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 AEROSPACE PROFESSIONAL STAFF ASSOCIATION

Representing the non-supervisory MTS since 1974

P. O. Box 248, Hawthorne, CA 90250

MTS at the Cheapest Price
Dr. Ballhaus made statements in his meeting with the Aerospace employees on June 12th to the effect that the medical insurance benefit must be decreased and/or the cost to employees increased.  Part of his argument was that the overhead rate was 111%.  He went on to say that the high cost would not be acceptable to the customers.

The corporate overhead rates for the recent 13 years are presented in the following table.  The normal overhead rate for Aerospace was approximately 120% through 1991.  It was in the year 1992 when corporate management started cutting employee benefits.  The overhead rate eventually stabilized at around 103%.  In 1997, the corporation took the category of Independent Research and Development (IR&D) out of corporate fee and moved it into the category of overhead.  Hence, the reported overhead was increased by another 6-7% as compared to the earlier reported overhead rates.  Corporate fee is now reported as 2% instead of 9%.

	Fiscal Year
	Percent Overhead

	
	General
	IR&D
	Total

	1989
	119
	
	119

	1990
	122
	
	122

	1991
	117
	
	117

	1992
	119
	
	119

	1993
	118
	
	118

	1994
	111
	
	111

	1995
	111
	
	111

	1996
	104
	
	104

	1997
	103
	6
	109

	1998
	106
	7
	113

	1999
	102
	6
	108

	2000
	101
	7
	108

	2001 (Est.)
	104
	7
	111


The significant drop in the overhead rate occurring between 1993 and 1996 results, in large part, from two employee benefit plans.  Starting in 1993, the corporation stopped contributing to the AERP trust fund, which was a significant factor in the overhead rate.  In January 1994, the corporation implemented the Blue Cross “comprehensive” plan with reduced hospital/medical coverage at greater expense to the employees.  

In 1993, corporate management switched the retirement plan for new employees from a defined benefit program (AERP) to a defined contribution program (ASAP).  Originally, AERP required, on average, an annual contribution of 8% of gross payroll by the corporation.  At the time, corporate management reasoned that the corporate (3 to 6%) contribution to the newly defined ASAP plan would be advantageous because the new contribution was lower than that expected for the AERP plan.  Corporate management justified this change by crying that "the sky is falling."  

It turned out to be a shortsighted decision by corporate management.  Soon thereafter, no AERP contributions were required of the corporation.  In other words, corporate management did not need to change the retirement plan in order to reduce the anticipated overhead rate.  The overhead rate was reduced naturally due to the performance of the AERP trust fund and without any change in employee benefits.  The trust fund excess growth is due mainly to the structure of the plan.  Specifically, the year-to-year increase in the variable unit value is by definition 4% less than the growth experienced by the trust fund.  And of course, the fixed benefit increases by only 2% per year.  With this structure, the plan is biased towards generating a surplus each year.  Indeed, one might argue that the "corporation's share" of the AERP retirement benefit is actually paid by the employees in the form of a smaller benefits increase than the trust fund could have provided.  The impact is that no corporate contributions to AERP are anticipated to be required for the indefinite future.

Originally, the new ASAP plan was established as a 3% "basic" contribution and up to 3% "matching" contributions by the corporation based on employees’ VA/AP contributions.  Unfortunately for the corporation, MTS hiring was adversely impacted, and the corporation has had to make several improvements bringing the "basic" contribution up to 4%.  APSA subsequently succeeded in convincing the corporation that requiring "matching" contributions by employees to VA/AP was unlawful.  ASAP contributions are currently set at 8% of the participating employees' salaries (and independent of VA/AP contributions) and are an excellent retirement benefit for eligible employees.  

With the recent hiring surge the number of ASAP-eligible employees is approximately 36% of the Aerospace population and growing.  The current impact on total benefits is 2.9% of gross payroll and growing.  This year, ASAP funding will probably require about 3% of gross payroll.  Eventually, ASAP funding will max out at 8% of payroll when all AERP participants have retired.  The result is a significantly increasing retirement benefit cost that corporate management is trying to offset by cutting costs in other areas, particularly medical costs.

Dr. Ballhaus stated in the June 12th meeting that the corporation can not pass these cost increases on to the customers.  Dr. Ballhaus further stated that increases in employee benefit costs would require a reduction in staff.  Bear in mind that the corporation has added over 400 new MTS to the Aerospace staff during the past two and a half years.  It should be obvious from Dr. Ballhaus' statements that the corporate strategy is to deliver the most MTS at the cheapest price.  

The corporation's own data shows that the cost of the average MTS-year is right in the middle of the costs for FFRDC's.  Aerospace is not delivering over-priced MTS's.  In fact, APSA has seen data showing that Aerospace MTS costs are in the middle of the SETA's (System Engineering and Technical Assistance) as well.  In other words, there is nothing unusually expensive about Aerospace MTS costs compared to that of the competition.

Is corporate management so out of touch with employees that management is unable to recognize the importance of medical insurance to the employees' welfare?  Is corporate management going to continue taking away from the employee benefits?  Does corporate management not realize that continuing reductions in employee benefits does nothing other than demotivate the employees?

It is APSA's opinion that corporate managers cut benefit costs because they have little sense of balance between the employees' welfare and the corporation's welfare.  Anyone can cut costs.  The fundamental question is whether the new corporate leadership has the foresight and integrity to settle on a balanced and beneficial employee benefit package.
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