FAR, and facts in the comprehensive review document did not 
require a market survey to be performed or the requirements to be 
synopsized in the Commerce Business Daily. He also stated that 
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an informal market survey was done for each project and a 
positive determination was made that no other source could 
perform the requirement. 

Audit response. We revised the details in the final report 
on alternative sources and deleted the st.atement on the 
synopsis of requirements in the Commerce Business Daily. 
The comprehensive review document must include an analysis 
of whether the unique FFRDC relationship is still required 
and whether the marketplace has changed to the point where 
competition should be sought for all or part of the 
requirements. The comprehensive review document did not 
document any findings of informal market surveys regarding 
the limitations of private-sector firms to perform the 
proposed tasks. 

Management comments. The Deputy Assistant Secretary of 
Defense (Strategic and Tactical c3 ) disagreed with the report 
conclusion that the cost-effectiveness of MITRE performance 
versus non-MITRE sources was not formally documented. He stated 
that numerous documents, meetings, and program reviews supported 
that the MITRE services were cost-effective. He also cited the 
results of a November 19, 1992, Joint Users' Committee as support 
that the MITRE services were cost-effective. 

Audit response. The comprehensive review did not adequately 
document the cost-effectiveness of MITRE support. We 
requested documentation to support statements concerning the 
cost-effectiveness of MITRE-provided services versus 
alternative capabilities and were not provided any 
documentation that clearly and convincingly demonstrated the 
cost-effectiveness of MITRE's services. The Air Force Audit 
Agency report stated that the average FY 1990 cost for a 
member of technical staff at MITRE was $151, ooo versus a 
comparative cost for a non-FFRDC contractor in the Boston 
area of $135,000. Also, an on-going Air Force program, 
CORAL CONVERT, shows that an in-house engineer costs about 
$25, 700 less than a comparable MITRE engineer. The basis 
for the November 19, 1992, Joint Users' Committee conclusion 
that MITRE services were cost-effective are addressed in a 
November 23, 1992, memorandum prepared by an official from 
the DoD MITRE Program Office and approved by the ASD(C3I). 
The memorandum stated: 

The Joint Users Committee discussion turned to 
the reasonableness of MITRE's costs of goods and 
services. The Army pointed out that the new 
FFRDC performance appraisal will require each 
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customer to assess MITRE's cost effectiveness. 
The ASD(C3I) asked whether it was possible to 
get a cost per skill level comparison. Such a 
comparison would clearly show MITRE to be cost 
effective. The Air Force stated that a 
comparison of skill levels between MITRE and 
industry is difficult because "you can't get 
that caliber of people from industry." MITRE 
stated that they are working to revamp their 
cost accounting system into something more 
conventional which would enable an easier 
comparison of their cost. The Joint User 
Committee members concluded that MITRE's 
services were cost effective. 

These comments were 21 months after the February 7, 1991, 
OASD(C3I) comprehensive review and, in our opinion, do not 
support conclusions that MITRE services were cost-effective. 

Management comments. The Deputy Assistant Secretary of 
Defense (Strategic and Tactical c3 ) disagreed with the conclusion 
in the draft report that the comments regarding operational 
efficiency and effectiveness were mostly restatements of the 
FFRDC's special relationship and were not based on the evaluation 
of specific taskings accomplished by the MITRE c3 I Division 
FFRDC. He stated that the comprehensive review concluded that 
analyses received qnder prior contracts with MITRE have been 
timely, concise, and clear and that this was the consensus of 
attendees at the July 19, 1990, Joint Users' Committee meeting. 

Audit response. We revised our conclusion to say that the 
assessments of efficiency and effectiveness were not based 
on objective performance measures. Performance measures for 
efficiency and effectiveness should relate outputs produced 
to the resources used to produce them and the extent to 
which results have been achieved or objectives met. These 
measures are given meaning by comparing them against targets 
or standards. The comprehensive review lacked comparisons 
of actual results versus standards to support the assessment 
of efficiency and effectiveness. 

Management comments. The oer,uty Assistant Secretary of 
Defense (Strategic and Tactical C ) stated that, although no 
minutes were prepared to document the reviews and decisions of 
the Joint Users' Committee at its July 19, 1990, meeting as to 
the need for and effectiveness of the MITRE c3 r Division FFRDC, 
the Assistant Secretary of Defense (C3 I) signed an August 6, 
1990, memorandum that summarized the decisions made during the 
meeting. 
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Audit response. The August 6, 1990, Assistant Secretary of 
Defense (C3I) memorandum, "FY 1991 Ceilings for the MITRE 
Corporation," did not contain any comments to indicate that 
the need for or effectiveness of MITRE support was discussed 
during the meeting. The memorandum only discussed resource 
allocation and funding matters. 

Management comments. The Deguty Assistant Secretary of 
Defense (Strategic and Tactical c ) commented on the report 
statement, "The review did not discuss the controls established 
by MITRE to assure cost effective operations. " He stated this 
was a misleading statement and cited the comprehensive review 
paragraph "Assessment of the Adequacy of the MITRE c3 I FFRDC 
Management in Ensuring a Cost Effective Operation." Numerous 
items relative to all FY 1990 contract deliverables were assessed 
by the primary sponsor with a goal of measuring their value and 
use. The assessment was briefed to the Joint Users Committee and 
provided an ample basis for Joint Users' Committee conclusions 
that MITRE services were cost-effective. 

Audit response. The comprehensive review and the Deputy 
Assistant Secretary's comments do not adequately document 
the controls in place at MITRE to ensure cost-effective 
operations. We considered the comprehensive review 
paragraph, "Assessment of the Adequacy of the MITRE c3 I 
FFRDC Management in Ensuring a Cost Effective Operation," in 
reaching the conclusion. 

Management comments. The Dep,uty Assistant Secretary of 
Defense (Strategic and Tactical c ) stated that the proposed 
sponsoring agreement attached to the comprehensive review 
responded to all requirements of OFPP Letter 84-1 and 
FAR 35.017-4. He also stated that the comprehensive review 
determined that the criteria used to establish the FFRDC 
continued to exist. 

Audit response. Attaching a proposed sponsoring agreement 
to the comprehensive review does not meet the requirements 
of the OFPP policy letter and the FAR. The comprehensive 
review did not present a clear and convincing assessment 
that the criteria for establishing an FFRDC were met. The 
comprehensive review did not establish that conventional 
contracting methods or existing in-house capabilities could 
not effectively satisfy the sponsor's special research and 
development requirements (FAR 35. 017-2 (a)), that adequate 
controls existed to ensure the cost of services provided to 
the Government were reasonable (FAR 35. 017-2 (e)) , or that 
the basic purpose and mission of the FFRDC was stated 
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clearly enough to enable differentiation between work that 
should be performed by the FFRDC and work that should be 
performed by non-FFRDCs (FAR 35.107-2(f)). 

MITRE is a specifically created non-Government organization, 
private in form, direction, and operation, yet public in 
function. MITRE's creation resulted from .recognition that 
in-house laboratories could not attract personnel with the 
skills needed for very advanced work. The comprehensive 
review did not show that the circumstances imposed on the 
United States in 1958 have remained unchanged. The 
comprehensive review did not explain why DoD could not look 
more to its in-house organizations and non-FFRDC private 
organizations to perform required tasks. 
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Background. Lincoln Laboratory (the Laboratory) was 
established in 1951 as a Government-financed, university-operated 
research center. The Laboratory was operated by MIT and 
originally designated Project LINCOLN. Project LINCOLN was 
initiated in response to the unexpected explosion of the atomic 
bomb by the Soviet Union in 1949. Military officials believed 
that the threat of nuclear attack against the continental United 
States by high-speed aircraft in large numbers required a drastic 
new approach to air defense. Based on work at several 
MIT laboratories, new ideas about air defense theorized that 
high-speed computers connected to radars could issue command 
instructions to interceptors and missiles with a minimum of human 
supervision. 

The charter for Project LINCOLN provided that MIT would establish 
a program of research and development directed toward air 
defense. The prime contract for Project LINCOLN was awarded by 
the Air Force, but it was to serve all three Military Departments 
and all three would contribute funds. In 1958, the Defense 
Advanced Research Projects Agency became a sponsor, and about 
550 employees (about 25 percent of the Laboratory's staff) were 
transferred to the MITRE Corporation, a nonprofit corporation 
separate from MIT and the Laboratory. Since 1971, the Federal 
Aviation Administration has also sponsored work at the Laboratory 
related to the development of new technology for air traffic 
control. 

Since 1951, the Laboratory's work has broadened in scope and 
diversity. The July 26, 1951, charter for Project LINCOLN 
stated: 

The primary mission of the Project will be Air 
Defense .... the most effective way of pursuing this 
mission is to encompass where possible any problems 
pertinent to Air Defense. Continental Air Defense is 
considered to be a specific part of this mission ..•• to 
conserve manpower and resources ..• this Project may 
include projects now covered by .•• contract 
DA 36-039 sc-5450. As a further mission, the subject 
of strategic reconnaissance and intelligence may also 
be incorporated. 

This early mission led to the design and initial development of 
the Semiautomatic Ground Environment Air Defense System and 
expansion into ballistics missile research. 

The mission and general scope of the program as described in the 
current contract states: 

The mission of the Laboratory is to carry out a 
program of research and development pertinent to 
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national defense with particular emphasis on advanced 
electronics. In the pursuit of this mission, the 
contractor shall have the following objectives: 

To exert maximum effort toward the evolution and 
demonstration of the feasibility of advanced system 
concepts and technology in selected national defense 
areas. 

To conduct specific programs of research and 
development in these areas, including the building of 
necessary components, together with a vigorous 
continuing program of research and development in the 
fields appropriate to its mission. 

To produce, or have produced, initial models of 
Laboratory-developed equipment suitable for field 
demonstration and test by appropriate military 
services or agencies, and furnish necessary 
procurement information and advice regarding such 
equipment. 

To provide technical advice in areas of its 
demonstrated competence to the military services and 
other defense and government agencies. 

To annually formulate and present to the Joint 
Advisory Committee the proposed program and associated 
budgets for the five ensuing years. 

The contractor programs will extend from fundamental 
investigations in science through the development of 
new, advanced technologies to the integration of these 
technologies into new or existing systems. Technology 
areas include solid state electronics; radar optical 
sensors; signal processing; surveillance; military 
satellite communications; spacecraft; analog and 
digital integrated circuit technology; air traffic 
control; signal intercept technology; high energy 
laser beam-control; laser devices; optics; antennas; 
electromagnetic propagation; and, strategic and 
tactical systems and countermeasures. 

since 1951, all Air Force contracts for the Laboratory were sole­
source with MIT. 

Most recent review and justification. The last contract, 
awarded September 28, 1989, cited 10 u.s.c. 2304 (c) (3), 
maintaining an essential engineering, research, or development 
capability to be provided by an FFRDC, as the basis for the 
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sole-source contract. The total estimated value of this 
5-year contract was $2.9 billion. The Electronics systems 
Division prepared an undated periodic review document and a 
sole-source justification dated January 25, 1989, for the award 
of this contract. The justification stated that the services to 
be procured from the Laboratory were: 

... for research and development in support of 
Department of Defense and other Government agency 
programs, with particular emphasis on advanced 
electronics. The requirement includes fundamental 
investigations in science, from the development of new 
electronic components to the design, development, and 
field demonstration of systems embodying the new 
technology. The support falls into the following 
categories: solid state electronics, radar and optical 
sensors, surveillance, air traffic control, signal 
processing, military satellite communications, 
spacecraft, electromechanical control systems, lasers, 
high energy laser-beam control, optics, antennas, 
electromagnetic propagation, and construction/ 
modernization of research facilities. 

The sole-source justification also stated that all programs 
undertaken by the Laboratory were reviewed and approved by the 
Joint Air Force/Defense Advanced Research Projects Agency/Army/ 
Navy Advisory Committee, which was chaired by the Commander, Air 
Force systems command. It stated that the work to be performed 
required freedom from bias for a particular design, hardware, or 
approach, which the Laboratory could provide due to its 
dedication to Government work and its prohibition from being a 
hardware and software producer. 

The justification stated that a market survey was not applicable 
and a notice of contract action was not published in the Commerce 
Business Daily because the contract requirements were within the 
exception described in FAR 6.302-3; that FAR 5.202(a) (10) 
authorized the contracting officer to waive the synopsis 
requirement; and that only sole-source work may be assigned to 
the Laboratory, consistent with its FFRDC designation. The 
justification further stated that contract costs were reasonable 
because: 

Resident DCAA auditors and a resident Administrative 
Contracting Officer provide, on a full-time basis, the 
surveillance required to monitor a cost-reimbursement 
(no-fee) contract. 
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A two-page undated review document that referred to five tabs of 
attachments was prepared after the January 25, 1989, sole-source 
justification to meet the requirements of FAR 35. 017-4 for a 
comprehensive review. For the sponsor's special technical 
mission requirements, the review stated: 

The proximate and outyear proposed program is reviewed 
by the Joint Advisory Committee (JAC). each 
year ..•.Minutes of the most current review prior to 
award of [the) contract is attached. 

Regarding the consideration of alternative sources, the review 
stated: 

The JAC [Joint Advisory Committee) review process 
assures the unique resources of Lincoln Laboratory are 
applied to the highest priority needs. Work that can 
be done by alternative sources are winnowed out during 
this process ..••A Justification Review 
Document ... stating "there is no other known source 
with the experienced personnel, unique knowledge and 
background necessary to accomplish these (Lincoln 
Laboratory) efforts ... " was approved by the Assistant 
Secretary of the Air Force (Acquisition)" .•. (See 
Tab 2) [Tab 2 was the sole-source justification 
document.) 

Regarding efficiency and effectiveness, the review document 
stated that an annual review of the Laboratory's efficiency and 
effectiveness was performed. The review document stated that 
continuing reviews by the administrative contracting officer and 
Defense Contract Audit Agency satisfied the requirement for an 
assessment of the adequacy of the FFRDC management in ensuring a 
cost-effective operation, and that the Joint Advisory Committee 
review, the approval of the sole-source justification by the 
Assistant Secretary of the Air Force (Acquisition), and the 
approval of the contract constituted the required determinations 
that the criteria for establishing the FFRDC continued to be 
satisfied and that the sponsoring agreement complied with the 
FAR. 

Evaluation of the review document and justification. The 
review and justification documents did not provide adequate 
support for the award of a 5-year sole-source contract. The 
minutes for the August 31, 1989, Joint Advisory Committee 
meeting, which were attached to the review document, provided no 
details on the specific programs being worked at the Laboratory. 
The minutes stated that, before adjournment, the administrative 
agent from the Electronic Systems Division requested the Joint 
Advisory Committee to approve the research program proposed by 
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the Laboratory for FY 1990, and that the Committee members 
approved the program. The meeting involved no questioning of the 
program by the Committee members. We determined that, about 
3 months earlier, a Joint Advisory Committee Executive Group 
chaired by the Vice Commander, Electronics Systems Division, had 
also reviewed and approved the proposed FY 1990 technical and 
financial plans for the Laboratory. The minutes of the earlier 
meeting identified eight projects but did not .discuss why the 
Laboratory was uniquely qualified to perform the research or what 
level of effort was planned for each. The minutes of this 
meeting stated that the group was briefed by the Director of the 
Laboratory, an MIT official, on an ad hoc committee formed at the 
request of the MIT Provost in response to faculty concerns with 
the relationship of the Laboratory and MIT. The Director said 
that the committee was considering three alternatives: continue 
the relationship as is, enter a more distant relationship, or 
sever the relationship. The Director requested and the 
Commander, Air Force Systems Command, agreed to meet with the 
MIT Committee to stress the importance of continuing the 
relationship. At the meeting, the Joint Advisory Committee 
Executive Group tasked the Laboratory to prepare a document that 
described new technologies that the Laboratory transitioned to 
industry or to other DoD programs. The minutes of both the 
August 31, 1991, and the earlier meetings indicate that MIT is 
setting the research agenda for the Laboratory rather than DoD. 
Also, specific mission requirements for the next 5 years were not 
identified in either the review or justification document. 

We examined the annual project review of the Laboratory's 
efficiency and effectiveness that was mentioned in the review 
document completed in November 1988. The annual review requested 
89 sponsors of work conducted at the Laboratory during FY 1987 to 
complete a three-page questionnaire. The review asked for an 
overall (checkmark) performance rating of "unsatisfactory," 
"poor," "acceptable/expected," "good," "very good," or 
"exceptional." The review also asked for comments on the 
following areas, as applicable: quality of performance, 
acceptability of cost and schedule performance, innovativeness 
and forward-looking nature of support, quality and timeliness of 
technical reports, timeliness and usefulness of status and/or 
financial management reports, receipt of required reporting, and 
other comment or improvements. Responders were requested to 
provide narrative explanation for any "unsatisfactory" rating and 
were encouraged to discuss the evaluation with the Laboratory 
staff. The Chief, Electronic Systems Division Lincoln Laboratory 
Project Office, summarized the results of the annual review in a 
September 19, 1988, memorandum to the Electronic Systems Division 
contracting officer. The summary showed that 71 of 89 sponsors 
responded to the review and that no "unsatisfactory" or "poor" 
overall ratings were given. However, deficiencies were listed. 
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Regarding the timeliness of technical reports, the summary 
stated: 

High quality reports, but considerable concern from 
sponsors about getting them in a timely manner. This 
is the only category in which negative comments really 
outweighed the positive comments. This was due to the 
large number of Sponsors having expressed 
dissatisfaction with the timeliness of LL [Lincoln 
Laboratory] technical reporting. 

The summary also addressed status and financial reporting by the 
Laboratory by stating: 

Overall, very good. Wide variation among programs with 
some programs not receiving formal reports. 

Other comments made by sponsors and quoted as suggested 
improvements in the summary were: 

"LL should develop clear technical milestones 
supported by work breakdown structure"; "Improve 
schedule forecasting"; ••• "Periodic management/ 
technical meetings would provide a more complete 
understanding of program status, schedule and 
milestones"; "Provide progress/status/financial 
reports"; ... Need a better scheme for financial 
projections and reporting". 

Evidence does not show that the Electronic Systems Division 
Lincoln Laboratory Project Office or the contracting officer 
followed up the concerns before the contract was awarded. 

The review document referred to the sole-source justification 
dated January 25, 1989. Thus, the review document was prepared 
after the justification. We could not determine how long 
afterward. Neither the sole-source justification nor the review 
adequately documented that the Laboratory was the only or most 
cost-effective source for accomplishing the taskings assigned. 
The justification and the review did not differentiate between 
work appropriate for the Laboratory and research that could be 
performed by other universities or private organizations. The 
assessment of the Laboratory's efficiency and effectiveness was 
not based on any objective or measurable criteria. The review 
document also did not document whether MIT had established 
adequate management controls to ensure a cost-effective 
operation. Reviews by the Defense contract Audit Agency and the 
administering contracting officer did not ensure the cost 
effectiveness of work performed by FFRDCs. The reviews provided 
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for the verification of costs paid versus approved rates but did 
not include the performance of effectiveness reviews. Also, the 
review did not establish that the FAR criteria for establishing 
an FFRDC continued to be satisfied and that the sponsoring 
agreement complied with the FAR. We concluded that the 
justification did not adequately support the award of a 5-year 
sole-source contract with estimated costs of $2.9 billion. 
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Background. The Software Engineering Institute (SEI), 
Carnegie-Mellon University, Pittsburgh, Pennsylvania, was 
established as an FFRDC in 1984. The need for SEI was based on a 
1983 report prepared by IDA, another FFRDC. The report was based 
on a study conducted by 3 IDA and 13 industry and academia 
participants, who were assisted by 6 DoD representatives in an 
advisory role. The report recommended the creation of a new 
non-profit FFRDC to improve DoD software development and support 
by inserting modern technology into the life-cycle process. The 
report recommended locating the FFRDC near a majpr university, so 
that the FFRDC could draw on professional resources as necessary. 
The report recommended that the new FFRDC accomplish its mission 
by seeking out appropriate technology to adapt and engineer to 
mission-critical computer resource production quality and scale; 
providing funds, talent, and support to selected mission-critical 
computer resource projects to permit them to use the best 
available technology in developing their software systems; 
establishing a standard of excellence in software engineering 
practice; and becoming a source of top quality assistance and 
support for the entire mission-critical computer resource 
development and support community. The Advanced Research 
Projects Agency became the DoD sponsor for SEI in 1989. 

The 1984 contract was competed by the Electronics Systems 
Division among seven potential sources: Software Engineering 
Development Corporation; Software Engineering Institute at 
Dayton, Ohio; Texas Engineering Experiment station; Georgia Tech 
Research Corporation; Northeastern University; IIT Research 
Institute; and SEI of Carnegie-Mellon University. SEI was 
selected on the basis of its technical ability to integrate new 
software technologies and capabilities into existing DoD systems. 

The most current contract was awarded on December 13, 1989, with 
an effective date of December 18, 1989. The contract was a cost 
plus-fixed fee contract awarded on a sole-source basis for a 
5-year period. 

Basis for 1989 contract. The Electronics Systems Division 
prepared an undated review document and a sole-source 
justification dated March 22, 1989, for the award of the 
contract. The sole-source justification stated that the services 
to be procured were: 

... general software engineering, software engineering 
research, planning, and experimentation, and task 
engineering related to mission-critical defense 
systems. 
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The justification stated that SEI's goal was to: 

•.. advance the practice of software engineering by: 
(1) bringing the ablest professional minds and the 
most effective technology to bear on rapid improvement 
of the quality of operational software in mission­
critical computer systems; (2) accelerating the 
reduction to practice of modern software eng.ineering 
techniques and methods; ( 3) promulgating the use of 
modern techniques and methods throughout the mission­
critical defense systems community; and (4) 
establishing standards of excellence for software 
engineering practice. In pursuit of this mission, the 
Institute shall dir~ct its efforts in the areas of 
software technology transition, research, planning and 
education, and conduct specific programs with respect 
to DoD software projects. 

The justification stated that no known source had the experienced 
personnel, unique knowledge, and background necessary to 
accomplish the proposed work and, therefore, efforts to obtain 
competition for the contract action were unnecessary. The 
justification further stated that a market survey did not apply 
and that a notice of contract action was not required to be 
published in the Commerce Business Daily because FAR 5.202(a) (10) 
allowed the contracting officer to waive the requirements. 
FAR 6.302-3 was cited as the authority for the sole-source 
procurement. The contracting officer also made a determination 
that 10 U. s. c. 2 3 61, which prohibits construction and research 
and development awards to colleges and universities unless 
awarded using competitive procedures, did not apply to the 
renewal contract for SEI, the FFRDC at Carnegie-Mellon 
University. 

The undated periodic review stated that the Joint Advisory 
Committee chaired by the Director of the Advanced Research 
Projects Agency and representatives of the supported Military 
Departments performed a semi-annual review of the current and 
proposed programs and that the projects assigned to SEI could not 
be accomplished in-house or by support contractors. The review 
also stated that the sole-source justification approved by the 
Assistant Secretary of the Air Force (Acquisition) concluded no 
other known source had the experienced personnel, unique 
knowledge, and background to accomplish the work. The review 
stated that an annual review was performed to address SEI's 
efficiency and effectiveness, and that reviews by a Joint Program 
Office, the Defense Contract Management Command, and the Office 
of Naval Research ensured that SEI was a cost-effective 
operation. The review document further stated that the contract 
constituted the sponsoring agreement contemplated by 
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FAR 35.017-1, and the Joint Advisory Committee review, the 
approval of the sole-source justification by the Assistant 
Secretary of the Air Force (Acquisition), and the contracting 
officer's award of the contract constituted the determination 
that the FAR criteria for establishing the FFRDC continued to be 
satisfied. 

Evaluation of review document and justification. The 
periodic review and sole-source justification documents did not 
support the award of a sole-source contract valued at 
$220.4 million for 5 years. Neither document identified specific 
requirements to be performed by SEI. The periodic review was 
prepared to satisfy the requirement in FAR 35.017-4 and referred 
to the March 22, 1989, sole-source justification. Thus, the 
review document was prepared after the sole-source justification. 
We could not determine how long afterward. Furthermore, we 
question the validity of the statements in both documents that no 
other sources can perform the tasks. In addition to Carnegie­
Mellon University, other universities and organizations have 
expertise in software engineering and artificial intelligence 
applications. We also determined that the Joint Advisory 
Committee technical reviews focused on general strategy, actions 
accomplished, and relationships between the FFRDC and industry 
and DoD organizations but did not have good criteria for defining 
which research tasks should be performed by SEI. The mission of 
the FFRDC was not stated clearly in briefing charts and minutes 
of Committee meetings to differentiate between work that should 
be performed by the FFRDC and work that should be performed by 
non-FFRDC sources. 

The first annual survey to assess the performance of SEI in 
meeting sponsor needs was not completed until after the 
December 13, 1989, contract award. The survey asked 40 users of 
SEI to assess SEI 's performance by completing a questionnaire 
that asked for multiple-choice or narrative responses or both to 
an overall rating and to 10 questions or statements. Of the 
32 users that responded to the survey, 30 users rated SEI's 
overall performance as exceptional, good, or acceptable and 
2 users rated SEI' s performance as unsatisfactory. We do not 
believe that the survey results can always be relied on to 
provide an adequate assessment of SEI's efficiency and 
effectiveness in meeting sponsor needs because the ratings are 
based on subjective criteria. 

The review document also did not discuss the management controls 
SEI established to ensure a cost-effective operation. Also, the 
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review document did not address continued compliance with the FAR 
criteria for establishing an FFRDC or for maintaining a 
sponsoring agreement. 

The review document did not discuss SEI's accomplishments towards 
achieving any of the goals identified in the 1983 IDA report. 
The report stated that during the first 1 to 2 years of 
SEI operation, maximum priority should be given· to establishing 
an effective strategy for inserting technology into private 
mission-critical computer resource software contracting 
enterprises, and that such a strategy would be critical to 
SEI success. The report further stated that about 60 percent of 
SEI resources should be devoted to identifying, assessing, and 
disseminating software engineering technologies to meet 
DoD requirements; 2 O percent of resources should be devoted to 
software engineering support of the Military Departments and 
Defense Agencies; 10 percent should be dedicated to developing 
and conducting training courses on the state of the art in 
software engineering; and the remaining 10 percent should be 
devoted to goal-directed research in areas of software 
engineering judged to have high potential payoff. We do not 
believe that the contract should have been renewed without an 
evaluation of SEI's performance towards achieving those goals. 
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APPENDIX P - DOD OFFICIALS AND OFFICES RESPONSIBLE FOR SOLE-SOURCE JUSTIFICATIONS 


FFRDC 
 Senior DoD Acquisition Official Contracting Office Program Office 

Project AIR FORCE Assistant Secretary of the 
Air Force (Acquisition) 

Air Force Office of 
Scientific Research 

Directorate of Plans, 
Deputy Chief of Staff 
for Plans and Operations 

National Defense 
Research Institute 

Director, Defense Research 
and Engineering 

Defense Supply Service ­
Washington 

Director, Federally Funded 
Research and Development 
Center Programs, Director, 
Defense Research and 
Engineering 

Arroyo Center Assistant Secretary of the Army 
(Research, Development, and 
Acquisition) 

I-' 
I-' 
Ul 

Defense Supply Service ­
Washington 

Management Directorate, 
Director of the Army 
Staff 

Institute for Defense 
Analyses 

Director, Defense Research 
and Engineering 

Defense Supply Service ­
Washington 

Director, Federally Funded 
Research and Development 
Center Programs, Director, 
Defense Research and 
Engineering 

Center for Naval 
Analyses 

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

Office of Naval Research Program Resource and 
Appraisal Division, Deputy 
Chief of Naval Operations 

Logistics 
Management 
Institute 

Under Secretary of Defense 
for Acquisition 

Defense Supply Service ­
Washington 

Management Support Center, 
Deputy Under Secretary of 
Defense (Logistics) 

Aerospace Corporation Assistant Secretary of the 
Air Force (Acquisition) 

Space and Missile Systems 
Center, Air Force 
Materiel Command 

Space and Missile Systems 
Center, Air Force Materiel 
Command 



APPENDIX p - DOD AND OFFICIAL OFFICES RESPONSIBLE FOR SOLE-SOURCE JUSTIFICATIONS (cont'd) 

FFRDC 
 Senior DoD Acquisition Official Contracting Office Program Office 

MITRE Corporation 
C3I Divisionl' 

Assistant Secretary of the 
Air Force (Acquisition) 

Directorate of Contracted 
Support Management, 
Electronics Systems Center, 
Air Force Materiel Command 

Electronics Systems Center, 
Air Force Materiel 
Command 

MITRE Corporation 
C3I DivisionY 

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

Directorate of Procurement, 
Army Communications­
Electronics Command, Army 
Materiel Command 

Directorate of Program 
Analyses and Evaluation, 
Army Communications­
Electronics Command, Army 
Materiel Command 

Lincoln Laboratory Assistant Secretary of the 
Air Force (Acquisition) 

Directorate of Contracted 
Support Management, 
Electronics Systems Center, 
Air Force Materiel Command 

Electronics Systems Center, 
Air Force Materiel 
Command 

Lincoln Laboratory Project 
Office, Electronics 
Systems Center, Air Force 
Materiel Command 

Software Engineering 
Institute 

Assistant Secretary of the 
Air Force (Acquisition) 

Directorate of Contracted 
Support Management, 
Electronics Systems Center, 
Air Force Materiel Command 

Systems and Software Design 
Center, Electronics 
Systems Center, Air Force 
M(!.teriel Command 

Information Systems 
Technology Office, 
Advanced Research Projects 
Agency 

l'Contract was awarded in 1988 to provide for all DoD C3I requirements. The Air Force was primary sponsor. 

£'Contract was awarded in 1990 to provide for non-Air Force C3I requirements. Assistant Secretary of Defense (C3I) was 

designated primary sponsor of the MITRE C3I Division, the Air Force was designated as sponsor of the MITRE Bedford C3I 

Group for Air Force systems, and the Army was designated as sponsor of the MITRE Washington C3I Division. 




APPENDIX 0 - SUMMARY OF MANAGEMENT COMMENTS ON THE FINDING AND 
AUDIT RESPONSE 

This section summarizes comments by the Deputy DDR&E, the Deputy 
Assistant Secretary of Defense (Strategic and Tactical c3 ), the 
Navy, and the Air Force on the finding and our responses to those 
comments. 

Manaaement comments on basis for sole-source contract 
renewal. The Deputy DDR&E, the Deputy Assistant Secretary of 
Defense (Strategic and Tactical c3 ), the Navy, and the Air Force 
stated they disagreed with the finding. They stated that 
documentation of the review process could be improved but the 
existing comprehensive reviews complied with OFPP Letter 84-1 and 
FAR 35.017-4. They believed that the reasons for continuing the 
FFRDCs were valid and the sole-source justifications did not 
contain unproven statements. 

The Deputy DDR&E said that report statements that reviews were 
done late or not at all did not consider Steering Group meetings, 
acquisition plans, and senior official oversight of FFRDCs. The 
Deputy DDR&E also stated that restriction of competition should 
not be an issue regarding continuation of an FFRDC capability and 
that the FAR and the Competition in Contracting Act exempt FFRDCs 
from competition. The Deputy Assistant Secretary disagreed that 
the sole-source justifications restricted competition and 
resulted in higher costs. The Navy stated that sponsoring 
program officials, contract officials, and Navy staff officials, 
who periodically provided verbal briefings to senior Navy 
acquisition officials, were in close contact throughout the 
review process and acted responsibly in renewing the 
CNA contract. The Air Force stated it disagreed that program, 
contract, and senior acquisition officials failed to properly 
exercise their supervisory and review duties. 

Audit response. Sponsors of the DoD FFRDCs are required to 
conduct analyses before each FFRDC renewal to determine 
whether the unique FFRDC relationship is still required and, 
if so, to justify the use of noncompetitive procurement 
procedures. The comprehensive review must document the 
FFRDC' s unique research mission, its past performance in 
providing a cost-effective operation, and the capability of 
alternative sources to provide the special technical needs. 
We believe that the comprehensive review should provide a 
convincing argument that: 

o the FFRDCs have special skills and facilities not 
otherwise existing in the Government or in the private 
sector, or likely to be used elsewhere by the Government or 
the private sector, or by nature not appropriate to be 
performed by the private sector; and 
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o the Government cannot attract personnel with the 
technical skills and talents needed to specify the derived 
characteristics and capabilities of its weapons systems and 
to supervise the creation, test, installation, and 
evaluation of possible systems, components, or materials. 

Changes in science and technological capabilities have 
occurred since the inception of the FFRDCs, and prior 
studies, such as those performed during the 1970s by the 
Defense Science Board, have documented that the missions of 
the FFRDCs could be performed by alternative methods. The 
comprehensive reviews must carefully describe the 
requirements to be satisfied by the FFRDCs during the term 
of the follow-on contract and provide rationale why 
alternative methods cannot work as effectively. 

The finding and audit conclusions were based on analyses of 
all information made available to us during the audit. 
Senior officials may have been briefed on the ongoing 
comprehensive reviews. However, we were not provided 
documentation of the briefings and, in violation of 
FAR requirements, 9 of 10 sole-source justifications were 
signed by senior officials before the comprehensive reviews 
were completed. We revised the section of the report 
related to competition because the FFRDCs are exempted from 
competition by the Competition in Contracting Act. 

Management comments on sufficiency of reviews and 
justifications. The Deputy DDR&E stated he did not agree with 
the section "Sufficiency of Reviews and Justifications" and the 
entire section should be rewritten to state that the major 
weakness with the reviews was that they did not address internal 
controls or compliance with the sponsoring agreement. The Deputy 
DDR&E stated that review of the sponsoring agreement was a new 
requirement under FAR 35.017. The Deputy DDR&E also recommended 
deletion of Appendix G, Summary of Reviews and Justifications, 
stating that the appendix indicates a fundamental 
misunderstanding of FFRDCs on the part of the auditors and 
presents a distorted picture of the adequacy of the comprehensive 
reviews and justifications. The Navy stated that the 
comprehensive reviews were adequate and provide a basis for 
renewal of the FFRDC contracts. The Navy also stated it was 
interested in improving the review process, including 
documentation. The Air Force stated that Appendix G was not 
based on fact. 
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Audit response. We identified weaknesses in the five areas 
of the comprehensive reviews, not just internal controls and 
sponsoring agreements. Before the 1990 FAR change, review 
of sponsoring agreements was required under the periodic 
review requirements of OFPP Letter 84-1. We revised 
Appendix G to delete references to the synopsis of 
requirements in the Commerce Business Daily. Appendix G 
accurately summarizes the deficiencies identified with the 
comprehensive reviews and sole-source justifications 
prepared for the 10 FFRDCs reviewed. 

Management comments on requirements for FFRDCs. The Deputy 
DDR&E recommended the paragraph "Requirements for FFRDCs" be 
deleted. The Deputy DDR&E, the Deputy Assistant Secretary of 
Defense (Strategic and Tactical c3 ), and the Navy stated that 
FFRDC sponsors could not and should not over-specify research 
requirements years in advance due to changing international 
policy and technology. The Deputy Assistant Secretary stated 
that future requirements for the MITRE c3I Division FFRDC are 
documented in yearly sponsor requests, to include the current and 
4 outyears, and are contained in Phase I and Phase II requests. 
The Deputy Assistant Secretary did agree that future requirements 
should be addressed in a substantive way in future comprehensive 
reviews. The Navy stated that CNA is often used to examine 
issues that cannot be specifically defined and for issues 
requiring a quick response. The Navy also stated that renewal of 
an FFRDC contract is based on a continuing research and 
development need of the sponsoring agency and not specific 
requirements. 

Audit Response. We understand that specifying studies or 
research efforts aimed at specific projects or tasks years 
in advance may not be useful or possible. This was not our 
intent. Specific research tasks should be identified to the 
extent possible. However, we believe documenting the 
special or unique talents, skills, and capabilities expected 
to be necessary to accomplish the future technical needs and 
special research requirements of the sponsors is more 
important. The sponsors should also document how much of 
the effort involves privileged access work and why this work 
cannot be accomplished with in-house DoD personnel. Such 
detail would also provide a measurable basis for assessing 
the potential availability of alternative sources of 
capability during a comprehensive review. The Phase I and 
Phase II documents referred to are planning and budgeting 
documents used to assign annual individual projects/programs 
to the MITRE c3 I Division FFRDC. The Navy did not provide 
any information on the nature or extent of work that could 
not be specifically defined or that required a quick 
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response capability. The continuing research and 
development needs of the Navy should be detailed 
sufficiently to provide for objective considerations of 
alternative sources. General statements that requirements 
are continuing do not adequately document the need to 
continue contracts requiring the special nature of the 
FFRDCs or the expenditure of funds .totaling about 
$1.5 billion annually. We revised the report to clarify the 
importance and necessity for specifically identifying the 
nature and extent of future special requirements. 

Management comments on alternative contractor and Government 
sources. The Deputy DDR&E stated that the current FFRDC 
contractor is not required to be the only source for the FFRDC 
capability. He also added that alternative sources should be 
considered for individual tasks. 

Audit response. We agree that alternate sources can be 
available. However, OFPP Letter 84-1 presumes in favor of 
existing in-house or contractor resources for satisfying 
special research and development needs. Specifically, the 
activities of FFRDCs should be limited to those for which 
the private sector has no competence or existing capability. 
Where no private sector capability exists and the Government 
needs the services performed, the services may be done in­
house or through an FFRDC. A feature of primary importance 
in selecting a source of capability is the effectiveness 
with which the work is performed. The FFRDCs should have 
capabilities, which are defined during the comprehensive 
review process, that make the FFRDCs the proper choice to 
perform the requirement. 

Manaaement comments on Commerce Business Daily synopsis. 
The Deputy DDR&E stated the section "Commerce Business Daily 
synopses" should be deleted. The Deputy DDR&E also stated that 
synopses are published at the discretion of the sponsor and 
contracting officer when publication may benefit the Government. 
The Deputy DDR&E stated that the exemptions granted FFRDCs are 
appropriate as long as FFRDCs are justifiable. 

Audit response. We revised the section of the report 
on synopsizing requirements in the Commerce Business Daily. 
We agree the FAR exemption granted from synopsizing 
requirements is appropriate when it is necessary to maintain 
an essential engineering, research, or development 
capability to be provided by an FFRDC. 

120 




APPENDIX 0 - SUMMARY OF MANAGEMENT COMMENTS ON THE FINDING AND 
AUDIT RESPONSE (cont'd) 

Management comments. The Navy stated that although not 
mentioned in the comprehensive reviews, Government pay levels lag 
considerably behind the private sector, and Government officials 
are well aware of the difficulties the Government has in 
recruiting and retaining substantial numbers of individuals with 
post-masters technical degrees. The Navy stated that 
independence and objectivity are salient factors in comparisons 
of FFRDCs to private-sector firms and in-house resources. The 
Navy also stated the special competencies and capabilities were 
the important factors. In the case of CNA, these included 50 
years experience in Naval matters, familiarity with fleet 
operations, access to sensitive data, and quick response 
capability. 

Audit response. If salary levels of Government personnel 
and the need for post-masters technical degrees are reasons 
for continuing the FFRDC, then those factors should be 
documented in the comprehensive review. We have seen no 
evidence that validates the assertion that an FFRDC is more 
objective than an in-house source. CNA depends on the Navy 
as its primary source of funding, and such dependence will 
always affect objectivity to some degree. Further, the 
relative significance of the need for independence and 
objectivity applies equally to all potential sources. In 
1976, the Defense Science Board studied the issue of whether 
FFRDCs bring to the Government's service a quality 
impossible to obtain within the Government. The Defense 
Science Board concluded that the study and analysis FFRDCs, 
which included CNA, had no distinct differences in personnel 
characteristics and professional qualifications. The most 
recent comprehensive review for CNA did not document such a 
distinction for CNA, or why the Navy could not establish the 
capability in-house and recruit qualified personnel to fill 
the billets. In the comprehensive review for CNA, the Navy 
should have documented that 50 years experience in Naval 
matters, familiarity with fleet operations, access to 
sensitive data, and quick-response capability are factors 
that affect the analysis of non-FFRDC alternatives. 

Management comments on assessment of efficiency and 
effectiveness. The Deputy Assistant Secretary of Defense 
{Strategic and Tactical c3 ) stated that the primary sponsor 
requires each project officer to complete a three-page evaluation 
form covering numerous evaluation factors, and the primary 
sponsor believes the criteria for rating is focused and 
objective. The Navy stated that obtaining feedback from CNA 
customers was an appropriate and widely accepted method of 
determining the quality and utility of products produced. Also, 

121 




APPENDIX 0 - SUMMARY OF MANAGEMENT COMMENTS ON THE FINDING.AND 
AUDIT RESPONSE (cont'd) 

the Navy stated that the FAR was silent on a specific method for 
conducting the comprehensive review, thus determination of a 
method rests with the sponsor. 

Audit response. The performance evaluations did address 
numerous performance factors. However, the respondents did 
not use standards to assign ratings to ·the performance 
factors during the comprehensive review. After the 
comprehensive review, standards for assigning ratings to 
each performance factor were added to Electronic Systems 
Division Regulation 80-1, December 2, 1991. The use of 
these rating standards by the Office of the Deputy Assistant 
Secretary will better ensure the objectivity of future 
assigned ratings. 

We agree that the customer is the most appropriate 
individual to assess the efficiency and effectiveness of the 
FFRDC. However, the assessment conducted by the Navy did 
not identify basic information such as the time frames, the 
number or type of projects, or the costs of projects that 
were covered by the customer assessments. Also, the Navy 
did not provide any basis for the assignment of the check­
mark ratings that were made by the customers. This was the 
only assessment made during the 5-year period. Assessment 
of the efficiency and effectiveness of the FFRDC in meeting 
sponsor needs should be an on-going function conducted on a 
project or program basis. The performance measures should 
relate to goals and should be verifiable and results 
oriented. 

Management comments on assessment of FFRDC management 
controls. The Deputy Assistant Secretary of Defense (Strategic 
and Tactical c3 ) stated that subsequent comprehensive reviews 
would document controls internal to the Government and to the 
MITRE c3r Division for ensuring a cost-effective operation. The 
Navy stated that relying on the work of administrative 
contracting officers or of the Defense Contract Audit Agency in 
conducting comprehensive reviews was not prohibited. The Navy 
also stated that requiring the primary sponsor to conduct and 
document the reviews and audits done by the administrative 
contracting officers and the Defense Contract Audit Agency would 
be redundant and excessive. The Navy stated, "Though the FAR 
requires that an FFRDC submit to the sponsoring agency a plan for 
the use of its retained earnings, the FAR does not require that 
management fees be used for essential operating requirements." 
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Audit response. The FFRDC sponsor, when performing 
comprehensive reviews, should rely on external reviews, such 
as those done by the administrative contracting officers and 
the Defense Contract Audit Agency, to the extent possible. 
The Navy's most recent comprehensive review for CNA did not 
address the results of any external reviews. The results of 
all external reviews relied on should be summarized and 
documented in the comprehensive review, including the 
nature, extent, and timeliness of the reviews, reported 
results, and the status of corrective and resolution 
actions. Defense Federal Acquisition Regulation Supplement 
215.972, "Modified Weighted Guidelines Method for Nonprofit 
Organizations," requires contracting officers to consider 
whether fees are appropriate and necessary to the FFRDC. 
Based on Navy comments, we deleted the phrase "essential 
operating requirements" and included "appropriate and 
necessary to the FFRDC" in the report. Contracting officers 
should negotiate fees that take into account the non-profit 
tax status of the FFRDC and how the management fees are 
used. Also, the Senate Subcommittee on Oversight of 
Government Management report, "Inadequate Federal Oversight 
of Federally Funded Research and Development Centers," July 
B, 1992, recommended that OFPP establish Government-wide 
guidelines and criteria on reasonable and appropriate 
management fees, and that agencies require their FFRDCs to 
justify their management fees in writing and reduce any 
excessive fees. OFPP agreed with the recommendation. 

Management comments on support for justifications. The 
Deputy Assistant Secretary of Defense (Strategic and Tactical c3) 
disagreed with the report statement, "The justifications did not 
contain sufficient facts and rationale to justify the use of 
FAR 6.302-3 for sole-source awards to the 10 FFRDCs." The Deputy 
Assistant Secretary stated that competing successive 
FFRDC contracts is not necessary as long as the requirements of 
the comprehensive review are met. 

Audit response. We agree that competing successive FFRDC 
contracts is not necessary. However, to use a sole-source 
justification to avoid competing a contract, contracting 
officers must sufficiently document the rationale for making 
the sole-source award decision. 

Manaaement comments on future awards. The Deputy DDR&E 
suggested the paragraph "Future awards," be deleted, and stated 
the cost in terms of dollars and disruption of doing an 
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unscheduled comprehensive review before assigning any future 
tasks would be unjustifiable. The Navy stated that FFRDCs are 
exempt from competition once the Government establishes a 
continuing need for the services of the FFRDC. The Navy stated 
that the Government is well served by its use of FFRDCs and that 
the current austere budget climate necessitates greater reliance 
on FFRDCs. 

Audit resoonse. We revised the report and related 
recommendation because DoD sponsors either started new 
comprehensive reviews in FY 1993 or planned to start the 
reviews in FY 1994 for the 10 DoD-sponsored FFRDCs. 

Manaaement comments on effect of sole-source contracts. The 
Deputy Assistant Secretary of Defense (Strategic and Tactical c3 ) 
stated that sole-source contracts do not deny establishment of 
in-house capability provided that establishment of a fully 
equivalent capability is a viable option. The Deputy Assistant 
Secretary further stated that FFRDCs complement in-house 
capability, and that the FFRDC program would adapt to changes in 
the in-house capability. 

The Navy stated it did not prepare a cost comparison on field 
analysts for CNA because the Navy opposes the premise that 
retaining the CNA field program was solely a matter of cost and 
because the report does not address the assumptions used to 
derive the dollar amounts reported. 

Audit response. Comprehensive reviews should identify 
specific long-term requirements that FFRDCs will perform and 
should assess the feasibility of meeting these requirements 
with in-house personnel or with contractor support. The 
comprehensive reviews did not adequately define the work 
requirements or the relative merits of the non-FFRDC 
alternatives. 

The Navy comprehensive review of CNA should have described 
the requirement for the field analysts and should have 
assessed the cost of in-house performance. We believe in­
house performance is a viable alternative for performing the 
field program requirement. Further, the Navy comments 
indicate the field program is a critical factor in the 
successful accomplishment of CNA's overall study and 
analysis mission, but there was no documentation of this 
statement in the comprehensive review. We further clarified 
the basis for the cost comparison of CNA field analysts 
versus in-house personnel and reduced our estimated 
reduction of costs from $7.8 million ($3.9 million per year) 
to $6.2 million ($3.1 million per year). 
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Management comments on internal controls. The Deputy 
Assistant Secretary of Defense (Strategic and Tactical c3 ) 
disagreed with the audit determination of an internal control 
weakness. The Deputy Assistant Secretary stated that all 
regulatory requirements were complied with in renewing contracts 
or sponsoring agreements with the FFRDCs. The Deputy Assistant 
Secretary also stated a comprehensive review was completed before 
signing a sponsoring agreement in January 1991 for the MITRE c3I 
Division FFRDC. Further, a Joint Users' Committee was formed to 
recommend ceiling allocations, to provide policy oversight as to 
the appropriateness of work assigned to the MITRE C3 I Division, 
to assess program priorities, and to assess cost reasonableness 
and value of services provided by the MITRE c3 r Division. 

The Navy stated no problem existed with internal controls and 
that program, contract, and staff officials worked closely 
throughout the contract renewal process. Further, the Navy 
stated that the Principal Deputy Assistant Secretary of the Navy 
(Research, Development, and Acquisition) and the Assistant 
Secretary of the Navy (Research, Development, and Acquisition) 
were kept apprised, through verbal briefings, of the progress of 
the contract renewal. 

Audit response. The audit report and management comments 
state that documenting comprehensive reviews needed 
improvement. However, sole-source justifications were 
certified as accurate by contracting officials and approved 
by senior acquisition officials, and contracts were awarded 
before the comprehensive reviews were completed to support 
the decisions on the continued need for FFRDC relationships 
and to support the use of statutory exemptions from 
competition. 

Adequate internal controls existed. However, the controls 
were not followed before award of the contracts. We 
identified and reported what met the regulatory criteria for 
a material internal control weakness. The DoD activities 
have the responsible officials for determining whether and 
how to report the identified weakness in controls. 
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Recommendation 

Reference 
 Description of Benefits 

Amount and/or 
Type of Benefit 

1. Program Results. Improves 
compliance with OFPP 
policy by performing 
comprehensive reviews 
required by OFPP and the 
FAR. Also improves 
internal controls. 

Nonmonetary. 

2. Program Results. Precludes 
award or extension of 
contract until adequate 
justifications are prepared. 

Nonmonetary. 

3. Economy and Efficiency. 
Uses less costly in-house 
personnel instead of FFRDC 
contract personnel. 

Funds put to 
better use of 
$6.2 million.* 

*Consists of Navy research, development, test, and evaluation 
funding of $3.1 million during FY 1994 and $3.1 million during 
FY 1995. 

127 




APPENDIX S - ACTIVITIES VISITED OR CONTACTED 


Office of the Secretary of Defense 

Director of Defense Procurement, Washington, DC 
Director, Defense Research and Engineering, Washington, DC 
Assistant Secretary of Defense (Command, Control, Communications, 

and Intelligence) , Washington, DC 
Assistant Secretary of Defense (Production and Logistics), 

Washington, DC 
Assistant Secretary of Defense (Programs, Analysis, and 

Evaluation), Washington, DC 
Director, Acquisition Policy and Program Integration, Under 

Secretary of Defense for Acquisition, Washington, DC 
Director of Net Assessment, Under Secretary of Defense for 

Policy, Washington, DC 
Director, Defense Acquisition Regulations Council, Arlington, VA 

Department of the Army 

Director of the Army Staff, Washington, DC 
Army Materiel Command, Alexandria, VA 

Army communications-Electronics Command, Ft Monmouth, NJ 
Army Concepts Analysis Agency, Bethesda, MD 
Defense Supply Service-Washington, Washington, DC 

Department of the Navy 

Assistant Secretary of the Navy (Research, Development, and 
Acquisition), Washington, DC 

Chief of Naval Operations, Washington, DC 
Chief of Naval Research, Arlington, VA 

Department of the Air Force 

Deputy Chief of staff for Plans and Operations, Washington, DC 
Air Force Materiel Command, Wright-Patterson Air Force Base, OH 

Electronics Systems Center, Hanscom Air Force Base, MA 
Space and Missile Systems Center, Los Angeles Air Force 

Base, CA 
Air Force Off ice of Scientific Research, Bolling Air Force Base, 

Washington, DC 

Defense Agencies 

Advanced Research Projects Agency, Arlington, VA 

Non-Defense Federal Organizations 

Off ice of Management and Budget, Washington, DC 
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Non-Government Activities 

Aerospace Corporation, Los Angeles, CA 
Arroyo Center, RAND Corporation, Santa Monica, CA 
Center for Naval Analyses, Alexandria, VA 
Institute for Advanced Technology, Austin, TX 
Institute for Defense Analyses, Alexandria, VA 
Lincoln Laboratory, Massachusetts Institute of Technology, 

Lexington, MA 
Logistics Management Institute, Bethesda, MD 
MITRE Corporation, Bedford, MA 
National Defense Research Institute, RAND Corporation, 

Santa Monica, CA 
Project AIR FORCE, RAND Corporation, Santa Monica, CA 
Professional Services Council, Washington, DC 
Software Engineering Institute, Carnegie-Mellon University, 

Pittsburgh, PA 
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Off ice of the Secretary of Defense 

Under Secretary of Defense for Acquisition and Technology 
Director of Defense Procurement 
Director, Defense Research and Engineering 
Comptroller of the Department of Defense 
Assistant Secretary of Defense (Command, Control, 

Communications and Intelligence) 
Assistant Secretary of Defense (Program Analysis and Evaluation) 
Deputy Under Secretary of Defense for Logistics 

Department of the Army 


Secretary of the Army 

Assistant Secretary of the Army (Research, Development, 


and Acquisition) 
Assistant Secretary of the Army (Financial Management) 
Commander, Army Materiel Command 

Commander, Communications-Electronics Command 
Director, Defense Supply Service-Washington 
Auditor General, Department of the Army 

Department of th.e Navy 


Secretary of the Navy 

Assistant Secretary of the Navy (Research, Development, 


and Acquisition) 
Assistant Secretary of the Navy (Financial Management) 
Chief of Naval Research 
Auditor General, Naval Audit Service 

Department of the Air Force 

Secretary of the Air Force 
Assistant Secretary of the Air Force (Acquisition) 
Assistant Secretary of the Air Force (Financial Management and 

Comptroller) 
Commander, Air Force Materiel Command 

Commander, Electronics Systems Center 
Commander, Space and Missile Systems Center 

Auditor General, Air Force Audit Agency 

Defense Agencies 

Director, Advanced Research Projects Agency 
Director, Defense Contract Audit Agency 
Director, Defense Logistics Agency 
Director, National Security Agency 
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Non-Defense Federal Organizations 

Office of Management and Budget 
National Security and International Affairs Division, Technical 

Information Center, General Accounting Office 

Chairman and Ranking Minority Member of Each of the Following 
Congressional committees and Subcommittees: 

Senate Committee on Appropriations 
Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 
Senate Subcommittee on oversight of Government Management, 

Committee on Governmental Affairs 
House Committee on Appropriations 
House Subcommittee on Defense, Committee on Appropriations 
House Committee on Armed Services 
House Committee on Government Operations 
House Subcommittee on Legislation and National Security, 

Committee on Government Operations 
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Director of Defense Procurement 

Deputy Director, Defense Research and Engineering 

Deputy Assistant Secretary of Defense (Strategic and 
Tactical c3 ) 

Office of the Assistant Secretary of Defense (Production 
and Logistics) 

Department of the Army 

Department of the Navy 

Department of the Air Force 

Director, Advanced Research Projects Agency 
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.~ 

OFFICE OF THE UNDER SECRETARY OF DEFENSE 

WASHINGTON, DC 20301 ·3000f~I 
__. 

.NAY 26. 1993 
ACQUISITIC>fol ' 

DP (DAR) 

MEMORANDUM FOR DIRECTOR, CONTRACT MANAGEMENT DIRECTORATE, INSPECTOR 
GENERAL, DEPARTMENT OF DEFENSE 

THROUGH: CHIEF, CONGRESSIONAL ACTIONS AND INTERNAL REPORTS 

SUBJECT: 	 Draft Audit Report - Sole-Source Justifications for 
DoD-Sponsored Federally Funded Research and Development 
Centers (Project No. lCH-5012.02) 

This responds to your request for comments on recommendation 4 of 
the draft audit report. You recommend that the Defense Federal 
Acquisition Regulation Supplement (DFARS) be revised to require the 
renewal of contracts with DoD Federally Funded Research and 
Development Centers (FFRDCs) to be publicized in advance. You 
included proposed DFARS language in Appendix Q of the report. 

We do not agree that this revision is appropriate. We are 
permitted by 10 U.S.C.2304(c) (3) to use other than competitive 
procedures in contracting with a particular FFRDC to establish or 
maintain an essential engineering, research, or development 
capability. Further, 41 U.S.C. 416(c) (2) exempts these type 
contracts 	from the requirement for publication in the Commerce 
Business Daily. 

OFPP Policy Letter 84-1 encourages the concept of establishing 
and maintaining long-term FFRDCs to provide the continuity necessary 
to attract high-quality FFRDC personnel. By memorandum dated 
September 16, 1992, OFPP reaffirmed its position that FFRDC 
contracts are intended to be long-term, but emphasized the 
importance of conducting adequate market analyses prior to renewing 
FFRDCs. Market analysis is essential to determine whether the 
unique FFRDC relationship is still needed, or whether the 
marketplace has changed to the extent that competition should be 
sought. 

Thank you for the opportunity to comment on the draft report. 

Eleanor R. Spector 
Director, Defense Procurement 
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DEPUTY DIRECTOR, DBFENSB RESBARCB Alf1> BNGINBBRING COKMBNTS 

OFF'ICE CW THE DIRECTOR M 
DEFENSE RESEARCH AND ENGINEERING 

WASHINGTON. DC 20301·3030 

MEMORANDUM FOR THE INSPECTOR GENERAL 

SUBJECT: Review of the Draft Audit Report on Sole-Source 
Ju•tification• for DoD-Sponsored Federally Funded 
Research and Develop•ent Center• (FFROCs) (Project No. 
lCH-5012.02) 

I have reviewed the •ubject report, and I agree with the 
need for •trenqthened FFRI>C aanage..nt and better dOCUJ1entation 
to support decisions relatinC) to FFRDCa. It is for this rea•on 
that ve issued and are iapl..enti"'CJ the DoD FFRDC Manageaent
Plan. I aa concerned, however, with your interpretation of the 
Office of Federal Procureaent Policy (OFPP) letter 84-1 and the 
Federal Acquisition Regulation (FAR), and I cannot concur with 
your propo•ed changes to the FAR. 

I believe that the DoD is in coapliance with OFPP Policy
letter 84-1 and the FAR, and that the FAR i• in coapliance with 
the Coapetition in Contracti"'CJ Act. I agree, however, that there 
aay be instance• in which DoD did not adequately docwaent actiona 
to •upport decieiona regardi"'CJ continuation of FFRI>Ce. Thie is 
an area that is -phaahed in the DoD FFRDC Manageaent Plan and 
i• receiving increased attention. 

Our specific com:aents are attached. The DDR•E point of 
contact for this effort is Mr. Robert Havey, vho can be contacted 
at (703) 756-8969. 

J w::(~! sky 
y3.r 

Defense ....arch ' En4)ineeringAttachaente 

137 


http:lCH-5012.02


DEPUTY DIRECTOR, DIFBNSI RESEARCH AND INGINBBRIMG COMXBNT8 (cont'd) 

COKMEHTS Oii 
TH! INSPECTOR GENERAL'S DRAFT AUDIT REPORT 

ON SOLE-SOURCE JUSTIFICATIOMS 
FOR DoD-SPONSOUD 

FEDERALLY FUNDED RESEARCH AND DEVELOPMEMT CENTERS 
(PROJECT NO. lCH-5012.02) 

COMMENTS ON IG RECOMMENDATIONS 

Page 15, Reco ..endation 1.a: Partially Concur. In accordance 
vith the DoD FFRDC Manageaent Plan, co•prehenaive reviews 
addressing the criteria contained in Office of federal 
Procurement Policy (OFPP) Policy IAtter H-1 and FAR 35.017 are 
being accoapliahed for all DoD FFRDCa, unlHs a review was 
coapleted since January 1, 1990 (Mitre and CHA coae under thi• 
exception) • 

Page 15, lleco ..endation 1.b: Partially Concur. The new 
ooaprehenaive reviews will address the CJUidelinea specified in 
OFPP Policy Letter 14-1 and FAR 35.017-4. We nonconcur with th• 
part of this reco..endation that proposes additional review 
requireaent• not included in the Policy Letter or the PAR. 

Page U, Reco..endation l.c: Nonconcur. There is no support for 
this recouendation in law or regulation. 'l'h• Coapetition in 
Contracting Act clearly exeapta nonco•petitive FFRDC acquisition
fro• th• requireaent for pre-award synopsis in the co..erce 
Business Daily (CBD) (Section 41 u.s.c. 416(c)(2)). Thia 
atatutory exemption 1• iapleaented by FAR 5.202(a)(10). 

Page U, Reco..endation 1.d: Concur. The FFRDC Manage•ent Plan 
requires coaprehensive reviews of the need for an FFRDC before 
its contract is renewed. 

Page U, Reco..endation 2: Partially Concur. Ve agree vith the 
need to perform co•prehenaive reviews prior to th• award of a new 
contract. However, to delay th• exercise of options or 
aodifications to ongoift9 P'FRDC contracts would be disruptive to 
the ongoing work of fFRI>Ca and their sponsors. Such disruptions
could only be juatified if there were reaaon to believe that a 
review vould not justify continued sponsorship of the P'FRDC. 

Page 16, Reco..endation 3: Nonconcur. We support the Navy'•
position that it would not be cost effective for the 1favy to 
replace CNA'• infrastructure with ita own. 
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DEPUTY DIRECTOR, DEFBNSB RESEARCH AND BNGINBBRING COMMENTS (cont'd) 

fa9e 11, aeco...ndation 41 lfonconcur. •• aupport. th• reaponee
provided by th• Director, Defense trocuraaent. -We do not aqrff
that thi• reviaion i• appropriate. We are peraitted by 10 0.1.c. 
2304(c)(3) to use other than coapetitiv• procedure• in 
contracting vith a particular FFRDC to aatabliah or aaintain an 
••••ntial enginearincJ, reaearch, or develop..nt capability.
FUrther, 41 u.s.c. 416(c)(2) exeapta th••• type contract• frOll 
th• requirement for publication in th• co..erce Buainess Daily.• 

GENERAL COMMENTS 

Ne believe that we are in co•pliance with OFPP Policy Letter 
14-1 and th• FAR with respect to full and open competition for 
FFRI>Ca. Th• applicable aection• are quoted below: 

(1) 	 FAR 6. 302-3 •tat•• •run and open coapetition need not 
be provided for when it ia necessary to award the 
contract to a particular aource or sources in order 
(i) ••• , or (ii) to establish or aaintain an essential 
en9ineerincJ, research, or developaent capability to be 
provided by an educational or other nonprofit
inatitution or a federally funded research and 
developaent center.• 

(2) 	 OFPP Policy Letter 84-1 Paragraph 6.c stat.. •When 
FFRDC• are established, loncJ-t•ra Governaent 
relationships are encoura9ed in order to provide th• 
continuity that will attract high quality personnel to 
the rFRDC.• 

(3) 	 FAR 35.017(4) atatea •Long tera relationships between 
the Government and rFRDCs are encoura9ed in order to 
provide the continuity that will attract high quality
personnel to the FFRDC.• 

FAR 35.017-4 which is the basia for aany of the objectiorw

raised by draft report was not in effect in ti:ae to affect th• 

current contracts. 


SPECIFIC COMMENTS 

Page 	ii, •Audit Results•: Delete all but first sentence. 

Reason: Thie paragraph aakes three assuaptiona: (1) tbe 
comprehensive review aust be docu.ented in a •incJle report and 
this report. i• th• only docuaentation of the need and 
effectiveness of tbe FFRDC, (2) justifications for other than 
full and open coapetition are based on the current contractor 
beilWJ the only responsible source, and (3) the origination of the 
contrac:t is th• only tiae at vhicb a sole source justification i• 
required. None of these H•Wlptiona is true: (1) tb• prograa 
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DEPUTY DIRECTOR, 
 DEFENSE RESEARCH AND ENGINEERING COMMENTS (cont'd) 

dOCUJ1entation for aoat FFRDC• include• an acqul•ition plan and 
other deacriptive docuaentation which au•t be approved by aenior 
•anageaent, and aenior aanageaent participate• in the ateerirMJ 
9roupa for all FFRDCa; (2) juatification for a aole aourc• award 
of a contract to continue an FFRDC ia based on th• need for th• 
FFRDC and th• perfor11ance of th• current FFRDC contractor; and 
(3) all tasks asaigned to an FFRDC •u•t be juatlfied aa bein9 
appropriate for perfor11ance by that FFRDC. 

Page ii, •summary of Reco..endatlona•: Rewrite thi• paragraph to 
atate th• need for •ore thorough docwaentation and delete all 
other coament• in this paragraph. 

Reason: Validation of the coapetitive environaent ia not 
required for th• contract• that establish FFRDC capabilitiea; the 
coaprehenaive reviews in question were done; if the intent i• to 
reduce the cost of aervicea to th• 9overnaent, the curtailaent of 
contract actions will be counterproductive; replaceaent of CHA 
analysts with in house personnel i• not cost effective; and the 
proposed change to th• FAR i• not appropriate. 

Pa9• 7, lat Paragraph: Delete all but lat sentence. 

Reason: Although ve agree that documentation to support
decisions regardirMJ FFRDC• should be iaproved, the existirMJ 
dOCUllentation coapli•• with th• OFPP Policy Letter 14-1 or 
FAR 35.017 dependirMJ on when the review waa done (FAR 35.017 ia 
slightly •ore atrirMJ•nt and did not take effect until March 
1991). Stateaenta rec)ardirMJ reviews •done late or not at all• 
neglect the SteerirMJ Group aeetings and dOCUJ1enta such a• 
acquiaition plans that were prepared to support approval of 
contract award. Th• stateaent regarding senior official• not 
exercising supervisory authority doe• not take into account the 
involveaent of these senior official• in the oversight of the 
FFRDC•. Th• stateaent regardincJ validity of the reasons used to 
juatify the aole-source contract• doe• not follov froa what was 
presented before. Restriction of coapetition froa private sector 
firllS should not be an iasue r99arding continuation of an FFRDC 
capability; FAR and CICA specifically ex..pt FFRDC• froa 
coapetition. The criteria for continuation of an FFRDC are the 
need for th• FFRDC and the efficiency and effectiveness of tbe 
existing FFRDC contractor. Th• stateaent r99ardi1'l9 replaceaent
of CMA analysts with Navy eaployee• should be deleted or included 
as a separate findincJ. 
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DEPUTY DIRECTOR, DEFENSE RESEARCH AND ENGINEERING COMMENTS (cont'd) 

Pa9e I, •sufficiency of Review• and Juatificationa•: Rewrite 
thia para9raph to ahov that th• aajor veakn••• in the review• vaa 
that they did not addreaa internal control• and coapliance of the 
aponaorin9 agreeaent with FAR 35.017-1. 

Rea•ona The review• vere written aa pr~aa evaluations, not aa 
evaluation• of the contractor'• operation. Review of the 
apon•orin9 agreeaent ia a new requireaent. Future revieva, 
includi"9 those in procesa will addresa internal controls and the 
aponaori"9 agreeaent. 

Page 9, •Requirem~nta for FFR.DCa•: Delete this paragraph. 

Reason: FFRDC sponsor• cannot and ahould not atteapt to 
overspecify research, particularly years in advance in areas of 
fast chan9ift9 international policy or rapidly advancinCJ 
technology. OFPP Policy IAtter 84-1 specifically includes quick 
response to user requirement• aa a characteristic of FFRDCa. 

Pa9e t, •Alternative Contractor and Governaent sources•: Delete 
this paragraph. · 

Reason: There is no requireaent that the current FFRDC 
contractor be the only source for the FFRDC capability.
Alternative aources should be considered for individual taska. 

Page t, co..erce Buainess Daily Synopsea: Delete all paragraph•
relatir19 to CBD aynopsea. Synopsea are published at the 
discretion of the Priaary Sponaor and th• contractir19 officer in 
circuastances vhen the publication of a aynopsia aay benefit the 
9overnment. 

Reason: FAR 5.202(a)(10) exeapta renewal of FFRDC contract• froa 
the requireaent for a CBD synopaia. 

Pa9e 10, Paragraph beginnin«J •None of the reviews ••• •: Delete 
thb paragraph. 

Reason: The juatification that only one aource can accoapliab
the sponsor'• individual task requireaents la different fro• that 
used to justify entire FFRDCa. FFRDCs are justified on the bads 
of aaintaini"9 a capability. The proposed change to the FAR or 
Defense FAR Suppleaent (DFARS) ia not appropriate. Tb• 
exemptions granted FFRDCa are appropriate aa 10119 as the J'FRDCa 
are justifiable. The proposed char19es would undermine the 
ability of the DoD to keep needed capabilitiea in place. 
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DEPUTY DIRECTOR, DBFENSI RESEARCH AND BNGINBBRING COMMENTS (cont'd) 

Page 13, •ruture Awarda•: O.l•t• thi• par•CJraph. 

Reaaon: FFRI>C contracta are in accordance wi·th the FAR, and 
coaprehenaive reviews are accomplished prior to their renewal. 
Each task added to an FFRDC contract auat be justified aa 
appropriate to perfonanc• by an rnmc. Th• coat in teraa of 
dollar• and diaruption of doing an unscheduled comprehensive
review prior to aaai9nin9 any future task• would be 
unjuatifiable. 
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DEPUTY DIRECTOR, DEFENSE RESEARCH AND ENGINEERING COMMENTS (cont'd) 

COMMENTS ON APPENDIX G, SUMMA.RY or REVIEWS AND JUSTIFICATIONS 

Page 45, Appendix G: Delete this table. 

Reason: This table indicates a fundaaental aisunderstandif\9 of 
PFRDCs on the part of th• auditors and presents a distorted 
picture of the adequacy of the comprehensive reviews and 
justifications. Mission requirements are addressed in the FFRDC 
charter or sponsorin9 agreement. Alternative sources were 
considered either in the comprehensive reviews or other 
docUJDentation in the procurement package. There is no 
requirement for a synopsis. Efficiency and effectiveness was 
addressed in all of the reviews. Compliance with FAR criteria 
was not required to be addressed when th• reports were vritten. 
The only aajor deficiency was that none of the reviews directly
addressed internal controls. 

COMMENTS ON APPENDIX H REGARDING RAND NORI 

Page 57, paragraph beginning •The Air Force and the Aray ••• •: 
Delete the last sentence. 

Reason: That the criteria are subjective does not aean that they 
are incorrect. Many of the studies that are perforaed by FFRDCs 
are inherently subjective. Designing quantitative criteria would 
often simply quantify subjective arguments without adding to 
their validity. 

COMMENTS ON APPENDIX I REGARDING IDA 

Pages 61 throu9h 66: Delete the entire discussion regarding the 
CBD synopsis and the responses to the synopsis. 

Reason: The synopsis CBD is not required, and the responses to 
the synopses were handled as any siailar responses on a non-FFRDC 
contract would have been handled. DSS-W responded properly to 
the contractors that expressed interest in the solicitation. It 
should also be noted that none of the nine co1111ercial 
organizations submitted a formal protest. 

Page 66, last paragraph: Delete this paragraph. 

Reason: The •ultiple functions being performed by the Director, 
DoD FFRDC P1:09ra111s does nothin9 but show the workload for this 
position. The Goverrunent paid rent for the office space at IDA, 
and the Director, DoD FFRDC Proqrams is no longer located at IDA. 
The accusation that the data call meaorandua was structured to 
obtain only positive co111111ents is not supported anywhere. 
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DEPUTY ASSISTANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS 

-· 

. 

. 

OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE

WASHINGTON. DC 20301 ·3040 

19 Kay 1993 8 
MEMORANDUM FOR THE DIRECTOR, CONTRACT MANAGEMENT DIRECTORATE, 

OFFICE OP TBE DOD INSPECTOR GENERAL 

SUBJECT: Draft Audit Report on Sole-Source Justifications for 
DoD-Sponsored Federally Funded Research and Development 
Centers (Project number lCB-5012.02) 

As requested in your memorandum of March 23, 1993, we have 
reviewed the subject DoD Inspector General draft audit report. 
Our conunents that address each recommendation are provided in 
TAB A, attached. TAB B provides 9eneral comments on the findin9s 
included in Part II. TAB C provides specific comments pertaining 
to the 1990 MITRE ClI FFRDC reali9nment included in Appendix M. 

The audit report's narrative used in Appendix M describing 
the February 7, 1991, Comprehensive Review for MITRE's ClI FFRDC 
does not accurately portray the scope or extent of the review the 
Primary Sponsor conducted. As discussed in TAB c, the •Analysis 
of the 1990 realignment and contract• on page 88 contains informa­
tion which may not be fully supported by the facts. It ls 
su9gested that you re-evaluate that portion of the report and make 
necessary chan9es as appropriate in Appendix M and the corres­
ponding paragraphs in PART II of the report. 

In summary, I believe that the 1990 MITRE realignment
strengthened the internal control procedures relating to senior 
DoD mana9ement oversi9ht of the MITRE ClI FFRDC. The procedures
initiated by the Primary Sponsor and the Sponsors (Air Force and 
Army) after the 1990 MITRE realignment are much more restrictive 
than the management and oversight requirements included in the 
August 14, 1992, DoD FFRDC Management Plan. 

uinn 
Deputy Assistant Secretary of Defense 

(Strategic and Tactical Cl) 

Attachments 
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DEPUTY ASSXSTANT SECRET.ARY OF DEPENSB (STRATEGXC AND TACTXCAL C3) 
COMMENTS (cont'd) 

TAB A 

OASD(ClI) COMMENTS OH TllB RECOMMENDATIONS 

CONTAINED WITHIN THE DRAPT AUDIT REPORT ON SOLE-SOORCE 


JUSTIFICATION FOR DOD-SPONSORED PPRDCa 


RECOMMENDATION flAa We recommend that DDR5B direct DoD sponsors
for all PPR.Dea to prepare new comprehensive reviews. 

OASD(CJI) Responses Concur 

The Primary Sponsor of the MITRE ClI FFRDC (OASD(ClI)) has 
already initiated an effort to prepare a new Comprehensive Review. 
The estimated completion date is June 15, 1993. 

However, it should be noted that prior to signature of the 
MITRE ClI FFRDC Sponsoring Agreement dated February 11, 1991, the 
Primary Sponsor completed a Comprehensive Review in accordance 
with the provisions contained within OFPP Letter 84-1 and Section 
35.017-4 of the Federal Acquisition Regulation (FAR). As a result 
of this Review, a positive determination was made on the 
continuing need for the MITRE ClI FFRDC. This determination was 
approved by the ASD(ClI) when he signed the Sponsoring Agreement.
Results of the Comprehensive Review were adequately documented in 
a February 7, 1991 Memorandum for the Record. Exception ia taken 
to the wording in Appendix M (page 86-2nd paragraph) that implies 
a staff assistant in the OASO(ClI) prepared the Comprehensive
Review without any higher level review or approval. 

RECOMMBNDATION tlBa We recommend that DDR5B require the DoD 
sponsors for all PPR.DC to document in the reviews 5 specified
items (see page 15 and 16 of the draft audit report). 

OP.SD(ClI) Responses Partially Concur 

The new MITRE ClI FPRDC Comprehensive Review will address all 
of the items specified in OPPP Policy Letter 84-1 and Section 
35.017-4 of the FAR. We nonconcur with this recommendation to the 
extent you are proposing additional requirements not currently
included within the Policy Letter or the FAR. In addition, we 
take exception to your finding (page 7-lst paragraph) that states 
•noo sponsor comprehensive reviews did not meet OFPP Policy Letter 
84-1 and PAR 35.017-4 requirements• for any of the 10 DoO 
sponsored FFRDCs. This is not an accurate statement in the case 
of the MITRE ClI FFRDC. Your staff was provided with ample
documentation for both the 1988 Air Force and 1991 OASD(ClI) 
Comprehensive Reviews for the MITRE ClI FFRDC that met the full 
spirit and intent of the PAR and OFPP Policy Letter. Further, a 
requirement does not currently exist that an all-inclusive single
document entitled •comprehensive Review• be prepared. 
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DEPUTY ASSISTANT SECRETARY OP DBPENSB (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TAB A 

RBCOMMBNDATIOH flCa Ne reccmmend th•t DDRU require the sponsors 
to publish advance notices of intent in the Comaerce Business 
O.ily and to perfora market surveJ• to valiute thAt • sole-source 
Avard is warranted because compel tion is infeasible. 

OASD(ClI) Responses Jlonconcur 

We believe that the unique st•tus of FFRDCs makes this 
recommendation totally illoqical. There ii no support for thi• 
recommendation in law or r~ulation. The Competition in 
Contracting Act (CICA) clearly exempts noncompetitive FFRDC 
acquisition from the requirement for Commerce Business Daily (CBD)
synopsis (see 41 o.s.c. 416(c)(2)). In addition, Section 
5.202(a)(l0) of the PAR provides specific regulatory exemption for 
this requirement. Section 5.205(b) requires placing advance 
notices in the CBD only when establishing a new FFRDC or when 
changing the basic purpose and mission of an existing FFRDC. No 
such notice is required for •other than cOllllllercial or commercial­
type products.• Although the draft audit report acknowledges the 
existence of these and other FAR cites, their intent is ignored. 

The stated objectives of this audit werez (l) to determine 
whether DoD sponsors were performing adequate reviews of the need 
for their FFRDCs: and (2) to determine the adequacy of the sole­
source renegotiation justifications for the PFRDC contract•. 
These objectives are, in reality, complex policy questions that 
can only be answered after addressing a basic assumption about the 
nature of PFRDCs. That assumption ls that PPRDCs are a vbollJ 
unique type of national resource that are deliberately protected
frOll normal competitive pressures. This asswnption is not 
addressed in the audit report, yet this assumption is well 
established by law, regulation, and decades of government
practice. Accordingly, we believe that this is a serious flaw 
that diminished the usefulness of the audit report. Accordingly,
it ls recommended that the audit report be revised to address the 
following three lteasa (1) the unique nature of the type of 
support that PPRDCs provide, (2) that PPRDCs are intended, by
policy and law, to be organizations with a unique relationship to 
the government; and (3) that a sole-source contracting decision is 
an inherently 109ical result of the decision to maintain 
sponsorship of these unique organizations. The emphasis on 
competition inherent in this recommendation supports the OASD(ClI)
position that a decision to continue sponsorship of an PFRDC ls 
not severable from the decision to sole-source an existing PFRDC. 

The MITRE c>I PFRDC was created to support the DoD in dealing
with complex CJI technological systems engineering problems as 
they relate to the most critical aspects of national security
policy. The draft audit report does not recognize that providing
on-going support to the government on the 110st complex c>I issues 
relating to national security is fundamentally different froa the 
type of support provided by typical service contractors. 
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DEPUTY ASSISTANT SECRETARY OF DEFENSB (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TAB A 

The PAR clearly apell out the unique relationahip that ahould 
exist between an PFRDC and the sponsoring agency. The following
la a quote from Section J5.107(a)(4) of the FARi 

•tong-tera relationahipa between the Governaent and PPRDCa 
are encouraged in order to provide the continuity that will 
attract high-quality personnel to the FFRDC. This 
relationship should be of a type to encourage the FFRDC 
to maintain currency in its field(s) of expertiae, maintain 
its objectivity and independence, preserve ita familiarity
with the needs of its sponsor(sJ, and provide a quick 
response capability.• 

Section 6.302-3 of the FAR rec09nizes the unique atatua of 
PFRDCs and allows an exception for other than full and open
competition. Section 5.202(a)(9) of the PAR peraita an award 
without synopsizing when the contracting action ia made under 
the conditions described in Section 6.302 of the FAR. The 
recommendation to require sponsors to publish sources-sought
synopsis and to perform market surveys to validate that 
competition ls infeasible. It also appears to be in direct 
contradiction to the PAR. Section 6.302-3 of the PAR 
(10 o.s.c. 2304(c)(3)J stateas 

•Full and open competition need not be provided for when it 
is necessary to award the contract to a particular source or 
sources in order to••• establish or maintain an essential 
engineering, research, or development capability to be 
provided by an educational or other nonprofit institution 
or a federally funded research and developaent center.• 

The lack of a requirement to synopsize in the Competition in 
Contracting Act is indicative of the legislative intent when 
dealing with PFRDCa. The intent for the use of Section 6.302-3 of 
the PAR was included in Senate Report 198-297, which states& 

• ••• Therefore, the COllllittee felt it vas iaperative to 
provide agency heads with a degree of flexibility to establiab 
or maintain an essential research capability, without uaing
competitive procedurea, to be provided by apecific type• of 
institution• or organizationa.• 

RECOMMENDATION tlDa We recomaend that DOR6B dlacontinue l'l"RDCa 
that cannot be adequatelJ justified. 

OASD(CJI) Responses Concur (with word change) 

We concur with this recommendation, subject to substituting
the word •primary Sponaor• instead of •ooR,£.• The Primary
Sponsor of the FFRDC haa thia responsibility per Section• 35.017-2 
and 35.017-4 of the FAR. 

l 
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DEPUTY ASSISTANT SECRETARY OP DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

UBA 

RBCOMMENDATION f2a We recommend that DDR5B, ASD(P5L), ASN(RDA),
ASAF(A), and the Director DSS-Washington not award any contracts 
or exercise any options or modifications to existing contracts 
pending the completion of an acceptable comprehensive review and a 
sole-source justification for tbe applicable PFRDC. 

OASD(ClI) Responsea Nonconcur 

We concur with the intent of this recommendation if it is to 
improve the Comprehensive Reviews to provide a better basis for 
the sole-source justifications. While the restriction on awarding 
new contracts or exercising any options or contract modification 
may be an effective motivator to complete these actions, we 
consider the restriction if applied to all modifications to 
existing contracts to be punitive. The fact that Comprehensive
Reviews were not considered adequate by the audit report does not 
constitute a willful action that requires punitive action. 

In addition, even if new contracts or options are not 
exercised until new Comprehensive Reviews are completed,
"contingent planning" for these contracts should be carried on. 
Not to do so would be placing an unreasonable burden on the entire 
FFRDC community, a burden which is not justifiable in light of the 
fact that the purpose of the whole DoD Inspector General's audit 
report is to improve a process - not to punish an entire community 
or deny DoD a source of support that its sponsors strongly endorse 
and find invaluable. 

The Primary Sponsor of the MITRE C3I FFRDC maintains a firm 
position that the 1991 OASD(ClI) Comprehensive Review was adequate
and addressed all of the mandatory requirements contained within 
both the OFPP Policy Letter 84-1 and Section 35.017 of the FAR. 
The OASD(ClI) also support the Air Force's position that their 
Comprehensive Review and sole source justification for awarding
the 1988 contract with the MITRE Corporation to operate the ClI 
FFRDC was adequate and fully complied with the requirements of the 
OFPP Policy Letter 84-1, Section 35.017 of the FAR, and the CICA. 

The decision process for determining the continued requirement
for an FFRDC is contained in the comprehensive review procedure
found in Section 35.017-4 of the PAR. It is important to note 
that the purpose of these reviews is to review the use of and 
continuing need for the PFRDC prior to extending the contract or 
Sponsoring Agreement with an FPRDC. The only alternative to 
continued sponsorship is to transfer sponsorship to another agency 
or to terminate the FFRDC. Recompetition of the contract is not 
provided as an option. Once the determination as to the use and 
continuing need for the FFRDC has been made, then a sole-source 
contract negotiated with the FPRDC is appropriate. The direct 
relationship to a sole-source contract with a FFRDC once 
sponsorship has been determined is supported by the unambiguous
language in Sections 6.302-3(a)(2)(ii) and (b)(2) of the PAR. 
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DEPUTY ASSISTANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TAB A 

R.BCOMMENDATION fls We rec0111111end that ASN(RDA) perfora the 
required cost analyses and prepare tbe budget docuaents to replace
the Center for Naval Analysis field analysts with less costly
in-house personnel. 

OASD(ClI) Response: No comment 

This recommendation does does not pertain to the OASO(ClI). 

RECOMMENDATION f41 We recommend that the Director of Defense 
Procurement direct the Defense Acquisition Council to add 
provisions to the Defense PAR Supplement to require the renewal 
of contracts with DoD PFRDCa to be publicized in advance. 

OASD(ClI) Response: Nonconcur 

The rationale for our nonconcurrence is included in the 
OASO(ClI) response to Recommendation l.C, above. The OASO(ClI) 
objects to setting standards to 000 different from those in the 
FAR. Further, we question whether it is appropriate for the audit 
report to establish procurement policy, as this recommendation is 
intending to do. The recommended solution to inadequate 
management attention to OFPP or FAR requirements is to strengthen 
management actions, not to create additional requirements and 
constraints. 

RECOMMENDATION ON MATERIAL PPRDC INTERNAL CONTROL WBADBSSs 

OASD(ClI) Response: Nonconcur 

With regards to the MITRE ClI FFRDC, we strongly nonconcur 
that there is a current weakness in internal control. The 
procedures initiated by the new Primary Sponsor of the MITRE ClI 
FFRDC after the 1990 MITRE realignment are much 110re restrictive 
than the management and oversight requirements included in the 
August 14, 1992 ooo FFRDC Management Plan. As the Primary Sponsor
of MITRE's ClI FFRDC, the OASO(ClI) reviews every project to ensure 
that the requirements of our Sponsoring Agreement, OMB's OFPP 
Policy Letter 84-1, and Section 35.017-4 of the PAR are complied
with. A written Comprehensive Review was prepared prior to 
approval of the Pebruary 11, 1991 MITRE Sponsoring Agreement that 
was fully responsive to all of the requirements contained within 
the OFPP Policy Letter 84-1 and Section 35.017-4 of the FAR. In 
addition, a Joint Users Committee was formed that has the 
following responsibilities: (1) recommend ceiling allocations to 
the Primary Sponsor; (2) provide policy oversight to ensure that 
all MITRE ClI FFRDC work is appropriate; (3) provide an assessment 
on the MITRE ClI FFRDC program priorities; and (4) assess the cost 
reasonableness and value of the ClI systems engineering services 
provided by the MITRE ClI FFRDC. 
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DEPUTY ASSISTANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TABB 

OASD( ClI) GENERAL -COMMENTS ON THE FINDINGS 

CONTAINED WITHIN TBB DRAP'l' AUDIT REPORT ON SOLE-SOORCB 


JUSTIFICATION FOR DOD-SPONSORED PPRDCs 


ISSUE: Findings. Page 7 of the IG report. Sponsors did not 
adequately document the basis for renewing the 10 PPRDC Sole 
Source contracts. 

Response: This is a criticism of the documentation1 it is not a 
statement that there was no basis for renewing the sole source 
contracts. OASD(C3I) acknowledges that the AF In 1988 could have 
documented the basis for renewal of the contract in more depth.
However, even without more extensive documentation, the sponsor
did establish the basis for maintaining the continuing need for 
the MITRE C3I FFRDC. As elaborated below, OASD(C3I) is in the 
process of generating an updated, more thoroughly documented 
comprehensive review (even though one was generated 2 years ago)
The Air Force and Army sole source contract justifications will 
derive substantially from this effort. Therefore, OASD(C3I) is 
positively responding to the indicated need for more thorough
careful documentation. 

ISSUE: Findings. Page 7 of IG report. Comprehensive reviews did 
not meet OPPP Policy Letter 84-1 and FAR 35.017-4. 

Response: Both OFPP 84-1 and FAR 35.017-4 list the five areas of 
review that should be included in the Government's comprehensive
review of their FFRDC. In summary paraphrasing, these five review 
requirements area 

1. Special technical needs and mission requirements
performed by FFRDC to determine if and at what level they
continue to exist. 

2. Consideration of alternative sources to meet sponsor
needs. 

3. Assessment of efficiency and effectiveness in meeting 
sponsor needs. 

4. Assessment of adequacy of the FFRDC management in 
ensuring a cost effective operation. 

5. Criteria for establishing FFRDC continues to be 
satisfied and Sponsoring Agreement meets 35.017-1. 

On 7 February 1991 OASD(CJI) in a memorandum entitled, •Review of 
DOD'S Continued Need for MITRE'S C3I FFRDC.• OASD (C3I) (TAB A)
reported on the results of the comprehensive review of the MITRE 
C3I FFRDC conducted by OASD(ClI) prior to the signing of the 
DoD/MITRE sponsoring agreement dated 11 February 1991. The 1991 
comprehensive review addressed each of the 5 areas of review cited 
above from OFPP letter 84-1 and PAR 35.017-4. In addition to the 
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DEPUTY ASSISTANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TABB 

ASD(CJI), a copy of that review was distributed to DASD(P,L), Air 
Force/ESC, Army/CECOM, DDR,E, and the DoD IG. · 

All of the requirements identified for the continued need and use 
of the MITRE CJI FFRDC were met and it was so stated in the 
comprehensive review. It was also pointed out that since the 
Primary Sponsor of the MITRE CJI FFRDC does not and will not have 

.a direct contract with MITRE, special efforts were made to assure 
that the Sponsoring Agreement between MITRE and ASD(CJI), dated 11 
February 1991 (TABB), embodied all of the mandatory requirements
relative to the need and use of the FFRDC contained in OFPP 84-1 
and the FAR. 

Since the issuance of the DoD IG Audit Report draft, OASD(ClI), in 
a spirit of cooperation with DDR'E and the DoD IG, has agreed to 
perform a new comprehensive review of MITRE even though the 91 
review satisfied 84-1 and FAR requirements. The new review is 
ongoing and is expected to be completed and approved in the 
spring of 93. It addresses each of the criteria identified above 
and will document the satisfaction of the mandatory requirements
identified in 84-1 and the FAR. 

ISSUE: Findings. Page 7 Audit Report. Sole source 
justifications contained unproven statements. Reasons used to 
justify sole source for the 10 FFRDCs were not valid. Therefore, 
competition was restricted from private sector and probably
resulted in bigher costs. 

Responses OASD(ClI) believes that the reasons used to justify
sole source for the 10 PFRDCs were valid. The fact that they were 
not well documented does not mean that the rationale was •not 
valid.• 

OASD(ClI) does not concur with the statement that competition was 

restricted from private sector and probably resulted in higher 

costs. The IG did not do an independent review of costs1 it 

appears that they may have accepted 1 or 2 data points provided by

external sources. Professional analysis would require dealing

with job comparability and value received as well as dollar coats. 


ISSOE1 Page 9 of Audit Report. Did not detail future 
requirements. 

Responses The future requirements for the MITRE FFRDC are 
documented yearly in the sponsors' requests for MITRE support and 
are contained in what is referred to as the Phase I and Phase II 
requests for MITRE support in both the ESC Regulation 80-1 and 
CECOM Regulation 70-64. 

Por each project requested by the sponsor, his Phase I/II request 
states the requirements not only for the current year but for the 
following 4 years. This has been a long standing requirement for 
the Government users of MITRE and continues to be a regulatory
CECOM Regulation 70-64 and ESC Regulation 80-1) requirement. 
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DEPUTY ASSISTANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

UBB 

Furthermore, the existing and growing need for CJI as a "force 
multiplier when faced with force reductions, for current sys·tems
modernization, dual use technology applications, and broad based 
interoperability integration efforts in support of joint
operations make the future needs for the MITRE FFRDC more 
compelling that ever. 

The OASD(ClI) agrees that future requirements should be addressed 
in a substantive way. The updated comprehensive review currently
being prepared will do so and will include a discussion and 
projection of future needs. It must be realized that detailed 
needs cannot be predicted 5 years hence with precision
particularly in these rapidly changing times. Basic needs are 
derived from increased emphasis and reliance upon CJI and on the 
key role the MITRE CJI FFRDC plays in the ClI arena. 

ISSOB& Page 11 and Appendix M, page 85, Audit Report. Although
the periodic review assessed operational efficiency and 
effectiveness, the review was not baaed on objective criteria. 

Response: The primary sponsor requires that each government
project officer annually completes a three page evaluation form 
that ranks MITRE on numerous factors, such as: (1) the quality,
value and timeliness of deliverables1 (2) an assessment of MITRE'S 
efficiency and effectiveness in meeting DOD needs1 and (3) an 
assessment of MITRE management in ensuring a cost effective 
operation. 

These assessments encompass the MITRE CJI PFRDC support of program
objectives, working relationships, project productivity, quality
of projects, project staffing, and a summary appraisal. Using
this approach (overall performance based on the total number of 
questions answered) resulted in 98.9\ of questions rated as 
"Exceptional/Always• or "Acceptable/Usually". Only 1.1\ were 
rated as "Unsatisfactory/Rarely.• Critical remarks by the 
sponsors have been taken seriously by the Army, the Air Force, the 
Primary Sponsor and MITRE and have resulted in remedial action in 
all cases where appropriate, and sponsor/MITRE dialogue to achieve 
a common understanding in those cases where remedial action was 
not appropriate (e.g., miscommunication). 

OASD(CJI) believes the criteria for rating to be both focused and 
objective. The current ongoing comprehensive review contains 
appended material that describes the actions taken by the MITRE 
(CJI) FFRDC as reported to OASD(C3I), in response to the l.l\ 
unsatisfactory ratings for FY 91. Evaluations for FY 92 are 
currently ongoing and will be completed in early summer 93. As 
importantly, the FFRDC relationship assures that there is 
continuous dialogue between sponsors and MITRE's CJI FFRDC 
concerning performance and that any issues are addressed without 
waiting for formal report card submissions. 
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DEPUTY ASSISTANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TAB B 

ISSUE: Pages 11, 12, and 85 of Audit Report. The comprehensive
review did not address controls established by t~e FFRDC to ensure 
a cost-effective operation. 

Responses This is also a criticism of process and documentation 
and does not establish that adequate controls are not in place in 
the Office of the Primary Sponsor, in the Air Force, in the Army, 
or at MITRE. 

As a general comment, both the primary sponsor and the respective
Air Force or Army sponsor monitor the C3I FFRDC program execution 
during the year to assure that the DoD is receiving acceptable
products at reasonable costs. MITRE submits detailed financial 
and manpower reports to every project on a routine monthly basis 
and costs are reviewed by both the appropriate sponsor and the 
DCAA prior to payment to the MITRE C3I PFRDC. 

The currently ongoing comprehensive review of MITRE's C3I FFRDC 
will document the controls both internal to the Government and to 
MITRE for assuring cost effective operation. A document from 
MITRE describing the controls in place to assure accurate 
accounting records; sound procurement practices; reasonable 
overhead costs; that management fees are for essential operating
requirements; and other related issues, will be appended to the 
comprehensive review. 

ISSUBa Page 13 of Audit Report. DoD sponsors should compete to 
the maximum extent possible mission requirements or technical 
needs requiring FFRDC performance. 

Justifications did not contain sufficient facts and rationale to 
justify the use of PAR 6.302.3 for sole source awards to the 10 
PPRDCs. 

Response: After an FFRDC has been competed and established, the 
PAR is very clear that it is not necessary to compete successive 
contracts in order to maintain the FFRDC as long as there is no 
change in the basic purpose, mission, and scope of that FFRDC and 
as long as the requirements of the comprehensive review are met 
(e.g., assurance of cost effective operations). That is precisely
the latter and intent of FAR 6.302.3. 

OASD(C3I) agrees that DOD sponsors should compete to the maximum 
extent possible if it is determined by DoD that a new FFRDC needs 
to be established to meet mission requirement or technical needs. 
But the FAR specifies that competition is not required in cases of 
existing FFRDCs whose mission and scope remain unchanged. 

Furthermore, with respect to maximum competition, the FAR 
Competition in Contracting Act, and DoD policy is to recognize
that special situations do exist where the Government is better 
served and it is in the public interest if formal competition is 
not required. In the case of FFRDCs, a long-term, stable 
relationship is a fundamental policy objective. FFRDCs have long 
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DEPUTY ASSISTANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TMB 

been uniformly reco9nized as national assets providin9 a national 
capabil~ty and reco9nized as being of high value, providing high
quality work, with positive evidence of the need to retain them 
even during periods of austerity. Regarding this evidence, it 
should be noted that the MITRE CJI FFRDC work is industrially
funded and, that program managers throughout the OoO continue to 
choose to use their increasingly scarcer funds to obtain MITRE 
support. The result--continuing strong demand. 

ISSUE: Page 14 of Audit Report. DoO 4502.2 CAAS states 
Government should establish in-house capability ASAP unless it 
would not be coat effective. 

Responses Sole source contracts do not deny establishment of in­
house capability: the real issue is whether or not establishment 
of a fully-equivalent capability is a viable option: FFRDCs work 
on the government side of the table complementing the in-house 
capability. If that capability were to change/increase, the FFRDC 
program would adapt. 
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DEPUTY ASSISTANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TAB C 

OMID(ClI) SPBCIPIC COMMENTS ON APPENDIX M 
CONTAINED WITBIN OP '1'BE DRAFT ADDIT REPORT ON SOLB-SOORCB 

JUSTIFICATION FOR DOD-SPONSORED PPRDCs 

ISSUE ON PAGE 881 ANALYSIS OF TBB 1990 REALIGNMENT 
The first sentence readsi •we concluded that the review 
conducted by the OASD(ClI) also did not adequately establish 
that MITRE support was the only or the most cost-effective 
source for the support services.• 

OASD(ClI) Responses This statement is inaccurate. It is not 
supported by the facts included in the Comprehensive review. 

As stated on page 4 of the 1991 Comprehensive Review, a Sole 
Source Certification Form for each project must be signed by a 
senior DoD official (i.e., flag rank or SES level) before it can 
be placed on contract. The following statements are included 
within this signed certification: •only MITRE can satisfy the 
government's requirement for this particular effort• and •There 
are no other known contractors with the experienced personnel,
technical objectivity, and necessary capabilities to perform this 
effort.• 

In addition, Page 4 of the Comprehensive review describes an 
independent assessment performed by the Primary Sponsor to ensure 
that all work is appropriate (within the FFRDC's purpose, •ission 
and general scope of effort, cost effectiveness, etc.). Six 
specific factors were listed, all of which required a favorable 
determination. As stated on page 4: 

•If a favorable determination is not made, then DoD policy
is to do the work either in-house or initiate efforts to 
award a competitive contract with for-profit contractors. 
In addition, MITRE's C3I FFRDC is not used if a government
capability exists or if industry can do the job as effectively
and without conflict of interest.• 

The above plus other safeguards described in the Comprehensive
Review and the documents it references •ore than adequately
establishes the fact that MITRE was the only effective source to 
accomplish the work. In fact, the OASD(ClI) challenges the DoD IG 
to find another FFRDC sponsor (government-wide) that does 11<>re to 
ensure that only appropriate work is assigned to their PFRDC. 

ISSUE ON PAGE 88: ANALYSIS OP TBB 1990 REALIGNMENT 
The second sentence readsa •The review did not clearly
differentiate between work appropriate for MITRE and work 
appropriate for a non-FPRDC." 

OMID(ClI) Response: This statement is not supported by the 
facts included in the Comprehensive Review. 
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COMMENTS (cont'd) 

TAB C 

As stated on page 1 of the Comprehensive review, the DoD 
Sponsoring Agreement for the MITRE ClI PFRDC was attached. 
Accordingly, the Sponsoring Agreement (even though not yet signed) 
was an integral part of the Comprehensive Review. The Sponsoring
Agreement includes a well defined statement on the purpose and 
mission of the MITRE ClI FFRDC that more than adequately allows 
proqram managers and senior management reviewers to differentiate 
between work appropriate for MITRE and work appropriate for a non­
FFRDC. In addition, detailed criteria for appropriate use of the 
MITRE ClI PPRDC is also contained within the two Sponsors
operating procedures (ESD Regulation 80-1 and CECOM Regulation 70­
64), both of which were referenced in the Comprehensive review. 

In addition, page 3 of the comprehensive review •Fates that 
•At the first Joint User's Committee meeting held on July 19, 
1990, the continued need to DoD of having MITRE's ClI FFRDC was 
reviewed in detail. The requirements for each DoD user were 
briefed, but less than half of the additional manpower requests 
were recommended for approval (i.e., only 50 of the 140 new 
requests were approved).• From this fact alone, how could the 
Joint Users Committee reject so many programs unless they had a 
statement that clearly differentiate between work appropriate for 
MITRE? 

ISSOB ON Page 88: ANALYSIS OP TBB 1990 RBALIGNMBNT 
The third sentence reads: •No market survey was performed to 
establish that alternate sources, including in-house 
personnel, could not perform the procurement requirement.• 

OASD(C3I) Response: This statement is not supported by
requirements contained within the OFPP Policy Letter 84-1 or 
the PAR or facts included within the Comprehensive Review. 

As already stated in our earlier comments on this report and 
in the Comprehensive Review, an informal market survey was 
performed on each project and a positive determination was made 
that no other source could adequately perform the procurement
requirement. 

ISSOB OH PAGE 88: ANALYSIS OP TBB 1990 REALIGNMENT 
The fourth sentence reads: •Requirements were not synopsized
in the Commerce Business Daily.• 

OASD(ClI) Response: This statement is not supported by
requirements contained within the OPPP Policy Letter 84-1 or 
the PAR or facts included within the Comprehensive Review. 
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DEPUTY ASSISTANT SECRETARY OF DEFENSB (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TAB C 

ISSUE ON PAGE 88: ANALYSIS OP THE 1990 REALIGNMEllT 
The fifth sentence reads: "Also, the cost effectiveness of 
MITRE performance versus non-MITRE sources was not formally
documented." 

OASD(ClI) Response: This statement is not supported by the 
facts included within the Comprehensive Review. 

The Comprehensive Review and the documents/meetings/program
reviews it referenced adequately established that the MITRE CJI 
FFROC was the only source DoD had to receive the required services 
and that these services were cost effective. In addition to the 
conclusions made by the Primary Sponsor and Sponsors based on 
monthly program reviews, the members of the Joint User's Committee 
also concluded in each of their three meetings that DoD continued 
to have a need for this FFROC and that the services they provided 
were cost effective, as documented in the Minutes of the November 
19, 1992 Joint User's committee meeting (a copy of these Minutes 
was provided to your staff). 

ISSUE ON PAGE 88: ANALYSIS OP THE 1990 REALIGNMEllT 
The sixth sentence reads: "The comments regarding operational
efficiency and effectiveness were mostly restatements of the 
FFRDC's special relationship and were not based on the 
evaluation of specific taskings accomplished by the MITRE CJI 
FFRDC." 

OASD(ClI) Response: This statement is not accurate and simply 
not supported by the facts included within the Comprehensive
Review. 

We strongly disagree with your position that the efficiency
and effectiveness words used within the Comprehensive review were 
mostly restatements of the FFRDC's special relationship and were 
not based on the evaluation of specific taskings accomplished by
the MITRE CJI FFRDC. Just the opposite is true. Page 4 and S of 
the Comprehensive Review included an •Assessment of the Efficiency
and Effectiveness of MITRE's ClI FFROC in Meeting DoD's Needs.• 
As stated, the evaluation addressed technical performance and 
quality of all contract deliverables, and included other factors 
such as their application and use, and responsiveness and cost 
control management initiatives of the FFRDC. The Comprehensive 
Review concluded that the analyses DoD received •under the prior 
contracts with MITRE's C3I FFRDC have been timely, concise and 
clear. This was the general consensus of the attendees at the 
July 19, 1990 Joint Users Committee meeting.• 

In addition, the Comprehensive review stated that: •Each 
project manager for each MITRE task is required to complete an 
annual MITRE Performance Evaluation report on AFSC 1416." Results 
of the PY 1990 completed evaluation forms were assessed by the 
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DEPUTY ASSISTANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

TAB C 

OASD(ClI) and used as one of the factors in preparing this section 
of th~ Comprehensive Review. 

ISSUE ON PAGE 88: ANALYSIS OP THB 1990 REALIGNMENT 
The seventh sentence reads: •No minutes were prepared to 
document the reviews and decisions of the Joint Users 
Committee at its July 19, 1990 meeting as to the need for and 
effectiveness of the MITRE ClI FFRDC.• 

OASD(ClI) Response: This is a misleading statement. 

Even though no formal document called "MINUTES• was prepared
for the July 19, 1990, meeting, the ASD(ClI) signed a memorandum 
on August 6, 1990, that summarized the decisions made during the 
Joint Users Committee (JUC) meeting. This memorandum and copies
of the viewgraphs used during the meeting documented the reviews 
and decisions of the JUC members as to the need for and 
effectiveness of the FFRDC. In addition, the ASD(ClI) memorandum 
dated August 6, 1990 stated: •eecause of ceiling growth
constraints, it was not possible to accommodate all of the 
requested increases for FY 1991 MITRE Support." As already
stated, 90 MTS requests were not recommended by the JUC members 
nor approved by the Primary Sponsor [ASD(C3Il], 

ISSUE ON PAGE 88: ANALYSIS OP THB 1990 REALIGNMENT 
The eighth sentence reads: •The review did not discuss the 
controls established by MITRE to assure cost effective 
operations.• 

OASD(ClI) Response: This is a misleading statement. 

Page 5 of the Comprehensive review included a review on the 
"Assessment of the Adequacy of the MITRE C3I FFRDC Management in 
Ensuring a Cost Effective Operation.• The Primary Sponsor's
review in these areas examined numerous items, including an 
independent assessment on the quality and use of all FY 1990 
contract deliverables. The goal was to measure their value and 
use, and thus be in a position to evaluate their cost 
effectiveness. This assessment was briefed to the Joint Users 
Committee. This briefing and other items they considered, 
provided more than an ample basis that allowed them to make the 
conclusion that MITRE services were cost-effective. 

ISSUE ON PAGE 88: ANALYSIS OP THB 1990 REALIGNMENT 
The ninth (and last) sentence reads1 Moreover, the review did 
not adequately address whether the FAR criteria for 
establishing the FFRDC continue to be met or that the 
sponsoring agreement complied with the FAR.• 

OASD(ClI) Response: This statement is simply not correct. 
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DEPUTY ASSIS~ANT SECRETARY OF DEFENSE (STRATEGIC AND TACTICAL C3) 
COMMENTS (cont'd) 

~BC 

As stated on pa9e one of the Comprehensive Review, the Under 
Secretary of Defense for Acquisition by memorandum dated February
21, 1990, desi9nated the OASO(ClI) as the new Primary Sponsor of 
MITRE's c>r PFRDC. There was no Sponsorin9 A9reement that covered 
the new Primary Sponsor prior to this chan9e in sponsorship.
Accordingly, it was impossible to certify that an existin9 
Sponsorin9 Agreement complied with the FAR. 

Page one further states that OFPP Policy Letter 84-1 and the 
FAR require the Primary Sponsor to conduct a comprehensive review 
before a contract or Sponsoring Agreement is renewed. Even though
the Primary Sponsor would never have a contract with the PPRDC 
(the Army contract was nothing more than a division of an existing
DoD/Air Force contract), the OPPP Policy Letter 84-1 and the PAR 
still require the Primary Sponsor to have a Sponsoring Agreement.
Accordingly, both a Comprehensive Review and a new Sponsoring
Agreement were prepared. As stated on page one, the new 
Sponsoring Agreement was attached to the Comprehensive Review and 
specifically stated ••• •It is now ready for signature by the 
ASD(ClI) and the President of MITRE." When the ASD(ClI) signed the 
Sponsoring Agreement, he simultaneously approved the new 
Comprehensive Review. 

Pages S and 6 of the Comprehensive Review further states that 
the new MITRE c>I FFRDC Sponsoring Agreement was fully responsive 
to all of the requirements contained within both the OFPP Policy
Letter 84-1 and Section 35.017-4 of the FAR. Therefore, to imply
that the Comprehensive Review did not address whether or not the 
Sponsoring Agreement complied with the FAR is incorrect. 

With regard to addressing the criteria for establishing that 
the FFRDC continues to exist, your attention is directed to page 2 
of the Comprehensive Review which statesa 

•The basic nature of MITRE's ClI FFRDC support to DoD users 
has not changed since the last reviews - October 1, 1985, and 
October l, 1988. The February 21, 1990, change in sponsorship
did not change the FFRDC's purpose, mission, and general scope
of effort, which continues to be to perform DoO-vide c>r 
systems engineering ••• • 

This is the same criteria used to establish the FFRDC in 1958, and 
the Comprehensive Review determined that this criteria continues 
to be satisfied. Specifically, page S of the Comprehensive review 
states: •After detailed examination and review, the OASO(ClI) has 
concluded that all of the requirements for using MITRE's c>r FFRDC 
as listed in the OFPP Policy Letter 84-1 and the FAR are being
met.• 
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July 26, 1993 

MSC 

MEMORANDUM FOR DI.RF.cTOR, CONTRACT MANAGEMENT1 OFFICE OF THE DOD 

INSPECTOR GENERAL 


SUBJECT: 	 Draft Audit Report on Sole-Source Justification for 
DoD-Sponsored Federally Funded Research and Development 
Centers (FFRDCs); Project No. lCH-5012.02 

We have reviewed the draft audit report transmitted by your 
memorandum of March 23, 1993. our understanding was that the ODDR&E 
reply would represent the OSD response, since they manage FFRDC 
Programs, 	 and certainly would represent the OUSD (A) response, of 
which the 	ASD (P,L) is a part. Therefore, our response is subsumed 
within the DDR&E reply. We agree with their comments. 

Please call Ms. Kimble Pendley at 756-2200 if you need further 
assistance. 

~:L~ 
Director 
Management Support Center 
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DEPARTMENT OP TBB ARMY COMMENTS 


DEPARTMENT OF THE ARMY 

ADMINISTRATIVE ASSISTANT TO THE SECRETARY 


WASHINGTON, D.C. 2031H10$


17 May 1993-
MEMORANDUM FOR THE INSPECTOR GENERAL, DEPARTMENT OF DEFENSE 

(AUDITING) 

SUBJECT: 	 Inspector General, Department of Defense, Draft Report 
on Sole Source Justifications for DoD-Sponsored
Federally Funded Research and Development Centers 
(Project No. 1CH-5012.02) 

This office has reviewed the subject draft report and 
c0111111ents are being provided as requested. Recommendation 2 was 
the only recommendation addressed to us, however, we believe 
comments are warranted on the remaining recommendations and 
therefore 	are being provided. 

Milton H. Hamilton 

Attachment 
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DEPARTMENT OP THE ARMY COMMENTS (cont'd) 

FINPING 

The DoD sponsors did not adequately docWllent the basis for 
renewing the ten FFRDC sole-source contracts we reviewed. The 
DoD sponsor comprehensive reviews did not meet OFPP Policy Letter 
84-1 and FAR 35.017-4 requirements, and the sole-source 
justifications for renewal of the FFRDC contracts contained 
unproven statements. Three reviews were not done, six reviews 
were done after approval of the sole-source justifications and 
were not adequate, and one review was incomplete. The inadequate
reviews and sole-source justifications occurred because senior 
officials in the OSD, the Military Departments, 81\d the Defense 
Advanced Research Projects Agency, and the responsible
contracting officers did not challenge the tiaeliness, 
completeness, and accuracy of the comprehensive reviews and sole­
source justifications. The DoD FFRDC Management Plan, which is 
being implemented, does not go far enough to correct the review 
and justification documentation problems. Thus, the reasons used 
to justify the sole-source contracts for the ten FFRDC• were not 
valid. As a result, the sole-source justifications restricted 
competition from private-sector firms and probably resulted in 
higher costs for performance of some work. Also, the Navy can 
save $7.8 million over two years by replacing Center for Naval 
Analyses field analysts with Navy employees. 

64ditional Facts: 

The assumption underlying recommendation 1. a. is that DSS-w did 
not follow the regulations, thus making award of the contracts 
invalid. The requirement for conducting a comprehensive review, 
set forth in FAR 35.017 dated March 1990, post-dated all 
currently existing contracts our agency has with FFRDCs, with the 
exception of MDA903-91-C-0006 with the Arroyo Center, awarded in 
October 1990. A comprehensive review in accordance with FAR 
35.017-4 was performed prior to award of that contract and this 
review is considered acceptable. The reviews performed on the 
other contracts conformed with OFPP Circular 84-1, the only
regulatory guidance then available. We do not believe that any
comprehensive reviews on FFRDC contracts should be required until 
the current contracts expire. All existing regulations were 
followed at time of award. Thus there is no legiti111&te legal
basis for conduct of such reviews. Clearly, initiating such 
reviews at this stage in effect stops or significantly delays
future work and would be unfair to the FFRDCs whose planning and 
staffing would be seriously disrupted. Such action also could 
adversely affect efforts required to deal with significant
defense issues on a timely basis. 
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DEPARTMENT OF THE ARMY COHHENTS (cont'd) 

In regards to recommendation 1. b. (2), we caution that 
cons~dering additional in-house staffing, in lieu of contracting
with an FFRDC, or any outside business concern, may not be a 
viable alternative. With the military and civilian drawdowns 
continuing and even accelerating, the likelihood of obtaining
additional in-house manpower to support the kinds of studies the 
sponsors need appears far from promising. 

DSS-W has serious reservations about recommendation 1. c. for 
requiring a Commerce Business Daily announcement of intent unless 
the regulations are revised to specifically provide for it. 
Although a market survey of this type is one tool which may be 
used, it is not the only one. While FAR 35.017-4 provides that 
the requirements for a comprehensive review must include, 
"consideration of alternative sources to meet the sponsors
needs," the section, in not specifying how consideration of 
alternative sources is to be conducted, provides contracting and 
program officials considerable latitude on how they will perform 
this function. 

POP IG Recommendation 2 

We recommend that the Director, Defense Research and Engineering;
the Assistant Secretary of Defense (Production and Logistics);
the Assistant Secretary of the Navy (Research, Development, and 
Acquisition); the Assistant Secretary of the Air Force 
(Acquisition); and the Director, Defense Supply Service­
Washington not award any contracts or exercise any options or 
modifications to existing contracts pending the completion of an 
acceptable comprehensive review and a sound sole-source 
justification for the applicable FFRDC. 

DSS-W Comments 

Nonconcur. As we indicated in response to recommendation 1. a. 
above, award of all of our FFRDC contracts was in accordance with 
existing requirements. Requiring a comprehensive review in the 
middle of a contract, now, when it was not originally required
constitutes drastically changing the rules and is not consistent 
with acceptable standard business practice. As noted previously,
the contract for the Arroyo Center was awarded after completion
of a comprehensive review on 7 June 1990, and should thus not 
require an additional review unless a new contract is 
contemplated. 
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DEPARTMENT OF THE NAVY COMMENTS 


DEPARTMENT OF THE NAVY 
OFFICE OF THE ASSISTANT SECRETARY 
{Rneerch, Development end Acquiailion) 

WASHINGTON, DC ~1000 

li9 AUG 1993 

Y.£MORANDUM FOR THE DIRECTOR, DEPARTMENT OF DEFENSE INSPECTOR 
GENERAL CONTRACT MANAGEMENT DIRECTORATE 

Subj: 	 DRAFT AUDIT REPORT ON SOLE-SOURCE JUSTIFICATIONS FOR 
DOD-SPONSORED FEDERALLY FUNDED RESEARCH AND DEVELOPMENT 
CENTERS (PROJECT NO. lCH-5012.02) - ACTION MEMORANDUM 

I am responding to the draft audit report forwarded by Tab A 
concerning the justifications for sole-source contract awards to 
Federally Funded Research and Development Centers (FFRDCs). 

Tab B is the Department of the Navy's (DON's) response to 
the recommendations contained in the report. Comments regarding 
internal controls raised in the introduction (Part I of the 
report) are discussed at Tab C and comments regarding the 
findings raised in Part II are at Tab D. Tab E addresses the 
specific details of the contract with the Center for Naval 
Analyses (CNA) contained in Appendix J, The comments contained 
in Tabs B through E relate only to FFRDCs in general, and CNA in 
particular. They do not address issues that pertain to FFRDCs 
that are not sponsored by the DON. 

Our response reflects the experience and frustration of Navy 
managers and "customers" interviewed by the IG auditors during 
this effort. It remains ,pparent that your auditors have not 
only failed to understand the need for our only FFRDC and how we 
manage it, but also little heeded our attempts to explain. 

~c.~ 

Edward C. Whitman 

Copy to: 
HAVINSGF.N 
NCB-53 

Tab A - DODIG Draft Audit Report of 23 Mar 93 Project No. 
lCH-5012.02 

Tab B - DON Response to DODIG Draft Audit Report 
(Recommendations) 

Tab c - DON Response to DODIG Draft Audit Report (Internal 
Controls) 

Tab D - DON Response to DODIG Draft Audit Report (Findings)
Tab E - DON Response to DODIG Draft Audit Report (Appendix J) 

Final Report 

The draft 
audit report
is not include 
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DEPARTMENT OF THE NAVY COMMENTS (cont'd) 

Final Report 

Revised 
PP. 16 and 17 

Department of the Navy Response 

to 


DODJG Draft Audit Report of March 23, 1~3 

on 


Sole-source Justification for DOD-sponsored 

Federally Funded Research and Development Centers 


Project No. ICH-5012.02 

(Recommendations) 


BECQMMENDATION la: 

We recommend that the Director, Defense Research and Engineerin& (DDR&:E) direct DOD spomors for all 
FFRDCs to prepare new comprehensive reviews. 

DON Position: Nonconcur. The comprehensive review for renewal of CNA's 
current contract was prepared in accordance with the guidance in OFPP Policy 
Letter 84-1 and FAR 3S.017-4(c) and addressed the requirements of both. 
Further, since it can take up to one year to complete a thorough comprehensive 
review, and since the next comprehensive review of CNA is intended to begin 
during the last quarter of fiscal year 1994, it would be an imprudent use of limited 
resources to conduct such a review at this juncture. We are, however, interested 
in ways to improve the review process and will consider lhe reconunendations of 
the auditors in conducting the next comprehensive review. 

R£CQMMENDATION lb: 

We recommend that the DDR&E require the DOD sponsors for all FFRDCs to document in the reviews: 

Tbe special research and development needs, the special skills mdlor capabilitiea involved ii 
meeting the needs, and the estimated e1teot of the needs. 

Tbe alternative for accomplishing the requirements, to incJude additioaal in-home mffiDs, 

cooveotiooal contracts, and other DOD and DOD·DOD FFRDCa. Tbe review sbouJd compere die 

cost to obcain support from the FFRDC venus the cost to petform the work with lldditioml 
Government personnel. 

The objective assessment or FFRDC efficiency and effectiveness in meetin1 DOD sponsor Mods, 

to include the number and dollar value of projects and proamm assessed and follow-up and 

resolution by higher-level management of all project and prosram assessments that were criCXal of 

the FFRDC. 

1be controls established by the FfRDC to ensure a cost-effective operation. At a minimum, 
reviews should address the maintenance of accurate 11CCOU.Dting records, the followinJ or IOlllld 
procuremeut practices, the reasonableness of overhad costs, and the need for management fees. 
Tbe assurances that criteria for establishing an FFRDC c:ootinue to be satisfied and that an 
adequate sponsoring agreement 111i1ts. 

DON Position: Partially concur. While we agree with the intent of the auditors 
to ensure the requirements of OFPP Policy Letter 84-1 and FAR 35.017-4(c) are 

TABB 
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DEPARTMENT OF THE NAVY COMMENTS (cont'd) 

met, we do not agree with the recommendation that DDR&E should impose 
additional requirements for conducting comprehensive reviews. Additionally, 
FAR 3S.017-4(a) clearly places the responsibility for conducting comprehensive 
reviews with the primary sponsor. It is the responsibility of the sponsor, not 
DDR&E, to detennine the proper methodology and documentation for the review 
process. However, as stated above, the DON will consider the recommendations 
of the auditors in conducting its next comprehensive review of CNA. 

JlECOMMENDA TION le: 

Wo recammend that the DDR&E require the sponsors to publish advance notices of intent in the Commerce 
BusjJ1e$S Daily and to perform market surveys to validate that a sole·soun:e award is warranted because 
competition is infeasible. 

DON Position: Nonconcur. This recommendation is inconsistent with current 
Jaw or regulation and is without merit. FAR 6.302·3(a)(2), under the authority of 
41 U.S.C. 2S3(c)(3) and 10 U.S.C. 2304(c)(3), specifically allows FFRDCs to be 
exempted from full and open competition and thus, under FAR S.20l(a)(l0) (by 
authority of 41 U.S.C. 416(c)(2)), there is no requirement to publish advance 
notices of proposed contract actions in the Commerce Business Daily (CBD). The 
deliberate references to FFRDCs in the aforementioned FAR and statute citations 
unquestionably demonstrate that, as a matter of public policy and in the national 
interest, FFRDCs are exempted from nonnal competitive procurement actions 
(including publication of advance notices). Such intentional protection has been 
instituted in clear recognition that FFRDCs arc valuable and unique national assets 
that (as stated in FAR 35.017(a)(2)): 

• ... [meet] some special long·tenn research or development need which 
cannot be met as effectively as by existing in-house or contractor 
resources. FFRDCs enable agencies to use private sector resources to 
accomplish tasks that are integral to the mission and operation of the 
sponsoring agency.• 

and (as stated in FAR 35.017(a)(4)): 

•t.ong·term relationships between the Government and FFRDCs are 
encouraged in order to provide the continuity that will attract high· 
quality personnel to the FFRDC. This relationship should be of a 
type to encourage the FFRDC to maintain currency in its fieJd(s) of 
expertise, maintain objectivity and independence, preserve familiarity 
with the needs of its sponsor(s), and provide a quick response 
capability.• 
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DEPARTMENT OF THE NAVY COMMENTS (cont'd) 

The very fact that this recommendation has been included in the report indicates 
that the auditors ~ve not fully grasped the concept of the unique status of 
FFRDCs and their special, long-tenn relationships with their sponsors. We 
believe the failure on the part of the auditors to acknowledge and address this 
concept in the report represents a serious flaw of the report itself and impinges 
upon its reliability and usefulness. Each FFRDC must be examined in the 
aggregate and its special competencies must be viewed in the long-tenn when 
considering the adequacy of sole-source justifications and the decision not to 
publish advance notices in the CBD. 

BECOMMENPAIION Jd: 

We recommend that DDR&E discoorinue FFR.Dc. that cannot be adequalely justified. 

DON Position: Partially concur. We agree that organizations that no longer meet 
the requirements of FAR 35.017 and thus by definition, ought to no longer be 
considered FFRDCs, should be subject to tennination of their sponsoring 
agreements. However, in accordance with FAR 35.017-2 and 35.017-4, a 
detennination of this kind is a matter within the purview of the primary sponsor 
and oQt DDR&E. 

BECOMMENPAIION 2: 

We recommend Iba! the.••Assistant Secretary of the Navy (Researda, Development and 
Acquisitioo)[ASN(RD&A)); ...not award any coatncts or exercise any optioas or modifications to existina 
contracts"pendin& the completion of an acceptable c:omptebensive review and a sound sole-soun:c justification 
for the applicable FFRDC. 

DON Position: Nonconcur. While we can agree with the underlying motivation 
for inclusion of this recommendation (if indeed that underlying motivation is to 
induce primary sponsors to reevaluate and improve upon the processes for 
conducting comprehensive reviews and thereby the improve the basis for award of 
sole-source conb'acts), we cannot concur, however, with the intent of the 
recommendation to halt conb'act modifications and thereby cause a complete 
cessation of FFRDC operations. In the case of CNA, contract modifications 
provide the means of obligating funds to CNA. To cause the discontinuation of 
this routine practice would deprive the DON with a source of independent, 
unbiased, authoritative, and analytically rigorous research. In addition, such an 
action is completely inappropriate inasmuch as comprehensive reviews were 
conducted in good faith with the full intention of complying with the requirements 
of the FAR 35.017-4 and OFPP Policy Lett.er 84-1. Actions, such as those 
recommended, arc not warranted and are unnecessary. 
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DEPARTMENT OF THE NAVY COMMENTS (cont'd) 

BECQMMENDATION 3: 

We recommend that the ASN{RD&A) perform the required cost analy_. Uld prepare the budp tb:wnaits to 
replace CNA field analysts with less costly in-house personnel. 

DON Position: Nonconcur. It appears that the sole criterion used by the auditon 
in their examination of the CNA field program is that of cost. We believe that 
limiting the examination to only the salary and benefits costs of individual field 
analysts reflects a severe lack of understanding of the role and function of the 
CNA field program and its benefit to the DON. One of the primary reasons CNA 
exists as an FFRDC is because its field program constitutes one of its long-tenn 
special competencies and capabilities that cannot be met as effectively by in-house 
or other contractor resources. Along with providing direct analytical support, 
CNA analysts, through CNA's world-wide field program, obtain and/or refresh 
their in-depth, hand-on, familiarity with fleet operations of the Navy and Marine 
Corps. It is singularly relevant that CNA analysts must possess a thorough 
understanding of this unique nature of the Navy and Marine Corps, the only 
military services that deploy to sea, in order to provide the high quality research 
products the DON demands. 

The direct benefit to the DON of CNA's field program is two-fold. First, while 
serving with the fleet, CNA field analysts (the majority of whom possess doctoral 
degrees) are a source of on-site independent, immediate (or quick response) 
analytical support of fleet and field exercises; actual operations, such as Desert 
Shield/Storm and Restore Hope; and evaluation of operational capabilities and 
tactics. Second, due to the operational experience of CNA Washington analysts 
who have completed one or more field representative •tours-. CNA's 
headquarters-based research program is imbued with a degree of operational 
realism that is unique among FFRDCs. 

In addition to the qualitative aspects of the field program that have been neglected 
by the report, the auditors apparently did not give full consideration to the 
state-of-the-art infrastructure CNA headquarters provides in support of its field 
program. The report does not address the added cost of replacing or duplicating 
this necessary infrastructure, nor does it address the added value of current 
research utilizing the available headquarters infrasttucblre. 

Even a perfunctory examination of replacement staffing for CNA would show that 
the number of personnel who possesses the requisite educational background and 
expertise are not available to, nor are apt to be recruited by, the DON. Further, it 
would not be cost effective for the DON to attempt to replace CNA's 
infrastructure with its own. It is therefore, extremely unlikely that the DON 
would achieve significant economies by replacing CNA with DON resources. In 
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DEPARTMENT OF THE NAVY COMMENTS (cont'd) 

fact, it is more likely that negligible economies would be achieved, and a 
significant degradation of research independence and caliber would result. 
Replacement of the CNA field program with in-house resoorces, as is suggested by 
this recommendation, is moot. In today's era of downsizing, the DON does not 
have the billets nor the infrastructure to replace CNA. 

RECQMMENQATION 4: 

We recommend that lhe Director of Defense Procurement direct lhe Defense Acquisilioa Replatioas Council to 
Mid provisions lo the Defense Federal Acquisition Reeulalioo Supplemeot (DFARS) IO require renewal of 
cootracts with DOD FFRDCs to be publicized in advance. Appendix Q [of the draft audit report) shows lbe 
proposed cbanaes to the DFARS. (If the Director desires to propose 1 revision to the Federal Acquisitioa 
Replatioa (FAR) IO satisfy lhe inlent of the recommcndalioo, we have included lanpaae in Appendix Qto 
revise FAR S.202(a)(JO) and FAR S.20S(b)). 

DON Position: Nonconcur. As stared in our response to Recommendation Jc, 
there rests within the FAR specific authority to exempt FFRDCs from the 
requirements of full and open competition. This authority is derived from the 
statutory authority contained in 41 U.S.C. 2S3 and 10 U.S.C. 2304, and 
41 U.S.C. 416, which in itself demonstrates the intent of the Congress regarding 
FFRDCs. We believe, therefore, that the report, through this recommendation, 
goes beyond the scope of the audit and enters into the realm of legislative powers 
that are Constitutionally reserved for the Congress. 
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DEPARTMENT OF THE NAVY COMMENTS (cont'd) 

Department of the Navy Response 

to 


DODIG Draft Audit Report of March 23, 1993 

on 


Sole-source Justification for DOD-sponsored 

Federally Funded Research and Development Centers 


Project No. lCH-5012.02 

(Internal Controls) 


INTERNAL CONJROI.S <PG 4OF11IE R£PORD: 

The audit identified a material internal control weakness u defiocd by "Public Law 91-225 (91·2SS), Office of 
Management and Budget Circular A-123, and DOD Directive SOI0.38. • Internal administrative controls were 
DOl adequate to verify that comprehensive mriews of FFRDCs met the requirement of die FAR and that 
justifications for sole-source contracts for FFRDCs were properly supported. Spoosorins program officials and 
-Uor acquisition officials failed to exercise their supervisory responsibilities and cootractin1 officers failed to 
adhere to established policies and procedures when reoewina sole-source contracts for FFR.DCa. 

DON Position: Nonconcur. In the case of CNA, we most emphatically object to 
the auditors' contention that sponsoring program officials and senior acquisition 
officials failed to exercise their supervisory responsibilities and contracting officers 
failed to adhere to established policies and procedures when renewing the solc­
source contract with CNA. The process of renewing the CNA contract took place 
over a period of more than six months. During that period, program office and 
contracting office personnel worked extremely closely to ensure all regulatory 
requirements for contract renewal were met. Staff personnel were in constant 
contact and were thoroughly familiar with all aspects of the contract renewal 
process. Additionally, they ensured senior acquisition officials (PDASN(RD&A) 
and ASN(RD&A)) were kept apprised (through periodic verbal briefings) of the 
progress of renewal of CNA's contact. Officials were aware of their 
responsibilities and carried them out to the best of their abilities. 

This contention of material internal control weakness appears to rest upon the 
auditors' opinion that comprehensive reviews were inadequate. As stated in our 
response to Recommendation la, the CNA comprehensive review was prepared in 
compliance with the requirements of FAR 35.017-4 and OFPP Policy Letter 84-1 
in good faith. To ensure such compliance, wc consulted with the Director of 
FFRDC Programs at DDR&E prior to commencing the review. He provided a 
suggested method for conducting the review, which wc adopted. Although the 
memorandum promulgating the results of the review was not actually signed until 
after the contract was awarded, all interested parties were apprised of its results 
prior to the award. The contracting officer and the senior acquisition official had, 
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DEPARTMENT OF THE NAVY COMMENTS {cont'd) 

prior to 28 September 1990, satisfied themselves that there existed sound and 
justifiable grounds for renewing CNA 's contract on a sole-source basis. 
We most strongly object to the use of the term 'material weakness', which is 
defined in OMB Circular A-123 as: 

•a specific instance of non-compliance with the Integrity Act of 

sufficient importance to be reported to the President and Congress. 

Such weakness would significantly impair the fulfillment of an agency 

component's mission; deprive the public of needed services; violate 

statutory or regulatory requirements; significantly weaken safeguards 

against waste, loss, unauthorized use or misappropriation of funds, 

property, or other assets; or result in a conflict of interest.• 


Surely, any negative findings of this report are not of such severity as necessitate 
invoking the term 'material weakness' with all its accompanying implications. 
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DEPARTMENT OF THE NAVY COMMENTS (cont'd) 

Department or the Navy Response 

to 


DODIG Draft Audit Report or March 23, 1993 

on 


Sole-source Justification ror DOD-sponsored 

Federally Funded Research and Development Centers 


Project No. lCH-5012.02 

(Findings) 


flNDING .l; BASIS FOR SOLE-SOUBCE CONJRACT RENEW ill <PG 7 OF 
TIJE REPORT. IS! PABAGRAPJI): 

The DOD sponsors did not adequately document the basis for reoewin1 the 10 FFRDC sole-source cootncll we 
reviewed. The DOD sponsor comprebeasive reviews did DOI mee1 OFPP Policy Letter 84-1 IDd FAR 35.017-4 
requiremeats, and the sole-source justifications for renewal of lhe FFRDC contracts contained uoprowa 
statemeats. Three reviews were not done, six reviews were done after approval of lhe sole-source justificatioas 
and were not adequate, and one review was incomplete. The inadequate reviews and sole-source justificationa 
occurred because senior officials in the OSD, the Mililal)' Departments, and the Defense Acfvanced R-.da 
Projects Aiency (now known as Advanced Research Projects A1ency) and the responsible cootractin& officen 
did not cballen1e the timeliness, completeness, and accuracy of the comprehensive reviews and sole-source 
justifications. The reasons used to justify the sole-source contracts for the 10 FFRDCs were DOI valid. 

DON Position: Nonconcur. This finding appears to be based upon an editorial 
opinion of the documentation of the comprehensive review process. As we have 
previously stated, the DON is in1erested in improving the review process, 
including documentation. However, whatever the auditors' opinion of the 'write­
up,' the comprehensive review was developed and conducted in compliance with 
FAR 35.017-4 and OFPP Policy Letter 84-1. We believe the review did provide a 
valid basis for renewal of CNA's contract and that the sole-source justification did 
1121 contain unproven stalemcnts. As stated in Tab C, officials acted properly in 
carrying out their responsibility regarding renewal of CNA's contract and that 
there were, in fact, valid reasons to justify award of a sole-source contract to 
CNA. 

FJNPING 2: BA§IS FOR SOLE-SOURCE CON'fRACT BENEWAl.S; REPLACING 
CNA FIELD ANALYSTS wrm NAVY EMPLQYEES <PG 7 OF DIE BEPQRT. 
JST PABAGRAPH. LAST 3 LJNE§l: 

The Navy can save $7.8 million ov~ 2 yeara by replacin1 CNA field analysts with Navy employees. 

DOD Position: Nonconcur. We reiterate our belief that the CNA field program 
must be examined from a qualitative perspective and not simply a quantitative one, 
i.e., salary and benefit costs of individual analysts in the field. As we have Slated 
in our response to Recommendation 3, the position the auditors have taken 
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DEPARTMENT OP THE NAVY COMMENTS (cont'd) 

recardinc CNA's field procram illustrates a fundamental lack of understandinc of 
the unique nature of FFRDCs. They have failed to recocnize that FFRI>Cs must 
be viewed in the aggregate when assessing their long-tenn special competencies 
and capabilities. The value of the CNA field program must judged as a whole, not 
by limiting the examination to the superficial notion of cost of a given individual 
analyst. See our comments to Recommendation 3 regarding the benefits the DON 
receives from the CNA field program. 

FINDING 3; SUFf]CIENCT OF R£VIEWS AND JUSIIFICATIQNS (p(i 8 OF 
DIE REPORT. 2Np FULL PARAGRAPID: 

The reviews and justifications for lhe 10 FFRDCs did oot adequately document lhe S areas requited by the FAR 
and OFPP Policy Letter and contained unproven statements to justify renewal of the sole-source coatncts. The 
reviews and justifications did ooc suffic:ieotly document the sponsors' mission requirements to be performed by 
the FFRI>Cs, lhe allematives considered to meet sponsor requirements, the efficiency aod effectiveness of lbe 
FFRDC iD meetin1 sponsor needs, the mana1emeot controls estabtisbed by the FFRDCa to ensure cost-effective 
operatioas, and lhe determination that criteria for establishin1 the FFRDC were still valid and that ao lldequate 
spoosorin1 asreemeot existed. 

DON Position: Nonconcur. See response to Recommendation la (Tab B) and 
Findings 1, S, 6, 11, and 13 (Tab D above and below). 

FINDING 4; SUFFICIENCY OF REVIEWS AND JUSTIFICATIONS; 
IJMEFRAME OF PBEPARATION OF COMPREHENSIVE BEVIEWS CPG 8 OF 
DIE REPQRT. 3RD FULL rARAGRAPID: 

Two comprehensive reviews were not approved until after the cootncts were awarded. 

DON Position: Partially concur. We acknowledge that the memorandum 
promulgating the results of the comprehensive review of CNA was signed after the 
contract was awarded; however, as we stated in our comments in Tab C, all 
parties to the contract renewal process were aware of the contents of the review 
prior to the contract award. 

FINDING S; REOUIREMENTS FOR FfRDCS <PG 2 OF THE REPQRT. IST 
PABAGRAPJJ}: 

The documeots for comprehensive reviews did not detail future requirements for aoy of the 10 FFRDCs in 
lenDs of specifically wbo needed what services, where, when and bow. 

DON Position: Nonconcur. Once again, the auditors have displayed a 
fundamental lack of understanding of the nature of FFRDCs. FFRDCs exist to 
provide an available ongoing resource of research and development of the major 
substantive issues facing the sponsoring agency. CNA is often called upon to 
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DEPARTMENT OF TBB NAVY COMMENTS (cont'd) 

examine issues which cannot be rigidly or explicitly defined (as is the case of work 
assigned to in-house or other contractor resources). Indeed, an issue may be 
evolving in scope and CNA is utilized because their analysts arc particularly 
skilled at assisting the DON in detcnnining the breadth of the 'problem.' 
Additionally, there arc issues which may emerge suddenly and require the quick 
response of the FFRDC. In neither of these instances could the requirement be 
defined to the extent the auditors appear to require. 

The CNA research program is developed one year at a time. To overspccify the 
research requirements (particularly years in advance, for such areas as global 
regional instability,. advancing technologies, and strategic restructuring) is neither 
advantageous or desirable. The fact that the FAR and OFPP Policy Letter 
recognize the need for a long-term relationship between the sponsor and the 
FFRDC in order to encourage and maintain, among other things, quick response 
capability, lends credence to the argument that a determination of specific 
requirements far in advance is not required. Renewal of an FFRDC contract is 
based upon a continuing research and development need of the sponsoring agency, 
not upon specific requirements. 

FINDING 6: ALTEBNATIVE CONJRACTOR AND GOVERNMENT SOURCES 
<PG 2 OF nm BEPORJ. 2ND fARAGRAPm: 

Statements in the review documents and sole·source justific:atioos that DO odler sourqes existed were arbitrary 
and unsupported. Formal market surveys were not performed for any or the 10 ~ to detenniae wbedl« 
private-sector firms, in-house Ooveromeot personnel, or other FFRDCs could perform the wort evm dioup 
users staled that alternatives lo the FFRDCs did exist. 

DON Position: Nonconcur. FAR 3S.017-4(c)(l) states that a comprehensive 
review should include •[c]onsideration of altc~tive sources to meet the sponsors 
needs.• There is no requirement that market surveys must be conducted. CNA 
has provided the DON with more than SO years of independent, unbiased, 

. authoritative, analytically rigorous research. It has done so through its utilization 
of its unique hands-on f amiJiarity with fleet operations and access to sensitive dala. 
Thus, in considering alternative sources that could possibly provide the same level 
of research to the DON, the qualitative factors surrounding a continuum of SO 
years of analytical support were given substantial weight. A formal market survey 
would not have been an effective tool in this regard. Additionally, per the FAR, it 
is the responsibility of the sponsor to determine the means by which reviews 
(including alternative source consideration) are to be conducted. 
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FINDING 7; ALIEBNAIJVE CON'fRACTOR AND GOVERNMENT SOURCES; 
COMMERCE BUSINESS DAILY SYNOPSES (pG 10 OF DIE REPORT· 2NP 
FULL PARAGRAPIJ): 

Nooe of the reviews or sole-source justifications for the 10 FFRDCs factually established lhat ooly ooe sowte 

could effectively accomplish the sponsors' requirements. Accordin1ly we believe that the DFARS should be 
expanded to require advance notice before and FFRDC contract is renewed. A1J alternative i1 for the Director 
of Defense Procurement to propose a revision to FAR S.202(a)(l0) and S.20S(b). Appendix Q shows lanp1e 
lhat can be used to revise the acquisition reiulations. Durin1 the interim, DDR&E should require DOD 
sponsors to publish in the CBD advance notices of interest that identify procurement requirements. 

PON Position: Nonconcur. See response to Recommendations le and 4 (l'ab B). 

FINDING 8; SUFFJCIENCY OF BEVIEWS AND .IUSTJFICATIQNS: 
CONGRESSIONAL HEARINGS <PG 11OF11lE BEPORT. JST FULL 
PARAGRAPID: 

Nooe of the reviews or sole-source justificatiom for the 10 FFRDCs cited low Federal salaries for scientific and 
technical positions IS a reason wby the Federal Government could not attract the scientific and technical 
personnel to perform required tasks in-house. 

DON Position: Nonconcur. While we acknowledge that Federal salary levels 
were not specifically mentioned in the comprehensive review, the fact that the 
FAR supports a long-term relationship with the FFRDC in order to attract hieh­
Q.Ua1ity personnel to the FFRDC implies that the ability to attract such personnel to 
the Government with a degree of continuity is unlikely. It has also been widely 
reported over the last several years that Federal salary levels (particularly military 
salaries) lag considerably behind the private sector. Experienced Govenunent 
officials arc well aware of the difficulties the Government faces in recruiting and 
retaining substantial numbers of individuals with post-masters technical degrees. 

FINDING 2; SUfflCIENCY OF BEYJEWS AND .IUSTIFJCATIONS; 
CQNGRESSIONAL IJEARINGS {PG 11 OF THE REPORT· 2NP FJJLL 
PARAGRAPID: 

lndepeodeoce and objectivity were cited IS 1eneral reasons why private-sector finns could not perform the tasks 
of the FFRDCs. However, the reviews and justifications did not address why other nonprofit orpni:rations, 
includin1 some former DOD FFRDCs, would laclc independence and objectivity. 

DON Position: Nonconcur. Once again the auditors appear to have missed the 
point regarding the independence and objectivity of an FFRDC. Independence and 
objectivity are salient factors in comparing an FFRDC to private-sector finns and 
in-house resources as well. When comparing an FFRDC to other nonprofit finns, 
the overriding area of concern is not independence and objectivity (although they 
arc certainly considered); it is the special competencies and capabilities of the 
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DEPARTMENT OF TBB NAVY COMMENTS (cont'd) 

FfRDC which become paramount. In the case of CNA these would include their 
SO year continuum of expertise in naval matters; hands-on exposure to, and 
familiarity with, fleet operations; access to sensitive data; and quick resi>onsc 
capability. 

FINDING JO; ASSESSMENT OF EffiCIENCY AND EFFEcuyENESS <PG 11 Of 
1JJE REPORT. 4IB FULL PARAGRAPID: 

We reviewed the appropriateness of the DOD sponsors' methods for evaluatins FFRDC efficiency and 
effectiveness in ~ine user needs. We also reviewed lhe reliabilil)' or the data reported in user assessments 
and summarized in the comprehensive reviews by the primary DOD sponsors. We COliCluded that user 
reSponseS and primary DOD sponsor ~ments of lhe FFIU>Ca' efficieocy wl effectiveness in the 
comprebeasive reviews amounted to little more than unsubstantiated personal opinioo. 

DON Position: Nonconcur. The method used by the OON for evaluating the 
efficiency and effectiveness of CNA was to obtain feedback from CNA's 
'customers.' To collect data regarding CNA in this manner is entirely 
appropriate; customer feedback surveys are a widely accepted method of 
determining the quality and utility of products produced. In our opinion, the 
concept of employing a sponsor questionnaire reflects the spirit and methodology 
of Total Quality Leadership. Who, other than the user, is better qualified to 
comment upon the quality and utility of the research products produced by CNA? 
Further, the FAR is silent on a specific method for conducting the comprehensive 
review, and thus, determination of a method rests with the sponsor. 

FINDING I I: ASSESSMENT OF fFRDC MANAGEMENT CQNTROl.S <PG ti OF 
DIE BEPORT. LAST PAMGRAPIJ): 

Proeram officials who prepared the summuy comprehensive review documents did DOt adequately documeat 
their aaessmait of 111&11&1ement controls for any of the DOD FFRDCa. 'Ille review documeots senerally stated 
dial DOD administrative cootractin& officers (ACO), the Deft.me Contnct Audit Aplq (DCM), and DOD 
policy and advisoty piups that provided oveniabt to each FFRDC eoSllred operatioos were coat-cff'octivo. 
Nooe of die ~ documented the intenial steps FFRDCI look ao ensure dial acc:ume accountin1 records 
were maintailled, dial IOUDd procurement practices were followed. that overbeed costs were reuooablo, or dial 
DDDAaemait foes were for essential operatine requirements. 

DON Position: Nonconcur. There is no regulatory provision that prolu'bits 
sponsors from relying upon the advice, expertise, and conclusions reached by 
other Government organizations in conducting comprehensive reviews. It is 
proper to rely on the assurances of entities such as the ACO and DCAA, because 
it is within the mission and function of these agencies to provide contract 
oversight. ACOs are responsible for conducting procurement systems reviews, 
property management systems reviews, and reviewing and approving proposed 
subcontracts. The DCAA conducts proposal audits, incurred cost audits, and 
reviews of accounting systems and procedures. To require primary sponsoring 
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DEPARTMENT OP TBB NAVY COMMENTS (cont'd) 

reviews or accounting systems and procedures. To require primary sponsoring 
offices to conduct and document these reviews and audits separately would be 
redundant or excessive. · 

The term "management rec• as it currently applies to CNA is synonymous with 
fixed rec from which "retained earnings" or "reserves• as used in FAR 
35.017-l(c)(J) are derived. Since the FAR requires that FFRDC sponsoring 
agreements identify retained earnings, and that a plan for their use be developed, it 
can be concluded that the FAR envisions such retained earnings as reasonable and 
appropriate. CNA as a not-for-profit organization may receive a fee as long as it 
does not accrue to the benefit of an individual or stock holders. Though the FAR 
requires that an FFRDC submit to the sponsoring agency a plan for the use of its 
retained earnings, the FAR does not require that management fees be used for 
"essential operating requirements.• 

FINDING 12i COMPLIANCE WITH FfRDC CRITERIA <PG 12 Of THE 
BEPORT I IST FVLL PABAGRAPffi: 

The review documcots did not specifically address the sponsorina aareements. 

DON Position: Concur. A specific statement regarding compliance of the 
sponsoring agreement with the requirements of FAR 35.017-1 was not included in 
the review documents. A statement to this effect will be included in future 
comprehensive reviews. 

FINDING u; COMPLIANCE wrm FFRPC CRITERIA; ESJABLISllMENI 
CRUERIA (pQ 12 OF DIE REPORT. 2NP fULL PARAGRAPll): 

As required by FAR 35.017-2 DOiie or the review documents for the 10 FfRDCI ldequately established dllt: 
the missioo of the FFRDC was stated clearly eaouab to differentiate betMal work that should be 
performed by the FFRDC and work that should be performed by 8Clll·FFRDCI. 
eoaveatual CU1tnctill1 methods ancl u.istill1 in-house &cilities could DOt effectively satisfy the 
~·· ipecial R&.D requirements. 

CODtlOls were in place to ensure the cost or FFRDC lmfic:es were rasooable. 


DON Position: Partially concur. We acknowledge that the comprehensive review 
documents do not include an explicit, specific statement that provides a 
determination that the criteria for establishing the FFRDC had continued to be 
satisfied. However, the documents do address close, proactive oversight by Navy 
officials to ensure compliance with OFPP Policy Letter 84-1. Future 
comprehensive reviews will include specific statements addressing whether or not 
the FFRDC continues to comply with FFRDC establishment criteria. 
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[Finding 14: Support for Justifications (Pg. 13 of the Report, 
1st Full Paragraph] 

The written reviews did not support the sole-source justifieations. Technical persoonel, coatnctilla officers, ud 
tenior acquisition officials certified to the ICCUl'ICY and completeness of eacb aole-t0UR:e justification altboup 
comprehemive reviews for 9 of the 10 FFRDCS were DOC done at the time the sole-source justifiCatioos were 
prepared. None of the aoven reviews that were done addressed all five criteria from tbe OFPP and FAR. 
pidance for retain.in& an FFRDC. The Under Secretary of Defeasc for Acquisition, tbe Service Acquisition 
Executives, the DDR&E. and the contractina officers should bave cballeoaed the accuncy and completeoea or 
the determinations in the sole-source justifications and should bave determined whether tbe assertions in eacb 
justification were supported by a comprehensive review document. 'Jbe justifications did DOI contain sufficient 
facts and nitiooale to justify the use or f AR. 6.302·3 for sole-source awards to the 10 FFRDCs. 

DON Position: Nonconcur. This finding appears to repeat many of the previous 
findings and statements of the report and is reiterated by Rcconuncndations le and 
4. Therefore our position regarding this finding can be found in our response to 
Recommendations le and 4 (Tab B), Tab C, and in our comments concerning 
Findings 1 and 4 (Tab D above). 

FJNDING IS: SUJ>PORT FOR JUSTIFICATIONS <J>G 13 OF THE REPQRT. 2NP 
fJJLL PARAQRAJ>Hl: 

We found no evidence that the contractine officers of senior acquisition officials ever requested additiooal 
documentation or ntionale for the sole-source contracts before approvi.ne the sole-source justifications. 

DON Position: Nonconcur. See our comments in Tab C and those concerning 
Finding 4 (Tab D above). 

Fll'.iPING I§; FUfURE AWARDS <PG 13 OF THE REfORI. LAST 

fARAGRAPll): 


The Military Departments or the Defense Supply Service·Washineton (DSS·W) should DOC award a new S·year 
sole-soorce contract to any FFRDC or exercise any options or modification to an existin& cootnct with an 
FFRDC until an adequate comprehensive review and sole-source justification is comploled. FFRDC 1erVices 
tbat can not be properly justified should be discontinued. DOD sponsors should compete to tbe maximum 
extent possible mission requirements or technical needs requiri.n1 FFRDC performance. 

DON Position: ·Nonconcur. See response to Recommendations Id and 2 (Tab B). 

The FAR and Titles 10 and 41 of the U.S. Code very clearly provide authority to 
exempt FFRDCs from the requirement to compete contract renewals, once it has 
been determined the Government continues to have need of the services of the 
FFRDC. Such statutory and regulatory provisions affirm evidence that to establish 
and maintain a long-term, stable relationship between an FFRDC and the 
Government is a fundamental policy objective. The finding ignores this and such 
ignorance is indicative of a failure to acknowledge that the Govenunent is well 
served in its ongoing use of FFRDCs, and that the current austere budgetary 
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DEPARTMENT OP THE NAVY COMMENTS (cont'd) 

ignorance is indicative of a failure to acknowledge that the Govenuncnt is well 
served in its ongoing use of FFRDCs, and that the current. austere budgetary 
climate necessitates an even greater reliance on FFRDC capabilities in helping to 
shape the future of the nation's anned forces. 

FINDING 17; EFFECT OF SOLE-SOURCE CONJRACTS; CNA FIELD 
PROGRAM <PG 14 OF DIE REPORT. 2NP PARAGRAPID: 

In collectin& information on CNA field analysts, we estimated that durin& FYs 1994 and 1995, the Navy could 
eliminate about $7.8 million of costs by coovertin& the 41 CNA field analysts to Government GM·IS &Dllysta. 

DON Position: Nonconcur. See our response to Recommendation 3 (Tab B) and 
our comments on Finding 2 (Tab D above). In addition to our previous 
comments, it should be noted that an actual cost comparison has not been 
accomplished for two reasons: primarily, we directly oppose the premise of the 
auditors that retention of the CNA Field program is solely a matter of cost; 
secondarily, the report docs not provide the basis, i.e., assumptions, used to derive 
the dollar amounts reported. It is also true for the table displayed in Appendix J. 

FJNDING 18: EFFECT OF SOLE-SQURCE CONJRACTS; IN-HQUSE VS. 
CQNTRACTOR PERFORMANCE COST§ <PG 14 OF TIIE HEPORI. 3RD 
fARAGRA.PI{): 

We are unaware of in-house-versus-<:<>ntraetor performance cost comparisons for any of the contracted adviloey 
and assistance services provided by any of the 10 FFRI>Ca. 

PON Position: Nonconcur. Here again, the auditors appear to proceed from a 
purely cost related perspective. We maintain that FFRDCs must be judged upon 
their qualitative capability to meet some special long-term research and 
development need of the sponsoring agency, not purely quantitatively, i.e., 
monetarily. The special capabilities and competencies of DOD FFRDCs have, in 
almost all cases, been acquired and enhanced over a substantial period of time 
(more then SO years ·in the case of CNA). FFRDCs were originally created in 
order to assemble a pool of highly educated and talented individuals to provide an 
independent, long-tcnn, and dependable body of scientific knowledge otherwise 
unavailable within the Government or private sector. It remains true today that the 
Government has need of a concentrated supply of research and development 
capabilities. FFRDCs serve this purpose, and should be recognized for the 
valuable national asset they are. 
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DEPARTMENT OP THE NAVY COMMENTS (cont'd) 

FINDING 19; DOD FFBDC MANAGEMENT PLAN (fG 15 Of DIE BEPORI. 
IST FULL PABAGRAPID: 

M of January 14, 1993, the oomprehensive reviews and the sponsor directives required by the 1111Daaement plan 
were not submitted to DDR&E for review. 

DON Position: Nonconcur. In the case of CNA this finding is untrue. CNA's 
comprehensive review was first provided to DDR&E at the time of its 
promulgation; another copy was forwarded to DDR&E in January of 1992. 
Although some sponsor directives relating to CNA were infonnally provided to 
DDR&E at various times thr<>Ugho11t 19n, all pertinent directives were forwarded 
by formal memorandum on 8 January 1993. 
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Department or the Navy Response 

to 


OODIG Draft Audit Report of March 23, 1993 

on 


Sole-source Justification for DOD-sponsored 

Federally Funded Research and Development Centers 


Project No. lCH-5012.02 

(Appendix J) 


ISSVE 1; EVMUATION OF THE REVIEW AND JUSTIFICATION; TIMEfRAME 
OF REVIEW DOCYMENT PREPAMTION <PG 70 OF THE BEPORT. LAST 
PAMGRAPID: 

The review document was not prepared and approved until November 30, 1990, after the sole-source 
justification approval and contract award on September 28, 1990. 

DON Position: Nonconcur. See comments in Tab C and those on Finding 4 (Tab 
D). 

ISSUE 2; EVALUATION OF THE REVIEW AND .llJSTIFICATION; FUIJJRE 
BEOUJREMENIS DEFJNED. CNA COST-EfFECTJYENFe5S. ALTERNATE 
SOUBCES <PG 70 & 71 OF DIE BEPORT. LASI PARAGRAPH. LASJ LINE>: 

Tbe review document did DOI adequately define future requirements and did DOC address the cOst-eff'ectiveoea or 
CNA services or why the services could not be provided by a combination or additiooal Navy personnel and 
private contractors. 

DON Position: Nonconcur. See response to Recommendation la (Tab B) and 
comments on Findings S, 6, 11, and 18 (Tab D). 

ISSUE 3; EVALVATION OF THE BEVIEW AND .ll!STIFJCATION; SfNOPSIS IN 
CBD <PG 71 OF THE BEPQRT. lSJ FJJLL fARAGRAPID: 

The requirement were DOI synopsi:r.ed in lhe CBD. 

DON Position: Nonconcur. See response to Recommendations le and 4 (Tab B). 

ISS(JE 4; EVALVATION OF DIE BEVIEW AND .llJSTIFICATION; 'J'RANSFER 
OF CNA OPERATION FROM HUDSON INSJTIVfE TO CNA INC. <PG 71 OF 
DIE REPORT. lST FlJI..L PABAGRAPID: 

Tbe review document also did not provide an adequate rationale for transferrin& the operation of CNA from tbe 
Hudson Institute to CNA, Incorporated, a new non-profit corporation. Neither document 
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DEPARTMENT o:r THE NAVY COMMENTS (cont'd) 

cootaiu • f'onml HplanaliOll or why lbe Navy did DOI competilively eolicil proposala b a - opent«. 

DON Position: Nonconcur. This is a superfluous issue. FAR S3.017~2(h) states 
that an FFRDC may be• ... operated, managed, or administered, by an autonomous 
organization ... • Thus, the FAR envisions organizational sbUctures such as 
CNA's. If the sponsoring agency detennines that an FFRDC, as an autonomous 
corporate entity, •meets some special long-tenn research or development need 
which cannot be met as effectively by existing in-house or contractor resources• 
[FAR 3S.017(a)(2)], it would be neither reasonable nor necessary to pursue some 
other outside source of management for that FFRDC. Once the DON agreed with 
the determination that €NA had reached a point of effective self-management, 
there was no logical reason for the Navy to deliberately impose another parent 
corporation to manage CNA. Such an action would have only resulted in inserting 
an unnecessary layer of management and cost. An FFRDC's status as a private 
corporation is not, in and of itself, improper or illegal and is, in fact, typical of 
American business entities. 

ISSVE S; EVALUATION OF THE REVIEW AND JUSTIFJCATION; CNA 
EFFICIENCY AND EFFECTIVENESS CPG.71 OF THE REPORT. IST FULL 
PARAGRAfID: . 

CNA's operaliooal efficiency and effecliveness was assessed on the basis of subjeclive ratinp of wbedier CNA 
met lhe analytic needs of the cuslomer and was limely, and did DOl discuss tbe reliability of its data collectioa 
and analysis, reportine, compuler operalions, and or1aniza1iooal structure. 

DON Position: Nonconcur. See comments on Findings 10 and 11 (Tab D). 

ISSUE 6j EVALUATION OF THE REYJEW AND .JUSIIFICATION; CNA 
Nt\NAGEMENI CONTROLS & MISSION DEFINIIJON <PG 71 Of DIE 
REPORT. IST FULL PARAGRAPID: 

1lie review document also did not documenl the manqemenl cootrols implemented by CNA to assure COit­
effective operalion and did not define the mission of CNA clearly enoup to differenliate CNA wort from wort 
appropriate for in-house or noo-FFRDC coalractors. 

DON Position: Nonconcur. See comments on Findings 10 and 11 (Tab D). It is 
bUe that one of the criteria for establishing an FFRDC is that the sponsor shall 
ensure •The basic purpose and mission of lhc FFRDC is stated clearly enough to 
enable differentiation between work which should be performed by the FFRDC 
and that which should be perfonned by non-FFRDCs. • However, there is 
ABSOUITELY NO REQUIREMENT that this definition must be contained in the 
comprehensive review documents. To fault lhc sponsor for not including such a 
definition is entirely unsupported. 
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ISSlJE 7; El'ALUATIQN OF THE BEVIEW AND IDSIDJCA1JQN; FAR 
CRffERIA FOR ESIA»LISHJNG AN FfRDC AND MAJNTAINING A 
SPONSORING AGBEEMENT CPG 71 OF THE BEPORT. IST FJJLL 
PARAGRAPID: 

The review documeot also did not adequately address compliance with the FAR criteria for establishins an 
FFRDC or for maintainins a sponsorins asrcement. 

DON Position: Partially concur. See comments on Findings 12 and 13 (Tab D). 

JSSVE 8: EVALUATION OF THE BEVIEW AND IDSTIFJCATIQN; BEVIEW 
DOCUMENT SIAJJSTICS CPG 71 OF DIE BEPORT. 2NP FJJLL PARAGRAPIJ): 

We also detmnined that the statistics in the review document reaanlin& user consensus about CNA manaaement 
demonstratins a cost~ffective operation were misleadin&. Navy and Marine C.ozps activities respoodin& to lbe 
survey were DOl in a position to comment on the cost~ffectiveaess of CNA's operation because cbe Navy 
centrally fwlded CNA studies and individual users were not provided an accouotin& of costs for their projects. 

DON Position: Partially concur. We acknowledge that Navy and Marine Corps 
activities did not have individual project cost data available to them at the time of 
the comprehensive review survey. However, the documents do address close, 
proactive oversight by Navy officials to ensure compliance with OFPP Policy 
Letter 84-1. The CNA Policy Council (whose members include the most senior of 
DON civilian and uniformed leadership) were periodically briefed regarding funds 
for the CNA research program. The Policy Council has, as one of its 
responsibilities, made decisions regarding funding levels for CNA. Based on their 
actions, and their opinion of the caliber of research conducted by CNA, they 
remain satisfied that CNA provides a valuable service to the DON at a reasonable 
cost. 

In addition to the oversight responsibilities of the CNA Policy Council, a newly 
adopted management process for CNA places greater emphasis on centralized 
oversight, proactive role of senior DON leadership (3-star/ASN) and CNA 
leadership, and cradle-to-grave tracking of individual CNA projects (including 
costs). As a result of this new management process, users will have individual 
project cost data available to them during future comprehensive reviews. 
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ISSUE 2; COS'f-EFFECTiyENESS OF CNA FIELD ANALYSTS <PG TI OF I1JE 
BEPQBT. LAST fARAGRAPH. CONTINUED ON PG 1i>: 

Over the 2 rcmainin1 yea~ of the CNA conlracl (FYs 1994 md 1995), aboul $7.8 million of CDlf (2 years at 
$3.9 million per year) can be eliminated by usin1 in-house civilian personnel instead of CNA field analysts. 

DON Position: Nonconcur. See response to Recommendation 3 (Tab B) and 
comments on Findings 2 and 17 (Tab D). 

Although they are assigned to various Navy and Marine Corps commands and 
report directly to their respective commanders, CNA analysts are protu'bited from 
perfonning routine staff and ~dmill.istrative, work by OPNAV Instruction and 
Marine Corps Order. CNA field representatives are tasked with providing 
analytical support concerning issues of interest to the commander. The CNA Vice 
President for Field Operations is responsible for evaluating the quality and 
effectiveness of the field representatives' perfonnance based not only on input 
from the commander, but also on a CNA review of the field representatives' 
analytical products. 

The full scope of field analysts' activities encompasses such issues as base 
consolidation, joint operations adaptation, and fleet concepts of operation. They 
also provide independent, immediate, and/or quick response analytical support to 
actual operations, as in Operations Desert Shield/Storm and Restore Hope, as well 
as post-operational analysis of •1essons learned• for operations, systems, 
requirements, support activities, and exercises. 

Such activities are inconsistent with the report's assertion that •cNA used their 
field program as a training ground for junior analysts.• Some field representa­
tives, inevitably, are serving in their first field assignment, after having worked at 
CNA for at least two years, but often longer. Many field representatives have 
served several tours. All CNA analysts assigned as field representatives bring to 
the commands to which they are assigned a rigorous academic background, 
training, experience, and the full range of CNA support. 

It continues to remain a serious and fundamental flaw of this report that it fails to 
comprehend the value of the CNA field program. 
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DEPARTMENT OF THE AIR FORCE 
WASHINGTON OC 20UO-IOOO 

1 JUN 19~3 

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDIT 
FOLLOW UP, OFFICE OF THE INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 

SUBJECT: 	Air FC>l'ee Response to DoD IG Draft Audit Report on Sole-Source 

Justification for DoD-SpollS()red Federally Funded Research and 

Development Centers (Project lCH-5012.02) 

- INFORMATION MEMORANDUM 


This memorandum is in reply to your request for comments on subject report. 
The draft audit does not take into consideration the positions stated in our response 
of March 23, 1993, to the "working" draft audit. All ofour previous comments are 
still valid and should be considered in the final report in addition to those contained 
below. 

Recommendation 1 • Partially concur. This recommendation calls for new 
comprehensive reviews of all DOD-sponsored FFRDCs. We concur that new 
comprehensive reviews are warranted. These reviews are being conducted, or will 
soon be conducted, at all Air Force-sponsored FFRDCs. While concurring with the 
necessity ofnew reviews, we have concerns about the ground rules associated with 
the conduct of the reviews. It is essential that comprehensive reviews be conducted 
with the understanding that FFRDCs are a unique type of national resource that 
are deliberately protected from normal competitive pressures. FAR 6.302·3 states: 

"Full and open competition need not be provided for when it ia 
necessary to award the contract to a particular source or sources in 
order to ... establish or maintain an essential engineering, research, or 
development capability t.o be provided by an educational or other 
nonprofit institution or federally funded research and development 
center." 

The legislative history ofCICA makes it clear that Congress recognized the 
unique and protected nature of FFRDCs as evidenced by the following quote from 
Senate Report 198-297: 
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•AB the committee noted above, these institutiona make a vital, 
continuing contribution to our national defenee. They cannot be 
totally exempt from the rigors orcompetition. They are not today. 
Still the Committee feels that among paramount concel'M in awarding 
research contracts should be the qualifications, resources and 
expertise of the institution or organization. Therefore, the Committee 
felt it was imperative to provide agency heads with a degree of 
flexibility to establish or maintain an essential research capability, 
without using competitive procedures, to be provided by specific types 
of institutions or organizations.• 

It is also essential that comprehensive reviews be conducted with the 
understanding that FFRDCs support the military departments in dealing with the 
most complex technical problems that relate to the most critical aspects or national 
security policy. The statements ofwork associated with this type or support may 
necessarily be broad in acope. Providing on-going support to the government on the 
most complex issues relating to national security is fundamentally different from 
the type of support provided by typical service contractors. 

We believe that comprehensive reviews should be conducted using the 
guidelines contained in FAR 35.017-4(c) rather than the review guidelines 
contained in Recommendation 1.b. of the audit report. The guidelines in the audit 
report are not the same as those in the FAR. The FAR guidelines represent a better 
balance or the necessity to protect the government's interests while recognizing the 
unique nature of FFRDCs. 

Recommendation 1.c. of the audit report asserts that as part ofthe review 
process, FFRDC sponsors should publish advance notices of intent in the 
Commerce Businesa Daily (CBD) and perform market surveys to validate that 
competition is infeasible. We do not concur. There is no support for this 
recommendation in law or regulation. The Competition in Contracting Act clearly 
exempts noncompetitive FFRDC acquisitions from the requirement for pre-award 
synopsis in the CBD (See 41 U.S.C. 416(cX2)). This statutory exemption is 
implemented in FAR 5.202(aX10). The statutory and regulatory exemption Crom 
the requirement for synopsis reinforces the fact that FFRDCa are unique resources. 

Recommendation Id. is that the Department discontinue sponsoring any 
FFRDC that cannot be adequately justified. We concur. 
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Recommendation 2 • Partially concur. The recommendation is that FFRDC 
sponsors not award any contracts or exercise any options or modifications to. 
existing contracts pending completion of comprehensive reviews. We concur with 
the need to perform comprehensive reviews prior to the award of new contracts. 
However, this recommendation does not recognize that options are exercised 
annually and modifications to these contracts, as with any government c:Qntracts, 
are written routinely. Implementation ofthia recommendation would be very 
disruptive to the on-going work ofFFRDCa and their sponsors. Such disruption 
could only be justified if there was some reas()n to believe that a comprehensive 
review would J:lotjustif)r the conijnue<l.:,sponsorahip ofFFRDCs. There is no reason 
for such a belief. For options and moc!Uications to existing contracts, bu11ineas 
ahould be conducted as usual pending eompletion ofthe on-going comprehensive 
reviews. Furthermore, ifthia recommendation were followed we would shut down 
11 System Program Offices (SPQs) at Electronic Systems Center and 16 SPOs at 
Space and Missile Systems Center which would directly delay on-going program 
actions and contracts collectively valued at $973 million, 

Recommendation 4. • Nonconcur. The recommendation is that the DFARS be 
amended to requireJhat renewal ofcontracts with DOD FFRDCs be publicized in 
advance. We belie.Vhhat adopting this recommendation would tend to blur the 
distinction between FFRDCs and service contract.on. Under current regulatory 
guidance, the decision to renew sponsorship ofan FFRDC is not severable from the 
decision to award a sole-source contract to the existing FFRDC organization. FAR 
35.017-4 provides only two options if, as a reault ofa comprehensive review, a 
sponsor decides not to continue aponsoring an FFRDC. The aponsor can either find 
another government agency to aponaor the FFRDC or phase out the FFRDC. 
Recompeting for the aervices of the FFRDC ia not an option. The FAR coverage is 
logical given the unique and long t.erm nature ofan FFRDC's relationship with the 
government. 

Thia recommendation also ia not consist.ent with OFPP Policy Letter 84-1 
which at.ates that "When FFRDCs are established, long-term Government 
relationships are encouraged in order to provide the continuity that will attract 
high quality personnel to the FFRDC. Thia relationship should be ofa type to 
encourage the FRRDC to maintain currency in ita field(s) ofexpertise, maintain its 
objectivity and independence, preserve its familiarity with the needs or ita 
sponsor(s), and provide a quick response capability.• It also states that the 
sponsoring agreement shall contain "A prohibition against the FFRDC competing 
with any non-FFRDC concern in response to a Federal agency formal Request For 
Proposal for other than the operation ofan FFRDC: 

Finally, no regulatory changes should be made that would diminish the 
uniquenesa ofour relationship with FFRDCs. Since this recommendation ia not 
justified, it should not be adopted. 
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