Overhead and Accounting Methods

It was refreshing to read the simply
stated recommendation of the National
Academy of Sciences Committee on
Science and Public Policy that over-
head costs for federal contracts and
grants be “based on application of es-
sentially the same formula in both in-
struments” (20 Mar., p. 1302). Un-
fortunately, the subject of overhead,
particularly as it applies to so-called
nonprofit institutions, has taken on a
mystique totally unrelated to reality.

What many seem unable to compre-
hend is that overhead consists of real
expenditures. . By definition an
overhead item is one not directly re-
lated to a specific project or task. Thus,
when a person is taking an earned va-
cation or is on sick leave, he is not
working on a specific project; salary
paid to him during this period would
normally be considered an overhead or
indirect cost (such costs can be very
high when employees are on a 9- or
10-month work year). Similarly, con-
tributions to pension plans would be
considered overhead.

This general rule seems clear, but
accountants, not wishing to disturb un-
duly the arrangement of an organiza-
tion’s financial records, are also willing
to agree with any “generally accept-
able” system of accounting if the in-
stitution applies it uniformly to all ac-
tivities. They will accept sick- or an-
nual-leave costs as direct charges to
contracts or grants if it -is the institu-
tion’s general practice so to treat such
costs. The two accounting methods may
appear to be completely contradictory,
but the receipts of the institution may
be roughly the same.

Arbitrary overhead ceilings imposed
across-the-board for all recipients of
grants or contracts make little sense.
If unrealistically low ceilings are ap-
plied, they simply create a bookkeep-
ing reaction by which more and more
items of expense are treated as direct
charges: depreciation on office or lab-
oratory equipment, a proportion of of-
fice space, cost of leave, contributions
to pension plans, secretarial expense,
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and in extreme cases heat, light, and
maintenance. As a result, standardized
payments for overhead have the con-
trary effect to that intended; they bring
about changes in bookkeeping methods
that may lead to “profits” from un-
used funds in the overhead category,
establishment of “contingency funds,”
and the like.

Studies of overhead costs at a num-
ber of educational institutions show
that as a percentage of staff salaries
they are, understandably, high, fre-
quently exceeding 100 percent. Yet
these same institutions have contracts
or have received grants in which budg-
ets have been computed as though
overhead were 25 percent or less. This
is possible by making most of the
charges direct costs.

The Academy of Sciences commit-
tee in recommending uniformity in
treatment of overhead is, in effect, ap-
pealing to both reason and reasonable-
ness. In order to accomplish such uni-
formity, publication of a detailed sys-
tem of accounts, showing precisely
what costs are to be included, is re-
quired. Could an “Accounting Com-
mission” be established that could do
this task? Unless a practical step of
this sort is undertaken, there will con-
tinue to be charges and counter-
charges (in an accounting sense as
well) on the overhead issue.

LiBERT EHRMAN
Surveys & Research Corporation,
1010 Vermont Avenue, NW,
Washington, D.C. 20005

In recent years scientists have been
writing letters (such as Mather’s let-
ter in Science, p. 764, 21 Feb.), testi-
fying before congressional committees,
and making judgments as advisers to
federal agencies with regard to over-
head (more properly called indirect
costs). With a few exceptions, the opin-
ions expressed are obviously based
upon only the most superficial knowl-
edge of university accounting and fi-
nance. A university business officer who
attempted to judge the scientific merits
of a research proposal would find his
opinion given no weight at all. Why do

scientists expect, and many times even
receive, serious attention for opinions
and judgments outside their fields of
competence? University accounting
and finance are a highly complicated
and specialized field. It requires each
year a 110-page printed analysis, based
on countless working papers, for the
computation of indirect-cost rates at
Princeton University. . . . The regula-
tions under which the computation and
audit are conducted are contained in
Bureau of the Budget Circular A-21,
a government manual which describes
in detail how indirect costs are to be
computed and what costs the govern-
ment will accept a share of. And gov-
ernment auditors are assiduous in dis-
allowing any costs not properly as-
cribable to government-sponsored re-
search. As stated in Circular A-21:

Indirect costs are those which, because
of their incurrence for common or joint
objections, are not readily subject to treat-
ment as direct costs of research agreements
or other activities.

In 1962 the National Science Foun-
dation conducted a study (Reviews of
Data on Research and Development
No. 32) of the indirect costs of re-
search and development in colleges and
universities. The range, expressed as
percentages of total direct costs, was
from less than 18 to more than 50
percent, with an average of 28 percent
for institutions with a substantial vol-
ume of government-sponsored research,
or 32 percent for those with a rela-
tively small volume. (Expressed as per-
centages of direct salaries only, which
is the way most institutions compute
indirect-cost rates, the percentages can
be more than twice as high. Note that
in order to compare rates one must
first know the base used in each case.)
The indirect costs of a grant are no
less than those of a contract, if Cir-
cular A-21 is followed. See, for exam-
ple, “Grant or Contract—Indirect
Costs Are Just as Costly,” College and
University Business, March 1962; for
a further analysis, “Grants vs Con-
tracts,” Industrial Research, April
1964.

It is a complete myth that university
research will be more efficiently and
less expensively performed if indirect-
cost rates are kept as low as possible.
Proper administration and manage-
ment, adequate personnel benefits,
good laboratories and libraries and
stockrooms, and the host of other
services required cost money, and the
research benefits from them. Neither
grants nor contracts from the federal
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government are “aid to education.”
The funds appropriated by Congress
are based on the expectation that the
country, whose taxpayers are footing
the bill, will derive benefits from the
research commensurate with its cost.
There is a true quid pro quo.

Like any organization, universities
must recover the costs of the things
they do. Student tuitions should cer-
tainly not be raised to help pay for
government-sponsored research. En-
dowment income, which is becoming
a smaller and smaller fraction of ev-
ery institution’s total income, generally
is restricted by the donor of the prin-
cipal so that it is available only for
certain other purposes, such as teach-
ing salaries, instructional materials and
supplies, and student assistance. Alum-
ni, private foundations, and industry,
the other primary sources of income
for private institutions, cannot be per-
suaded to give money for the purpose
of sharing the costs of research under-
taken through government grants and
contracts. As Warren Weaver very well
put it [Science 132, 1521 (1960)],
it is absurd to insist that these
costs “should be provided by ‘the in-
stitution itself” out of its ‘own funds,’
as though colleges and universities kept
printing presses in the basement.”

RAYMOND J. WooDROW
Office of Research Administration,
Princeton University

Experimental Cancer-Cell
Implants in Patients

Your account entitled “Human ex-
perimentation: Cancer studies at Sloan-
Kettering . . .” (7 Feb., p. 551) leaves
the impression that certain facts have
been deliberately concealed at the Jew-
ish Chronic Disease Hospital (which co-
operated on one stage of the research).
Permit me to provide you with more
complete information about “what hap-
pened in Brooklyn” so that you and
your readers may appreciate more fully
the true nature of the problem.

At the outset, I may remind you of a
very important biologic fact which is
not mentioned in your article, namely,
that the implanted “cancer cells” rep-
resented homologous tissue, and that
such tissue is regularly rejected by the
recipient unless he is of the same genet-
ic makeup as the donor (for example,
an identical twin) or has been exposed
to x-radiation or certain drugs that im-
pair the immune mechanism. In view
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of the tremendous difficulty of trans-
planting organs from one human being
to another, you will agree that the
Southam test is about as safe as any
of the routine clinical procedures of
comparable nature, for example, the
Menthoux test for tuberculin sensitivi-
ty or vaccination for smallpox or for
typhoid fever. Indeed, the test com-
pares favorably in potential hazard with
some commonly used diagnostic pro-
cedures known to be associated with oc-
casional serious and even fatal reac-
tions, such as the measurement of cir-
culation time by intravenous injection
of decholin, saccharin, or ether, the
BSP test for liver function, or the in-
travenous pyelogram. There was no
practical possibility of untoward results
to the patients who received injections
of homotransplants consisting of tissue-
cultured cancer cells derived from oth-
er patients. In addition, it should be
pointed out that the three lines of cells
which were used in the study at our
hospital were derived from human
tumor tissue 4 to 12 years ago. After
such periods of growth in the labora-
tory, these cell cultures represent stand-
ardized biological agents having a high
degree of uniformity and predictable
reactions.

The injections were given by our sen-
ior resident under Southam’s supervi-
sion after Southam had demonstrated
the technique on three patients. Both
he and his research fellow witnessed
each patient’s interview by the resident
and found the consent satisfactory.

In accordance with standard proce-
dure adopted earlier by the Sloan-Ket-
tering group, the word ‘“cancer” was
not used in the explanations given to
the patient. This procedure, approved
by top-level executives of Sloan-Ket-
tering Institute and Memorial Hospi-
tal, appeared justified because of the
potentially deleterious effect which the
dreaded word ‘“‘cancer” may have upon
the patient’s well-being, as it may sug-
gest to him (rightly or wrongly) that
his diagnosis is cancer; and because it
was irrelevant in regard to both the
principle of the test and the patient’s
welfare. Many other scientists have en-
dorsed this point of view. Thus, George
E. Moore, Director of the Roswell
Park Memorial Institute in Buffalo, was
reported as fully supporting “the ac-
tion taken by Dr. Southam in not us-
ing the word ‘cancer’ . . .” (New York
Times, 22 Mar. 1964, p. 53). In-
deed, this action was taken in compli-
ance with conventional procedure in
clinical practice. The facts that small-

pox or poliomyelitis vaccines contain
“live virus,” that exposure to radioac-
tive substances may increase the risk
of contracting leukemia, or that the in-
jection of certain iodinated compounds
(used in renography), of bromsulpha-
lein, or of penicillin may, on occasion,
result in severe illness or even fatality,
are usually not imparted to patients be-
fore they are subjected to any of these
procedures.

What happened in Brooklyn was
simply an extension of the Sloan-Ket-
tering research, conducted by Southam
with the same techniques used at Me-
morial Hospital. The medical staff of
the Jewish Chronic Disease Hospital
unanimously endorsed continuation of
the study.

EMANUEL E. MANDEL
Jewish Chronic Disease Hospital,
Brooklyn 3, New York

All Mandel’s comparisons are with
established clinical procedures such as
vaccinations or routine treatments such
as penicillin. True, these procedures
also carry risks. But they are designed
to help the patient. What went on at
Sloan-Kettering and at the Jewish
Chronic Disease Hospital was not
treatment of patients but experimenta-
tion on them. It seems to me that this
distinction ought to be maintained, and
that researchers ought to bear it in
mind both when they consider the
possibility, practical or theoretical, of
“untoward results,” and when they
are judging whether a patient’s consent
is or is not “satisfactory.”

—FELINOR LANGER

Science as News

The difficulties of covering AAAS
conventions enumerated by Raymond
A. Bruner (21 Feb., p. 763) may be
symptomatic of a trend science is tak-

~ ing—it is becoming more integrated it-

self and also more integrated with
life-in-general. Synthesis and unity may
be the dominant underlying movement
of this. age. One aspect is brought out
in a statement, attributed to Defense
Secretary McNamara, I think, about
the necessity of making facts manage-
able. In this process, many ‘“shining
nuggets of achievement,” to use Bru-
ner’s phrase, may be lost or momentari-
ly held in suspension, or even, as Bru-
ner seems to imply, discouraged. . . .

It may be that more manpower,
planning, and publication outlets are
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