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The Honorable Harrison A. Williams, Jr.
United States Senate

Dear Senator Williams:
In your July 25, 1973, letter to Mr. Joseph D. Gleason, National

Vice President, American Federation of Government Employees (AFGE), a
copy of which you sent us, you indicated your interest in having GAO

I/ investigate the methods used for computing the overhead rate at Fort
| Monmouth, New Jersey.|

Mr. George R. Boss, Director, Labor Management Department, AFGE,
also referred this matter to us for review on February 1 and July 30,
1973, He was concerned with the determination and distribution of
overhead costs in the Army Electronics Command's (ECOM) Research,
Development, and Engineering (RDEE) Directorate. (See enclosures I
and I1I.) He believed the overhead distribution methods were adversely
affecting the use of certain in-house trade skills and the maintenance
of an RDGE capability.

Although the conditions described in Mr. Boss' letters may have
existed during the early formulation and implementation of the cost
accounting system, ECOM has made many improvements in the overhead
cost structure over the past several years. The overhead distribution
methods employed during fiscal year 1973, which are described briefly
below, appear reasonable and appropriate.

Overhead costs are composed of costs incurred for support
services obtained from outside the laboratory cost centers and of
overhead costs generated within the laboratories' cost centers but
not identified with specific projects.

Outside overhead includes support services, such as utilities,
received from Fort Monmouth headquarters activities and general and
administrative costs, such as staff offices and general supplies,
of the RDEE Directorate's operations. Utility costs are allocated
to the Directorate on the basis of space occupied and other relevant
criteria. Outside costs that are identifiable directly with a
specific project or laboratory cost center are charged directly to
the project or center. Costs that are not so identifiable are
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allocated to all laboratory cost centers on the basis of the proportion
of each center's direct labor costs to the total direct labor costs of
the Directorate.

The laboratory cost centers subsequently allocate to projects the
outside overhead which was allocated to them and the overhead generated
within the centers, consisting largely of supervisory and clerical
salaries, on the basis of the proportion of the direct labor costs
applied to a project to the center's total direct labor costs.

The former local union president said that he was aware that
improvements had been made but that the earlier overhead costing
practices have had detrimental effects on the morale and performance
of RDEE employees. He believed that (1) the emphasis was on costs
and not on accomplishment or performance and (2) this resulted in a
loss of skilled personnel and made money managers of engineers and
scientists which was an inefficient use of their talents. He said these
conditions were caused by Project REFLEX (Resources Flexibility) which
began in July 1970 to test the feasibility of managing laboratory
operations without the constraints of manpower ceilings.

In reviews of Project REFLEX at ECOM and other DOD laboratories,
we noted no such adverse results. - We believe Project REFLEX offers
the potential for more effective and efficient operations--an objective
~with which the local union officials readily agreed.

ECOM officials said that they are now working on further refine-
ments in the overhead distribution methods which, when implemented,
will lead to overhead reductions in the RDGE laboratories and
supporting organizations. They also said that ECOM has established
a policy to require fabrication work to be done in-house and that this
policy should result in better use of in-house trade skills and mainte-
nance of an RDGE capability.

We believe that the actions taken or planned by ECOM, including the
substantial modification of its policy on in-house fabrication, will
correct the conditions pointed out by AFGE.

Mr. Boss also expressed concern about the costs of deducting dues
from AFGE members' pay. We understand that this matter is still under
negotiation between ECOM and the union.

We do not plan to make any further distribution of this report
unless you agree or publicly announce its contents.

Sincerely yours,

el .

Comptreller General
of the United States

Enclosures - 2
-2 -
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IN REPLY PLEASE REFER TO:

he/local 1904

February 1, 1973

) o
Honorable Elmer B. Staats L | - Ya B
Comptroller General o 2
General Accounting Office : ﬁ;ﬁ%
bhl G Street, N. W. 2 »-f,-,‘
Washington, D. C. 205L8 ‘ . o EE
_ | = -
Dear Mr. Staats: 02w

Qur Local at Fort Monmouth, New Jersey is very much concerned regardinéf&he methods
of computing overhead within the Electronics Command Laboratory and other activities
on the post, such as, Facilities Engineer, etc. The Local has reguested that a

G40 Team be sent to Fort Monmouth for the purpose of making a study of the methods
of computing overhead.

According to information we have received, 50% of the budget stays in-house for
project work. Theoretically all monies are to be allocated to projects by
project number, task and sub-task. Each employee identifies the number of hours
worked by filling out a time card which bears the project number, etc. The
exception to this are employees identified as overhead certain types of manage-
ment, clerks, secretaries, etc.

The attachments to this letter indicate how the problem was to be handled in the
Maintenance Engineering Directorate. To date there is no identification of man

hours to project number, they are still paying Maintenance Engineering people by
transferring bulk monies.

Examples of apparent harm being done to the employees are that engineers, scientistis,
+echnicians and trades people are being considered extremely costly because of the
inflated overhead they must bear that is a machinist or other tradesman earning
$5.70 per hour costs the Laboratores in excess of $15.00 per hour. We have been
advised that in many instances prcjects are being handled by engineers and tech-
nicians and then rather than hiring the draftsman, machinist, sheet metal worker,
etc., that portion of the work may go to another Army installation with a lower
overhead figure or may even go to a contractor. The end result is the abolishment
of spaces, the lessening of worklo 2d in the shops and the trades people working
outside of their skills, i.e., machinists laying tile, helping the electricians
or the carpenters, etc.

TO DO FOR ALL THAT WHICH NONE CAN DO FOR HIMSELF

-
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The second illustration is the effect these overhead figures have on the cost of
dues decuctions for members of the American Federation of Government Employees.
The agency claims that it costs 11¢ per name to deduct Uhion dues. They attempt
to justify this by figures taken from the Finance and Accounting Office and the
Computer Section. It appears that these outlined ces*s are entirely erroneous
because they have a mannal back-up system for each computerized system and the
tWo apparently never agree. The manual systems seem to be far more accurate and
the budget pecple constantly make large adjustments to their computerized system
%o conferm to the manual system. '

¥We request that a team be sent to Fort Monmouth in order to determine the true
overhead.

Sincerely,

¢t //ﬂnd
. pree P
George R. Boss, Director
Labor Management Depa tment

Attachments -

CAO Note: We withdrew the attachments. They consist of
) 22 pages and relate to an Army study of the

distribution of costs.
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The Honorable Elmer B. Staails

Comptroller General of the
United States

447 G Street, N.W.

Washington, D. C. 20548

Dear Mr. Staats:

P
This is In further rejerance to our letier dated February 1, 1973 in
which we requested that a GAC team be sent to Fort Monmouth, New
- Jersey for the purpose of making a siudy of the methods of computing
overhead. On April 24, 1673 we followed this letter up for the pur-
pose of ascertaining the approximate date when this team would be
at Fort Mormouth.

I am now in receipt of information from the President of our Local
at FPort Monmouth indicating that the team has arrived but have ex-
pressed no desire to speak with him at the immediate time Following
their arrival. He feels that this was only because they wanted to
get their feet on the ground first. However, he has jfurnished some
pertinent information that I am Sforwarding to you for any assistance
that it may be to your team making this investigation, and I quote
the following paragravhs Ffrom the letter received.

"I am particularliy concerrned with the manner in which cuerne

is applied arnd the =iFfects of this application. ZExarmple 2
and D Technical Support Activiiy was the first organz‘zatz’on to
bear the cost of overhead. The result was thot none of the
laboratories would "hire"” the services of the Tech Support
people, (please rermember that Tech Support lost 5 percent of
those Rifed in 1970 and their numbers have been steadily dimin=
ishing). A4s you know on 25 June 1973, 22 additional people
have left the Tech Support Activiiy and there is still one week
to go ({early retirement).

T0O DO FOR ALL THAT WHICH NONE CAN DO FOR HIMSELF

A=
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"Qeneral Knight made an effort to determine why overhead was not
applied uniformly during his brief stay at Fort Lonmouth. His
efforts were largely unsuccessful. Enclosed in this letter you
will find a memo for the record dated 31 May 1973, Subject: Al
Reorganization Actions. Under paragraph B-4, please note that
there is to be a computer center at Fort Monmouth to service
other government installations. I am sure you can imagine the
outcome if overhead is applied Zo the computer section in the
same manner that it was applied to R and D Technical Support.

In other words, if Picatinny, Edgewood and any of the other
installations mentioned have the right to "shop around” for the
least expensive place to yrchase these services, they certainly
will not use Fort Monmouth facilities and another organization
will be crippled.

"Now let us discuss "in house” money versus "out house” money
(that is quite an appropriate term, by the wayl). Out house or
contract money is supposed to be 50 percent of our entire bud=
get. However, you will find that because of the method of
applying overhead, the remaining 50 percent of "in house” money
is being diverted. "In house” money enters the laboratories
assigned the project numbers. The project engineer has the
responsibility to obtain ihe most for nis project dollar, there-
fore, it is guite possible jfor the project engineer to contract \
Jor part of all of the services that he regquires. Example: A
piece of eguipment may be engineered in house, when the time
arrives for test models or pre-production models, the project
manager will receive an estimate of the costs from R and D
Technical Support people. He will also obtain estimates from
‘Picatinny or some other government installation, bzcause of the
cverhead applied to R and D Technical Support, they cannot com-
pete with other government installations. Therefore, this
project would gc¢ to Picatinny or the lowest biddzr. If the
engineer has gone to private indusitry, the same situation applies,
"There are two methods of keeping track of overhecd in the labo-
ratories. COUne is through a 9030 number which is local supervisicn,
clerical help, etc., and the other is 5799 which is neat, linnt,
etCey, Or suppesidly plani overhecd. ILumber 579¢ is itne real cul-
prite You will find entire projects being accorplisned on 5700;
moves of offices and faciliiies are accomplished urder 5799, (n
the surface this seerms to be guite acceptable uniil you realize
that all of the persons working on tnis number are, in effect,
removed from the lakor force and dec not carry overhead costs,
instead they generate costs (tnis leaves a smaller working force
to absordb an ever increasine cvernesd),
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“The great reluctance to hire other employees in the laboratory
complex has resulted in iremendous Ioss of capability. ZEntire
sections have been abolished or are about to be abolished.
Management claims that they cannot spare the engineers to work
on in house projects because they are working on contracts or are
evaluating contractor ideas and/or equipment. Thus, you have
generated a great paper mill and have almost completely elimi-
nated the true function of these laboratories, that is research

and development.

"In the event of an emergency, all private industry is jammed
with equipment contracts and thus have no time for R and D. It
then follows if you have lost your contract source and have lost
the capability within your laboratories, you have no Research
and Development facilities whatsoever,"”

We shall appreciate being advised of the findings of your team as
s0¢n as they are made available,

Sincerely,

<:¥;;;f%¢:/<ff/2352»--—

George R. Poss, Director
Labor Management Department





