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ABSTRACT

The 13 Navy industrially funded RDTEE activities imple-
mented rate stabilization in October 1976 under protest.

With rate stabilization, DOD industrially funded activities
bill their customers on the basis of stabilized billing rates
that cannot be adjusted during the fiscal year as costs change.
A basic objective is to allow customers to plan for cost
escalation during a fiscal year by using rates established up
to 15 months in advance of the fiscal year start.

This thesis examines the operating results of rate
stabilization at NIF RDTE activities 18 months after imple-
mentation, in order to determine the degree of success in
meeting rate stabilization objectives. Questionnaires and
Financial Statements were used to gain research data.

Conclusions are that the RDTEE activities and their
customers have opinions that rate stabilization entails more
disadvantages than advantages. Rate stabilization is not
meeting the objective for which it was implemented since a

minority of the RDT&E customers use rates in budgeting.
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I. RESEARCH OBJECTIVE

A. INTRODUCTION

In February 1975, the Assistant Secretary of Defense
(Comptroller) required some Navy Industrial Fund (NIF) activ-
ities to implement rate stabilization and "anticipated'" that
the others "will participate fully in the rate stabilization
program.'" [Ref. 1]. The NIF Research, Development, Test and
Evaluation (RDT&E) activities resisted such participation for
almost two years. They finally implemented the program on
1 October 1976 under protest, feeling that stabilized rates
are not appropriate for planning and billing RDTEE efforts.

Rate stabilization means that each NIF activity will
formulate fixed billing rates during the budget formulation
period approximately 15 months in advance of the fiscal year
start. Customers of the NIF activities can use these rates
in their own budget formulation. The same rates will then
be used to bill the customers for services they receive from
the NIF activity during the opérating fiscal year. The rates
are fixed for the entire operating fiscal year. [Ref. 2].

An earlier thesis, authored by LCDR Joel Kramer, USN, and
Ernest Solberg in December 1976 [Ref. 3], discussed the per-
ceptions of the NIF RDTEE activities in late 1976. That
thesis contains several conclusions based on research of

literature on rate stabilization and on interviews with
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several NIF RDT&E activity managers as well as with other
managers.

The earlier thesis presented perceptions of the managers
before they had had actual operating experience with stabili-
zed rates. These perceptions are discussed in Chapter II.
The current thesis surveys perceptions after over a year of
experience. It also expands the scope of the survey to
include the perceptions of the customers of the NIF RDT&E
activities. Since the customers are considered to be the
primary beneficiaries of rate stabilization, their assessment

of rate stabilization is considered to be highly significant.

B. RESEARCH APPROACH

The basic approach to determining what effects rate
stabilization has had on NIF RDT&E activities and their
customers consisted of the following four steps.

1. Determination of NIF RDTSE Activity Financial
Managers’ Opinions of Rate Stabilization

As reported by Kramer/Solberg, the NIF RDTRE activity
managers objected to implementation of rate stabilization at
their activities when first proposed in 1975. Questionnaires
and analysis of recent correspondence are used to determine
whether the managers have changed their opinions after over
a year of experience with stabilized rates. Three question-
naires were sent to activity managers, one for the Commander

and Technical Director, one for the Comptroller, and a third
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for cost center managers and project managers. Some questions
were common to all three questionnaires and the differences in
responses are analyzed. Other questions are unique to each
questionnaire respondent and are analyzed in terms of the
specific problems faced by that respondent. Resultsof the

analysis are in Chapter 1IV.

2. Determination of Customers' Opinions

A fourth questionnaire was sent to Program Managers
in three systems commands, the Naval Air Systems Command, the
Naval Sea Systems Command, and the Naval Electronics Systems
Command. These program managers are the primary customers of
the thirteen NIF RDT§E activities. The questionnaire was
designed to obtain the customers' opinions on the usefulness
of stabilized rates in their budget formulation and in com-
munications with NIF RDTSE activities. Results of the
analysis are in Chapter IV.

3. Determination of Navy Comptroller, Office of Naval
Research, and Naval Material Command Opinions

Personnel in these offices have produced several
point papers and drafted the official directives concerning
implementation of rate stabilization by the NIF RDTSE activi-
ties. These reports and directives were reviewed and the
personnel interviewed to determine their current opinions on

rate stabilization at NIF RDTE activities.




4. Determination of Financial Impact

Statements of Revenues and Costs for the thirteen NIF
RDTEE activities included in the thesis survey were reviewed
and summarized. The total variance between actual costs in-
curred by the activities and the amounts billed to their
customers, that is, '"profits and losses,'" were analyzed by
type of variance. Types included stabilized rate variances,
overhead over- and under-application, direct adjustments for
correction of errors, and fixed-price agreement variances.
Results of the analysis are in Chapter IV.

In addition to the above four steps, and partially to
determine the financial impact of stabilized rates, variance
reports were analyzed to compare the two basic systems used
by NIF RDT&E activities to calculate and bill stabilized
rates. One method is to calculate one manhour or manday rate
for each cost center at the activity. The other is to estab-
lish multiple manhour or manday rates for each cost center.
Each of the multiple rates is established for a pay level or
range of pay levels; for example, a rate for GS grades 1
through 5, another for GS 6 through 9, and so forth. The

results of the analysis are in Chapter IV.

C. THESIS OUTLINE

Background information on the Navy Industrial Fund, the
13 NIF RDTEE activities, rate stabilization concepts, and the

early perceptions of rate stabilization is presented in

14
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Chapter II. Descriptions of the rcsearch methodology are in
Chapter III. Chapter IV contains the research findings and f
analysis, presented in the following sequence:

1. NIF RDT&E activity financial managers' opinions,

2. customers' opinions,

3. Navy headquarters financial managers' opinions,

4. financial impact of rate stabilization, and

S. analysis of the two methods of establishing
stabilized rates.

Chapter V contains a summary of the advantages and
disadvantages of rate stabilization and of the tradeoffs
involved. Overall conclusions based on the research are in

Chapter VI. A list of the 13 NIF RDT&E activities, financial

information on these activities, and copies of the question-
naires with tabulations of responses are in Appendices A

through F.

e s s
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II. BACKGROUND INFORMATION

A. NAVY INDUSTRIAL FUND

The Navy Industrial Fund (NIF) was established under the
provisions of Title 10, U.S. Code, Section 2208, which author-
ized the Secretary of Defense to establish working capital
funds and to prescribe regulations governing operations of

the funds [Ref. 5]. The regulations which govern the opera-

tions and accounting procedures of the industrial fund activ-
ities are in DOD Directive 7410.4 [Ref. 5], Volume III of
the Navy Comptroller (NAVCOMPT) Manuals [Ref. 6], and account-
ing handbooks for specific types of NIF activities [Ref. 7
for RDTEE activities].

Only those characteristics of NIF which will aid in
understanding rate stabilization and its impact will be dis-

cussed here. Additional background material is available in

References 5 through 8.

NIF was designed to place commercial-type activities on
a business basis similar to private sector businesses. In-
dustrial funds were established to provide information on
the cost of work performed. The industrial fund concept,
with business-like statements of operations and detailed job {
order cost accounting, is intended to foster efficiency.
With the data provided, managers have the tools by which to

evaluate operating policies, procedures, and productivity.

16




Another efficiency motivator is the buyer-seller relation-
ship inherent in the industrial fund concept.

The buyer-seller or contractual relationship between the
NIF activity and its customers is a basic criterion for des-
ignating an activity as a NIF activity. Customers, in the
case of NIF RDT&E activities, are Program Managers in the

various Navy systems commands, other military departments,

other Federal agencies, foreign governments, and private
industry. Customers initiate work at a NIF activity by
issuing a Work Request, a Project Order, or other appropriate
ordering document. These documents form 'contractual rela-
tionships'" between the customers and NIF activities. They
authorize performance of work and incurring of costs in
behalf of the customers.

The operating costs of each NIF activity is paid initially
from the working capital of the NIF activity which finances
the costs of a cycle of operations. The NIF activity then
bills the customer to obtain reimbursement. When the billing

is paid by the customer, the NIF activity receives reimburse-

ment from the customer's funds which replenishes its working
capital. ]
The objective of each NIF activity is to obtain full reim-
bursement of costs but not make a '"profit'" or a '"loss". Also
the objective of the entire Navy Industrial Fund is to break
even. Although strictly speaking there is no profit motive,

any "profits" or '"losses' sustained serve to temporarily

increase or decrease the capital of the NIF fund. To achieve

v




breakeven in the long-run, overhead rates, and now stabilized

billing rates, are adjusted in future fiscal years to com-
pensate for profits or losses [Ref. 8, p. I-1].
Rate stabilization changes the billings to customers.

Prior to rate stabilization, actual direct costs plus over-

head costs applied to direct projects were billed to customers.

Overhead rates could be adjusted during the fiscal year to
arrive at a zero profit/loss position. Under rate stabili-
zation, a rate per direct manhour that was calculated during
budget formulation,eighteen months prior to the start of the
fiscal year, is multiplied by actual direct manhours worked
for the customer to determine the billing amount. These

rates cannot be changed without OSD approval.

B. NIF RDT&E ACTIVITIES

Thirteen activities are designated as NIF Research,
Development, Test and Evaluation (RDTEE) activities. Seven
are under the direction cf the Chief of Naval Material
(Director of Laboratory Programs). Four are Naval Air Systems
Command activities. The Naval Research Laboratory reports
directly to the Office of Naval Research, and the Naval Civil
Engineering Laboratory is under the Naval Facilities Engineer-
ing Command. A listing of the activities is in Appendix A.
Total staffing reported by the thirteen activities as of the
end of Fiscal Year 1977 was 32,986 civilian employees and
4,098 military personnel. Staffing for individual activities

is shown in Appendix B.

18




The overall mission of the Navy RDT&E activities is to
maintain an adequate base of technology to be responsive to
mission needs. These activities participate in the acquisi-
tion of weapon systems, becoming involved in such actitities
as:

1. research to advance the state of the art,

2. exploratory system and subsystem development,

3. tests and evaluations of systems under development, and

4. demonstration of and application of new technologies
in solutions to meet mission needs.

The activities monitor and support contractors' explora-
tion of alternative systems by:

1. preparing mission oriented technical documentation,

2. evaluating alternative system design concepts,

3. evaluating innovative use of advanced technology,

4. assessing technical risk during development stages,

5. evaluating the technical progress of contractors
throughout system acquisition process, and

6. independent testing and evaluation of alternative
candidate systems [Ref. 9, pp. 31-32].

The various NIF RDT&E activities have differing areas of
expertise. For example, the Naval Underwater Systems Center,
Newport, Rhode Island, is the RDT&E center for underwater
combat systems. The Naval Weapons Center, China Lake,
California, is the RDTGE center for air warfare and missile

weapons systems. Other activities are concerned with com-

mand control telecommunications, undersea surveillance and

19
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deep ocean technology, and naval aircraft systems. These are
only some of the specific missions of the NIF RDTEE activities
[Ref. 3, pp. 77-78].

The financial information for the activities provides
additional background relevant to a study of rate stabiliza-
tion. Total revenue (amount billed to customers) for the
thirteen activities for Fiscal Year 1977 was approximately
$1.717 billion. Total costs incurred were about §1.704
billion. The difference, about $12.793 million, represents
a "profit." As a percentage of total revenue, it is rather
insignificant at less than one percent. Of this profit,
$2.987 million was a result of stabilized rate variance.
Therefore, stabilized rate variances represent less than 25
percent of the total "profit" of the thirteen activities.
Financial and staffing information for the individual NIF
RDTEE activities is in Appendix B. Detailed analysis of the

financial information appears in Chapter IV.

C. RATE STABILIZATION

1. Objectives of Rate Stabilization

The Assistant Secretary of the Navy for Financial
Management (ASN(FM)) stated on 22 September 1976 that the
overall objective of rate stabilization is to allow the Navy
to achieve the budgeted '"program'" in the customer accounts
by the elimination of the many cost increases in budgeted

programs [Ref. 10]. According to Office of the Secretary of

20
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Defense testimony to Congress, prior to implementation of
rate stabilization, cost increases were passed on to the cus- ]
tomers of NIF activities during a Fiscal Year through peri-

odic increases in unit costs The cost increases were caused

by poor scheduling within the various shops of the NIF activ-

ities, inefficient ski among the workforce, inflation,
and other causes. The ncreases led to reduction of

) E
customer programs in or. ¢ remain within fund availability.

This reduction in the fund level, in turn, created further
imbalances, thus causing more inefticiencies and ultimately
leading to still further price increases [Ref. 10, Encl. (3)].

The ASN (FM) has staced that the Navy shares the concern
regarding the unplanned increases in Industrial Fund rates
and prices which had adversely impacted on the execution of
essential customer programs [Ref. 11]. Rear Admiral Stanley
Fine, Director of Budgets and Reports in the Office of the
Comptroller of the Navy, believed that rate stabilization
will be a boon to the Navy because it will allow annual
accounts (primarily O§MN) to budget for cost escalation and
thereby aid in solving the problem of reduced numbers of
ship and aircraft overhauls [Ref. 12, Encl. (2)].

Therefore, a primary reason for implementing stabilized

rates at NIF activities is to benefit the customers by

giving them the ability to plan customer projects based on
known rates rather than estimates [Ref. 4]. Another reason
is to eliminate the adverse effects of cost growths during

an operating fiscal vear. Annual accounts (such as Operation

and Maintenance, Navy (O§MN)) are precluded by the Office of
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Management and Budget from budgeting for cost escalation.

They can budget for published industrial fund rates, however,
so that if the rates provide for inflation and are stabili:zed,
the budgets for annual accounts are in effect allowed to in-
clude anticipated cost escalation. Any variance between
actual costs and stabilized rate billings (profits or losses)
which result will then be absorbed by the Industrial Fund,
which becomes the "surge tank'" [Ref. 12, Encl. (2)].

The Assistant Secretary of Defense, Comptroller
(ASD(COMPT)), stated that stabilized rates will improve
financial management by placing the long-range financial
planning of the NIF activities on an equal footing with
their customers [Ref. 4]. The ASN(FM) reminded, however,
that NIF activity managers are still responsible for the
annual operating results under rate stabilization just as

they always have been [Ref. 10].

2. Characteristics of Rate Stabilization

The basic characteristics of rate stabilization will
be presented in this section. In the next section, the
RDTSE community objections to rate stabilization because of

these characteristics Wwill be explored. They are:

a. Set of Fixed Rates for Budgeting and Billing

According to the ASD(COMPT):

Rate stabilization means that each activity will
establish a set of fixed rates based on its approved
budget. The rates will be used to bill all customers
for the goods and services they receive...The rates




may be expressed as costs per: manhour; manday; unit
of output; unit of input; or any other manner which
best suits the nature of the effort. An activity
may have as many rates as is warranted by its
organizational structure and by its diversity of
workload. The rates will encompass all overhead
costs, labor acceleration, direct labor and direct
materials [Ref. 2].

The ASD(COMPT) waived the inclusion of direct

materials in the rates of the NIF RDTSE activities [Ref. 2,

Bnel. (1)1,

b. Publication of Rates
When rates are approved for a fiscal year, the
individual activity should publish them to its customers,
advising the customers that their work at that activity will
be billed on the basis of the published stabilized rates

[Ref. 10, Encl. (1)].

c. Projection of Cost Escalation in Rates
Budget submissions and rates are to include a
projection of cost growth during the execution period.
Specific guidance for the projections is provided by ASD
(COMPT) for use in annual budget and rate projections

LRef. 14, EBncl. (1)1.

d. Approval of Rates
The activity group manager1 approves the number

and kind of rates to be established by each activity. Rates

41The 13 NIF RDT&E activities are the RDTSE activity group.
The activity group manager is the Office of Naval Research.




submitted by the activities are reviewed and adjusted by the
activity group manager to provide the necessary changes to
offset the total prior year gains or losses. Also, changes
resulting from the Office of the Secretary of Defense review
of the A-11 Budget and changes made in customer programs
during the budget review cycle may result in changes being

made to an activity's rates. [Ref. 15, p.2].

e. Approval of Rate Changes During Fiscal Year

Since the rates are stabilized for the operating
Fiscal Year, changes are expected to be rare and may be made
only upon approval of ASD(COMPT) [Ref. 15, p. 2]. ASD(COMPT)
states:

The reason we are reserving approval of rate changes
to OSD, is our explicit goal not to have any rate
changes during the year as long as the DoD industrial
fund corpus is sufficient to defer changes until we
can budget for them [Ref. 13].

Another reason given by ASD(COMPT) for reserving authority to
approve rate changes is:

In the event of unanticipated losses which cannot

be absorbed by the fund, the full range of financial
options needs to be reviewed before a decision can
be made to change rates. Several of these options
are not available to the Navy without the approval

of the Secretary of Defense. One such option is the
transfer of cash between revolving funds. Therefore,
this office must retain the authority to review and
approve within-year rate changes [Ref. 4].

csmtafiens,

f. Offsets for Gains or Losses

ASD(COMPT) provides that total prior year gains

or losses will be made up in one year, unless this would




create extreme rate variations from year to year. In this

case, the make-up period might be extended to two years by

ASD(COMPT) on a case by case basis. Offsets for gains or
losses are to be distributed uniformly in the rates of the

activity group in which the gain or loss occurs [Ref. 14].

Guidance from the ASN(FM) seems to conflict with
the ASD(COMPT) provisions, as follows:
The rate stabilization concept has been instituted
as a multi-year budgetary concept in which the break-
even point in NIF operations occurs at the end of a
three year period, or at the end of the budget year.
The prior concepts of a NIF operation wherein the
objective was to break-even each year must be dis-
pelled by activity management personnel [Ref. 10].
The basic Navy Comptroller instruction that implements rate
stabilization, NAVCOMPT Instruction 7600.23 [Ref. 15],
reflects the ASD(COMPT) providions for offset of gains or
losses in one year.

In the case that continual losses threaten-the
integrity of an individual activity's working capital, the
Navy Comptroller will review the conditions and transfer
corpus cash from other activities to that activity in order
to ensure the viability of the activity's working capital.
At a higher level, if significant losses result in one acti-
vity group, the movement of corpus among activity groups

(for example from Public Works Centers to RDTE activities)

may be necessary [Ref. 10, Encl. (1)].

g. Improvement of Customer Planning

As stated earlier in the description of the ob-

jectives of rate stabilization, the customer benefits in his




planning process since he knows what rate will be charged for

work he has performed at the activity.
h. Changes of Accounting Systems

Some Navy Industrial Fund activities had to re-
structure their billing svstems in order to bill customers
using the stabilized billing rate per manhour. The cost
accounting systems, however, should not have to be changed,
according to ASD(COMPT), since stabilized rates are billing

rates, not costing rates [Ref. 13 and Ref. 2].
i. Improvement of Financial Management

The ASD(COMPT) stated that rate stabilization
would improve financial management at the NIF activities
[Ref. 4]. The ASN(EM) stated that rate stabilization should
be considered as a tool of management. Rate stabilization
variances should be viewed as a deviation of actual costs from
the budgeted plan. Financial managers should investigate the
underlying causes of such a deviation and take corrective
management action to prevent future variances from occurring
[Ref. 10, Encl. (1)].

There have been indications that local financial
managetrs will be evaluated on how well they manage stabilized
rate (as well as other) variances. The Naval Material Command
(specifically the Director of Laboratory Programs) stated in
a letter *o the NIF RDTHE activities:

The addressees are cautioned not to build-in a margin
of error since a large operating gain or loss, with-
out adequate justi.ication, will be viewed at higher

levels as equally indicative of poor financial manage-
ment. Therefore, it is advisable to develop and to
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use those rates which, based on current workload plans,
will result in a zero gain or loss in operations for
the fiscal year [Ref. 12].

j. Inclusion of Test and Evaluation Direct Costs

The Test and Evaluation funding policy is that
only the direct costs are to be charged to the "users'" of
the T&E facilities. Indirect costs (overhead costs) are to
be charged to a separate "T§E Institutional Support'" fund.
This funding is appropriated as part of the RDT§E,N
appropriation. In other words, NIF activities do not apply
overhead cost to test and evaluation services as they do to
research and development effort.

The Test and Evaluation funding policy was re-
vised by ASD(COMPT) to accommodate rate stabilization for
direct costs charged to users. A rate per unit of output
for the direct portion of costs of using TSE facilities is
developed and used for a full fiscal year. Indirect costs
will continue to be charged to Institutional Support funds
on the basis of actual accrued costs incurred. Gains and
losses due to differences between actual direct costs and
the stabilized rate will be retained in the industrial fund
of the NIF activity and be used as a factor in establishing
rates for the following fiscal year [Ref. 16].

3. Actual Implementaticn of Rate Stabilization at NIF
RDTGE Activities

The Navy requested that the NIF RDTEE activities be

exempted from rate stabilization for reasons that will be




covered in the next section of this chapter. The request was

denied by ASD(COMPT), who stated:
While the gains to R&D activities from this policy
may not be as significant as with other activities,
we have not discerned that there would be any dis-
advantages from their participation. Certainly,
the R§D customers would benefit from this policy
[(Ref. 13].

While the activities did not concur with the ration-
ale of the benefits of rate stabilization, they began imple-
mentation in January 1976 [Ref. 17]. The implementation was
accomplished in two steps. The first step was to establish
and '"freeze,'" effective 1 January 1976, the overhead rates
and direct labor acceleration rate for each cost center. The
second step was to develop techniques for establishing and
billing stabilized rates as soon as possible but no later
than 1 October 1976. [Ref. 17] A1l NIF RDT§E activities
accomplished the full implementation by 1 October 1976.

Basic guidance and direction for rate stabilization
in the Navy is provided by the Comptroller of the Navy in
NAVCOMPT Instruction 7600.23 [Ref. 15]. This instruction
contains a concise description of all the characteristics
and provisions of rate stabilization discussed in this sec-
tion, plus detailed provisions for implementing and account-

ing for rate stabilization and resulting stabilized rate

variances.

28

L




D. NIF RDTSE COMMUNITY PERCEPTIONS OF RATE STABILIZATION

1. Definition of NIF RDTEE Community

The perceptions in this section were expressed in
written point papers and correspondence in the latter half
of calendar year 1976. These perceptions were summarized in
the earlier thesis [Ref. 3], and are presented here as back-
ground because they are updated by this thesis. The NIF
RDTEE Community from whom perceptions were sought in 1976
included the Special Assistant for Financial Management with
the Office of the Assistant Secretary of the Navy for Research
and Development (referred to as the Special Assistant), and
nine NIF RDT&E activities. The nine activities include the
eight laboratories under the Director of Laboratory Programs
in the Naval Material Command and the Naval Research Labor-
atory under the Office of Naval Research. Four activities
under the Naval Air Systems Command and the Civil Engineering
Laboratory were not included in the survey, nor were the

customers of any of the activities.

2. General Perceptions

The overall perception expressed by the Special
Assistant was that: "There is no known rationale to justify
the application of rate stabilization to the R§D environment

. [Ref. 18].
The nine activities were divided in their perceptions

of rate stabilization. The Naval Weapons Center point paper,
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[Ref. 19, p.1], stated that rate stabilization is conceptually
workable and in fact offers potential advantages for the
laboratories. Four of the other laboratories agreed and five
disagreed [Refs. 20-28]. One of the five that disagreed
stated that any conceptually workable rate stabilization pro-
gram would have to embody some measure of flexibility to
adjust rates to changing conditions, but this is contrary to
Secretary of Defense policy [Ref. 24]. One of the four activ-
ities that agreed stated that with adequate implementation
lead time and sponsor (customer) participation, stabilized
rates could provide better tools for program planning and
execution than were previously being employed [Ref 21].

None of the activities perceiving that rate stabilization
could benefit the laboratories were explicit in stating how

it could be used for improved planning and management.

3. Specific Perceptions

a. Distortions of Costs

Costs can be distorted in that salary levels vary
considerably depending upon the nature of the individual
research and development project. If standard rates based on
avefage salary costs in each cost center are used, those
projects employing relatively low cost labor would necessarily
subsidize those projects which require high cost labor. And
those projects which require high cost talent would not bear

their full share of the costs [Ref. 18].
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The Laboratory Director of one of the activities
expressed this concern very clearly:

My principal concern about the current implementation
is that we have one fixed labor rate per department

or more accurately per cost center. This means that

a secretary costs the same as an engineering technician,
who costs the same as a junior engineer, who costs

the same as a senior engineer...This is obviously
unfair to the sponsor who assigns...a job which...
could be largely accomplished by junior engineers,
technicians, and other lower salaried personnel while
giving a break to the job that requires highly skilled
personnel...[Ref 29].

ASD(COMPT) replied that they recognize that labs
have a wide range of salaried employees, but asserted that
their policy allows the flexibility needed to reduce the
distortions to insignificant amounts. They stated that
separate rates could be established for clerical, technical
and scientific manhours within a cost center or division, or
could be established in some other manner [Ref. 4]. The
Laboratory Director quoted above went ahead to propose such
a system of establishing rates. Three of the laboratories
have established multiple rates per cost center, acting on
the perception that distortions of costs can be "mitigated

only through the use of extensive rate tables to accommodate

the wide variations'" in salary levels [Ref. 30, Encl. (1)].
b. Improper Use of Personnel

Several of the activities alluded to the percep-
tion that an average billing rate for a cost center would
result in improper use of personnel. The Laboratory Director

quoted above stated this perception as follows:

More important (than the cost distortion caused) is
the fact that the incentive for the manager to
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properly use his personnel is lost. Each manager will

try to use the most senior and hopefully most talented
people to do all tasks on his job. He will not have

the incentive to use junior engineers or junior people
for the less demanding jobs...We thus will not get the
most out of a broad mix of people at the Center [Ref. 29].

c. Rate Stabilization Not Needed to Project Cost
Escalation

Rate stabilization is beneficial for customers
needing to project cost escalation in budgets for annual
accounts such as OGMN. However, the RDTEE account is cur-
rently allowed to budget for anticipated cost escalation for
major systems (about 40 percent of the total appropriation).
The remainder of the appropriation is augmented by supple-
mental appropriations for civilian pay increases [Ref. 30,
Encl. (1)]. Constraints on th<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>