FACILITIES AND ADMINISTRATIVE RATE PROPOSAL

What is the Objective of the Facilities and Administrative (F & A) Rate Proposal?

To identify the costs incurred at OSU that jointly support research and other sponsored activities.  The proposal is the basis for negotiations with U.S. Department of Health and Human Services (DHHS)-Division of Cost Allocation (DCA) for F & A (indirect cost) rates to be applied to grants and contracts for recovery of costs.  The proposal is prepared under the guidelines of OMB Circular A-21 to ensure that the Federal Government will “bear its fair share of total costs.”  (from OMB Circular A-21, Purpose Statement)

OSU’s current F&A rates expire June 30, 2010.  Rates are normally negotiated every 3-5 years.

The goal is to optimize the F & A rates and sustain F & A recoveries.  Returned overhead, which comes from F & A recoveries, is important to OSU.  Returned overhead represents approximately 8-10% of OSU’s Education and General fund budget. Recovery for FY06 was greater than $26 Million.

The next proposal-
· Fiscal Year 2009 (beginning July 1, 2008) is the “base year” for the next cost proposal.
· Review account code usage and accounting structure.
· Create a Program Work Group (representatives from Colleges, Research Office, and Budget Office).

· Develop training for college administrative and accounting staff.

· Prepare a prototype proposal with FY08 financial data. Update desk manual.

· Submit the final proposal by Dec. 31, 2009. Respond to follow-up questions, hold a site visit, and participate in negotiations.

What are the uses for Recovered F&A Costs (Returned Overhead)?
OSU must use some of its F&A recoveries, as described in Section J.14.h of OMB Circular A-21, to improve research facilities.  OSU meets this requirement with Building Use Credit (BUC) funds and Research Equipment Reserve funds (RERF).  The remaining F&A recoveries can be used at OSU’s discretion.  

OSU distributes  returned overhead in the budgeting process for: 

· Library support

· Facilities support for utilities, security, custodial services, and general maintenance

· Administrative support for human resources, payroll, purchasing, and accounts payable

· College/Dept administrative and other support, as determined at the unit level.  

Also, new research faculty start-up funds and release-time are supported by returned overhead.

How is the rate calculated and what are the elements?

All projects incur two types of costs—those directly related and those required for administration and support of the project.  

The F&A rate is calculated by:

1.  Removing cost exclusions such as:

· Capital equipment
· Student support
· GRA/GTA fee remissions
· Subawards amounts greater than $25,000
· Building and land rental
2.  Allocating all costs to either an indirect cost pool or a direct cost activity.  

3.  Dividing the F&A (indirect) costs for a particular *function by the direct costs (including cost sharing expenses) for that function.  

*The functions identified at OSU are:  research, instruction, other sponsored activities, auxiliaries and other institutional activities. 

The indirect cost pools are allocated to the functions on a prescribed basis.  The building depreciation and operations and maintenance costs are allocated by the space study.  Equipment depreciation is allocated by the equipment location/inventory.  The library costs will be allocated on the basis of a special study.  Administration cost pools are allocated to the units supported, based on the costs of the unit for each *function. 

Do the details really matter?

Yes!  This entire process is dependent upon the details being in the correct place and nothing should be left to chance.  It is a complex calculation using data from a complex accounting system.
The F&A proposal must reconcile to the audited financial statements.  Only expenses (net of Service Credits) are used in the calculation.   Neither budgets nor income is considered in the calculation.

What is being done at OSU so nothing is left to chance?

A Library Study consultant will be hired.  He will visit the campus in early June, and data on library usage will be collected for 12 months, beginning July 1.  It is anticipated that at least one percent (or point) increase can be realized by using a library study.  [A percentage point equates to approximately $500,000 annual recovery.]

Consultants will be hired to review the rate proposal and assist with negotiations.

MAXIMUS CRIS (Comprehensive Rate Information System) Software has been purchased.  This software is used for other cost analysis projects in addition to the preparation of the F & A cost proposal in the format dictated by OMB Circular A-21.

There will be university involvement and training, coordinated through Program Work Group members.  

How can you  help in this process?

The technical aspects can be left to the Program Work Group and consultants. Your part of the process involves the following:  

· Complete requested library surveys and encourage your faculty, staff, and students to do the same. 

· Encourage full involvement of appropriate personnel in the space study. The space study is a very important part of this process; it affects building depreciation, operations and maintenance and equipment depreciation.  The space study will be completed by the spring of 2009.   Review the completed space study for your unit.  This process will be coordinated by Facilities Services.

· Allow time for faculty and staff to complete the equipment inventory accurately and on time.  This process will be coordinated by Property Control.  

· Be mindful of how expenses are coded.  The function of an expense determines its allocation.  Proper cost coding creates information in the Banner database that is used for many purposes, including financial statement and management decisions.  Proper coding is not just for the   F & A project.

Of particular concern are:

· Placement of administrative costs in indexes coded as Instruction.   This reduces the administrative F & A pool and increases a base/function.

· Placement of salary and other Operations & Maintenance expenses that cannot be individually identified by account code, in indexes not coded Facilities/O&M. Unless these costs are in the O&M index, they will not be properly identified in the proposal preparation process for recovery.

· Placement of lobbying, fund-raising and development activities in administrative or instruction indexes.  It is very important that these costs be identified because they are unallowable for the purposes of calculating the F & A rates.  OSU must show due diligence in separating out expenses for these activities from the rate calculation.  Use special “development” indexes established for these costs.

· Lobbying costs are those incurred in attempting to influence someone in the Federal Government “to give consideration” on any basis other than merit.  It includes such activities as trips to Washington, DC, to meet with Congressional staff and/or delegates, visits to the delegates’ offices in Oregon, or contact with program officials. 

· Fund-raising and development costs include college External Relations staff salary/OPE, printing fund-raising brochures and letters, and alumni activity expenses.  

· Be cognizant of the impact of committing to cost sharing.  It increases the amount in the research base, which reduces the F & A rate.  Cost sharing also requires a great deal of administrative effort to track and document these expenditures.

· Ensure that PAR forms are completed and promptly returned to Business Affairs.  

In conclusion:

FY05 was the first time OSU prepared the proposal and negotiated its rates.  In the past, this project was completed at the university “system” level (OUS).  The goal is to optimize the rates and recovery dollars at OSU.  We are committed to:

· This being a transparent process
· Utilizing outside consultants wisely (library study, pooling methodologies, negotiating strategies);

· Involvement at the college level, guided through the Program Work Group;

· Regular reports to the Leadership Team, the Provost Council and the OSU campus.

