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Dear Mr. Wirch:

y sked us to make a
, i angd Develgpment ;
i (LR lle. tions that o
- 1 Cou s—¢iviston—had—misused |
e SoYorRmentTIORUSIR manaqirgAhhun s Rochy rPiats plernt. The
ERDA staff study--basced on annual LRBA audits, day-to-day
contract &acwministration act1v1tzps, and a special ERDA audit
inwg selected merit salary increéeses and procedures followved
in a selected lav f‘~—con\}nuvm that "no basis wes found to
support an agbmehxon that Government fupds were misnused at
the Rocky Flats plant.”
e found neo baciz te cucotion the rosuite of Ieiiis
special asucit into selecten =zolory 1nvreaoes ant 1o, .
ve fournd no evidence, Lowover, that LuBA hod consicereau
whether contractor ernloyees shoewld be allowed to cortinue
attending certain troining proareme eiter the contraccor hod
anrounced 3t no longer intendea to remein a2t Rocky Flete,
BEklA officizls caviced us that there i no written polaicy
coverirny such a gituation. Qur roviow algo showed that the
Dow KRocky Flats divisicn had charged sbout $600 of uvnallow-
able costs to ERDA: Dow subsequently reimbursed ERDA for

these costs,

Ye f' usced the prepar

ztion of the ctaff renort with

t the Rocky Flats Aree Oflice. ve 1nter—
viewed ERDA auditors woo had {urnishea dota for the repor

and reviewed their workpapers and relcted Area Qifice -ccords
supporting the facts and <onclusicns :n the stafi report. We
&#lso interviewed Mr. Jemes D. Kelly, I'resident, Local iUnion
8031, United ateclwu:m 3 ol Ame-ica, Recky Flats, concerning
h1is comments tc you on
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the stafi repcrt. We further dis-
cussed issucs 1dcnt‘:icd in the staff report with Rocky
division cfficials and roviewed pertinent divisicn recor
We briefed your office on the results of our limite
evaluation. Information on the gcope of LERDA's audit an
the nature of certeain ©ois charyed by Dow to the ERDA con-
tract follows.
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SCOPE Or FERDA AUDRIT

ERDA INr-oa Cifice officialeg reguested its Rocky [DLats
audit staff to review
~-procedures followed in tue lavoff in Gznuary 1975
of four Deow emplovees, three ssloried and one hourly,
to determine if contractual end labor union agree-
ment provisions were followed and

~~merit increases granted to Cow salaried emnloyeoes

in calendar year 1974 Lo determine if frequercy and
perecentage o! inc WOLS 2eUoraing vo contract
terms.

The ERLA sudit st vigwed specific actions conceorning
laycff procedures incl payment or nonpayment of scverancw
pay inr eosch of the fo loyees loié cff. In eaddition
they sampled 47 of the eric incresses in excess of 15
percent which were gro vring 1474 and identified the
basis for granting thes increeses. e found no bezis to
question the auditors' usicn that these laveffs and
increases were pnandleg v 1y,

LKOA heacauarters officielr boelieve thet tnr auc:it wil
sufficient. They explained that norrelly the kochy Floteo
auat staff annvually eveluttes corscnrel adninistration ond
payroll, contrecting and procurcient, travel end relocatirs
costs, cash contrels, and financial accountine ernd repnrticnng.
The officials said that tho auditors had found very fow
instances of contractuzl nercomplience and ne inscances of
mizuse of Govermment funds by the givision in these reviews.
PAY TuCRrEAS: GRAUYTHL TO SALAPIED
ERPLOYELs wion 14VISIGE'S -

(o510 EZLuLbLB P UDGET

ERDA appreoves two pay increases for all salaried employ-
ees at the Rocky Flats division during calendar y=2ar 1974,
The second, & supplement increase, was approved by ERDA in
Novemper 1974, retroaculve to July, even though ERDA was
aware that the division's cosis oxc eq the amount hudgeted,
Tn Decewier 1574, after previously appreving the salary
increases, ERDA naiified the divicion of its concern over
the exressive costes and requezted a plan of acricn te remedy
this situation by the end of the fiscal year. Subseguent
management actions reduced costs in severel areas ;uLlLdan
a layecff of 45 hourly and 15 selaried Dow employees in
January 1775, RDA officials commoentea that the layoffs were

BEST DOCUMENT AVAILABLE
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ngt only sttributed to increased salaries but also to reduce
production and Opfiation Schedules. i acdsiion, tuey said
appraval of a2 supolemental salary increast was essential to
retain hignly troined and experiencea personnel at Kocky
rists.
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Hlanagement Skills Exchange Proaram
The Masagement Skills Exchange program wes initizied in
January 1%74 for Dow Rocky Flats division supervisors. The
program was oriented primarily to division management
philvsonby--why top moanogowent believed in tne things they
did, and lLow thoce beliefs were translated into operating
methods, policies, and procedures. 1In March 1974 the divi-
sion info:neg LEDA that 1t gid nct intend tc ceontinae 23 the
operating contractor at Rocky Flats efter June 30, 1975; how-
ever, Dow managerent decided to continue thz progrem and
ti oining of
Estirates costle of the prouram, incloding scliricrs
notel, meals, refrechwrents, and quest speax xpences, all
charged to the division’: contracet 2‘ L\, armounted to
ebout $2o0,000. OL tnis onount t resented
salaeriee and fringe beneflits of ginctors,
Nearly S0 percent ol Dow :npczz' Saram
a.ter the 1974 znncunceme
about 10 percent of the supervisors who attended the
prograr. hive transierred te other Dow divisicns or retired,
The remaining supervisors are emploved by the new contractor
cperating the Pocky Flats plant.
laric¢ Operations PRoadshow

Dow's Rocky Flats division supervisors and managers have
participated, since late 1973, in a weeklong corporate
training progranm called the Salaried Operations Xoadshow.

The agends of the Roadchow held in Denver in March 1974
indicated thst most of the 13 topics adiscussed during the week
relatod te Dow's corporats history, con philosophy, and
technigues of administering ond measuring performance of a
salaried cperation. Three of the topice covered union
activities--philosophy and tactics, supervising in a union
operation, and anatomy of a tough strike.
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Twenty of Dow's Rock
the Roadshow after DOw annot
no longer going to manage the Rocky Flats fa
authorizing official who haed attended the pt
since the training related primarily to corp
operations, it would not be a proper charge
tract ERDA estirates about $22,000 of trav
alary cousts were cherged to the ERDA concra
1974. Of the 20 emplovees, 11 heve been tran
other Dow divisions.

Dow sent four of thece 20 ewployees to
its emplovees relaticons manzzer hod advised
guarters thet it did not expect to send addl
to the Roadshow. In addition, one of these
galary and travel costs were charged to the
even after the division's general manager ag
auditor that further Roadshow erxpenditures s
to Dow corporate expenses.

We believe that ERDA should have determ
ticipation in those two training vrogears oy
pioyveecs were in the begst interest of the G

974

eq inter > the Leoev
1974 when Dow ennounced that it wriz no lonac
tinue as the orerating contractar et the Foc

In commenting on this-mat
expressed the belief ther such training waos
on tne pasis that knowlecdge of Dcw's corporea
practices, and procsdures by supervisors rem
Flats could affect & more orderly crconsiti
Our review of ERDA records, howevor, showed
that ERDA had evaluated the merits of allowi
employees to attena these programs after not
termination.

ter, ERDA head
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UNALLONABLE EXPLNSh CHARGED
"U ‘.}’Lus C()'-i RAC f

The cocrdinator oi the Management Skills Exchandge progrem

filed travel expens se reports for reimburceme
identificd only &s “"kefreshments for langeme

4 BEST DOCUMENT AVAILABLE

change Program." Each was certiflied by the
approved by Deow's Rocky [flats divicion goner
chargeable to the ERDA contrect 2g official
ltures. No receipts or cther decumentotion
amounts claimed for reimbursement were attac
expense reports.
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The coordinator edviced us that the zrnounts cleimed on
these travel expense reports represented cost of liguor,
mixes, and snacks at the cocktail party held during esch of

the training sessions. Totol exponses claimed by the
coordinator during 1974 amounted to 5634.75.

We brouaght this matter to the attention o¢f division
off:cials who stated tlat these expenses should have been
charged to a Dow corporate account, On June 10, 1875, Dow
reimbursed ERDA for these expenses.

We bzlieve that ERDA should evaluate the adeguacy of it
procedures for monitering the manadement activities and
associated costs incurred during o reasonsble pesriocd prior
to the termination of its operating centractors. In vizw of
ERDA’s agreerent to evalwate the matters @iscussed in this
report durirg its closeort audit of the Rocky Flats contract
ant to assess the adequacy of its monitaring nrocedures, we
plan no additionsl audit effort at this time. We intend to
follow-up ERDA's audit of these matters and any a2ction taken

at ¢) appropriate time,

Sincercly yrores,

yard
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