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Research Question

The DOD invests billions of dollars annually into innovation programs, rapid
acquisition programs, small business outreach programs and accelerators
(“DOD innovation initiatives” or “initiatives”) with the stated or implicit objective
of helping the military to attract innovative commercial technology
companies into the defense department.

Limited scholarship exists to determine whether these initiatives have
proven effective at attracting newcomers with no prior DOD experience into
the defense market, versus the extent to which they are leveraged by existing
DOD vendors.

Our research aimed to fill this gap by evaluating the number and composition
of new vendors that have entered the defense market annually, along with the
number and composition of new versus existing vendors that have
participated in different DOD innovation initiatives, over the last decade.
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Research Process: Sizing the Defense Industrial Base

Annual New Vendors Annual Existing Vendors

Calculating the total number of unique
DOD vendors annually:

Calculating new vendors that entered
the defense market annually:

Coun

We acquired publicly-available
government expenditures data from
2010 through 2019, isolated contracts
awarded by DOD, filtered the data by
fiscal year, and isolated the total
number of contract actions each year.

We then grouped each contract action
by its associated vendor DUNS number
and calculated the tally of unique DUNS
numbers contained in the data each
year (resolving back to a parent DUNS
number as needed).

For each DUNS number we isolated the
year of its first recorded DOD contract
action, dating back to the 1950s.

If the first recorded contract action for a
given DUNS number was 2010, the
entity associated with that DUNS was
classified as a “first time vendor” in
2010.

Conversely, if a DUNS number
contained in the 2010 vendor data was
associated with a DOD contract action
in an earlier year, it was classified as an
existing vendor; and so forth.
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Composition of New Vendors

Linking and exploring detailed records from USASpending and FPDS about first time vendors’ initial contract actions,

we determined that most new vendors every year were not innovative commercial technology companies.

New Vendors’ Initial Contract, by PSC New Vendors’ Initial Contract Size by Date

The Product Services Codes (PSC)

associated with new vendors’ initial

contract actions indicate that more s
than 50% of new vendors were not ‘ '
contracted for innovative "
goods/services.
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New Vendors that Leveraged
SBIR/STTR vs. Other Channels
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SBIR / STTR Analysis
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To calculate the number of first-time vendors that
entered DOD through Phase | SBIR/STTR, we
isolated instances in which a company’s initial L .
contract action indicated a Phase | SBIR/STTR 0 The vast majority of new vendors did not leverage T, e ——
award (“Gateway SBIR/STTR Vendors”). SBIR/STTR to enter the defense market. 0 ) o )
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Total ° 2019 Gateway SBIR/STTR Vendors
Vendor Countof  Total Value of Phase o
Phase | 1| Awards —
PHYSICAL OPTICS CORPORATION 472 $62,310,358 e
INTELLIGENT AUTOMATION, INC 288 540,134,060 0 - ——
PHYSICAL SCIENCES INC 238 534,729,760 -
CHARLES RIVER ANALYTICS INC 228 532,065,168 B B s —
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Other Transaction Agreement (OTA) Analysis

Analysis Results

To explore Gateway versus Existing OTA vendors,
we isolated contract actions that corresponded to
an OTA in each year, filtered for OTAs funded
and/or awarded by DOD, and filtered by unique
DUNS number (resolving to a parent DUNS as
needed).

We then searched OTA vendors’ DUNS number in
our USASpending/FPDS database to identify its
first DOD contract action. Entities with no DOD
contract actions prior to their first DOD OTA
between 2010-2019 were classified as “Gateway
OTA Vendors” and entities with prior DOD contract
actions were classified as “Existing OTA Vendors.”
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o The vast majority of OTAs were awarded
to existing vendors every year. Even as
the use of OTAs expanded, most contracts
were awarded to companies with existing
defense business, and nearly all DOD OTA
funding was awarded to existing vendors.

e By exploring the OTA vendor features, we
determined that the majority of OTAs over
the last decade were awarded to
consortium management firms (CMFs).
A consortium is an organized group of
companies, academic organizations or
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nonprofits that specialize in a technology area.
They pay membership fees to join the
consortium, which is typically managed by a not-
for-profit CMF that serves as the intermediary
between the members and the government.
Although our data treats each CMF as a unique
vendor, the CMF does not actually conduct the
research or prototyping; it administers
subcontracts to its members. CMFs are not
required to report how they award subcontracts,
thus we had no ability to audit the recipients of
the majority of OTAs. While they claim to
serve as a single entry point to hundreds of
innovators that traditionally do not do
business with the government, due to the
lack of transparency in the data, we could
not verify this claim.

Reviewing the list of consortia and their priority
technology areas on the MITRE website, we
determined that many CMFs share the same
priority technology areas.




OTA Analysis (cont.)

Analysis Results (cont.)

° Exploring vendor names and OTA award
features, we determined that large primes
have been leveraging OTAs. They can do
so if at least one nontraditional defense
contractor participates in the projectto a
“significant extent,” or if there is a cost
sharing arrangement in which at least one-
third of the cost of the OTA comes from
non-Federal sources. However, the current
definition of “nontraditional defense
contractor” is a company not subject to full
government cost accounting in the prior
year, irrespective of the share of revenue it
derives from the government.

5 Exploring the features of OTAs from 2017-
2019, we determined that DIU (formerly
DIUx) may have contributed to the
increase in Gateway OTA vendors during
that time frame.
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° Large Primes Leveraging OTAs
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xTechSearch Prize Analysis

Prize Competitions are not subject to
consistent reporting requirements, so we
could not analyze Prize data at scale.
Instead, we conducted a microanalysis
of 24 participants of the Army’s 2019
Expeditionary Technology Search Prize
(xTechSearch).

Companies had prior government business

+ 2 had been doing business with the government for 10+ years
+ 5 had > $10 million in government revenue
+ 4 had between $1 million and $9.9 million in government revenue

Companies had no prior government business

The small sample size allowed us to
explore features of the xTechSearch
companies that we were unable to
consider in our broader quantitative
analyses: the extent to which a company
had any previous federal business (DOD
or non-DOD); and the extent to which a
company had prior non-contract federal
funding (assistance).

+ 3 companies had initial contract actions in 2019, and the features of
these contracts appeared to align with the terms of the xTechSearch
prize

Companies had no records in FPDS or USASpending

+ This finding contradicts the list of finalists on the xTechSearch website and is
likely the result of inconsistent/nonexistent reporting requirements. We were
unable to determine if these companies had prior government business.

Conclusion

The xTechSearch prize, like SBIR/STTR and OTAs, primarily benefited existing vendors.




Conclusions

Efforts to streamline the regulatory requirements and
accelerate award timelines fail to mitigate the underlying
factors that have thwarted the growth of the defense
industrial base.

e Most participants in DOD innovation initiatives have
existing defense business; and even as the number of new
vendors that participate in a DOD initiative grows, existing
vendors continue to consume the majority of funding
(i.e., existing vendors benefit most).

e While available data is too limited to draw conclusive
determinations regarding the composition of AFWERX and
DIU participants, initial findings suggest the DOD may
benefit from studying and implementing the approaches
taken by AFWERX and DIU to attract new vendors.

° Inconsistent or nonexistent reporting requirements make
it challenging to audit the effectiveness of innovation
initiatives, particularly with respect to OTAs (the majority of
which are awarded through CMFs) and Prize Challenges.

PW Communications | 2020

The use of CMFs may impede the effectiveness of OTAs as a
means of attracting new vendors.

+

The fact that multiple CMFs share many of the same priority
technology areas begs questions: if an innovative
commercial company sees that its capabilities align with
multiple consortia, how does it decide which to join? Is it
expected to join multiple, which requires both money and
time?

Commercial companies outside of the traditional defense
ecosystem are largely unfamiliar with how the government
conducts market research in general; why does the DOD
assume that the nuances of the consortium process are
somehow better understood?

Joining a consortium does not guarantee a company will be
awarded government funding; the company is still required to
bid on opportunities made available through the CMF. Even to
the extent innovative commercial companies are aware of the
consortium process, can the DOD assume that the
opportunity is appealing, particularly for companies with
robust private sector revenue streams?



Recommendations

Require transparency. The government
must implement consistent reporting
standards for all innovation initiatives

o Revise the consortium model for OTAs.
Consortium management firms must be

required to report how they distribute funds
among consortia members. Until the
composition of CMF members can be
evaluated, we recommend that the DOD
require the majority of OTAs annually be
awarded to non-CMF entities.

e Modify the definition of “nontraditional
participation” for OTAs to mean companies
that have derived no revenue from the
defense market in the previous 5 years.
Doing so would put the onus on large legacy
contractors to enhance outreach efforts in
commercial communities of interest, beyond
the scope of the traditional defense industrial
base.

+

For all DOD innovation initiatives, begin to
consider the number of awards made to
companies with no previous DOD
experience as one explicit measure of
success. Doing so will reduce the extent to
which these initiatives become channels for
existing DOD suppliers to expand their DOD
market share. Additionally, the DOD should
require that a minimum number of
innovation program participants annually
have no prior defense business. Further
research is required to determine the
appropriate number, as we recognize that the
commercial market is more robust in certain
fields of interest to the DOD than others—for
example, cyber security versus hypersonic
missiles—and it would be appropriate to vary
the allocation of awards to new vendors,
depending on the field.

Add “First Time Vendor” field to SAM
profiles, powered by publicly-available data,
to indicate if a company has previous
government/DOD business.

PW Communications | 2020

Establish a New Vendor Gateway, a single
gateway for innovative commercial
technology companies with no prior defense
business, to:

Allow disparate DOD stakeholders with
similar requirements to pool their
marketing resources/efforts, and direct
potential vendors to a single initial resource.

Allow DOD stakeholders to help direct a
company to the most appropriate
opportunity using a variety of criteria, and
allow companies to ask clarifying questions
using a chat-bot.

Provide additional support tools/resources
for companies in certain technology areas
deemed critical to the DOD, to help them
navigate the submission process.
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