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Indirect Cost Recovery (ICR) Policy:
2nd Comprehensive Review
From January 1, 2009 to December 31, 2009
This report is presented in compliance with Executive Order No. 07-01 Rev.1 article VI, whereby the General Secretariat is required to annually review the ICR policy and revise it as necessary. The new ICR policy was implemented after issuance of Permanent Council Resolution CP/RES. 919 (1597/07) which amended articles 78 and 80 of the General Standards that govern the operations of the General Secretariat of the OAS. This is the second review of the ICR policy since its inception. 
PREFACE
The OAS General Secretariat (GS/OAS), as a financially responsible organization, has embarked on a systemic effort to modernize its accounting practices and to strengthen its capacity to account for all funds managed. This ensures stakeholders, member states, donors and GS/OAS managers, to have a complete understanding of all costs associated with each activity undertaken by the GS/OAS. 

All organizations have direct costs as well as indirect costs associated with the delivery of goods and services. To operate efficiently and effectively, an organization should be aware of all of its costs and undertake only those activities with sufficient funding to cover both direct and indirect costs.  
Direct costs are those incurred in a particular activity that can easily be attributed to that activity with a high degree of accuracy. For example, the salary of a consultant hired to organize a meeting is a direct cost of that meeting.

Indirect costs are those incurred to support the direct costs of an activity that cannot be easily attributed to that particular activity.  For example, processing the salary payments of the consultant hired to organize the meeting in the previous example is an indirect cost incurred from delivering that activity. Since the Accounts Payable office processes numerous disbursements for consultants, the cost of processing this particular payment is not easily attributed to that activity. Therefore, a mechanism must be in place to account in a transparent and equitable manner for those hard-to-measure indirect costs.  
Public organizations have mechanisms in place to recover indirect costs through an institutional Indirect Cost Recovery (ICR) policy.  ICR should not be interpreted as another source of income.  Rather, it is a method of recovering support costs that are not easily attributed to particular activities. ICR is intended to cover institutional support costs associated with managing and implementing projects and grants which cannot be otherwise included as direct costs.
The OAS Regular Fund budget finances a management infrastructure in support of the Organization’s core operations. This management infrastructure supports the execution of multiple programs and projects financed with Specific, Voluntary and Trust Funds. These programs and projects significantly increase management’s workload. The minimal increases in the Regular Fund budget in recent years, combined with the rapid expansion of Specific Funds-financed activities, made it urgent to define a standard ICR policy for the GS/OAS back in 2007. The current GS/OAS ICR policy was approved by the Permanent Council in May 2007.  Prior to this new ICR policy, there was no clear, centralized data regarding indirect costs incurred by the organization. 
In 2006, the GS/OAS undertook an informal study to estimate its indirect costs. The study revealed that the GS/OAS required an additional USD 0.53 in support costs (indirect costs) for every USD 0.97 managed in grant contributions to carry out specific programmatic activities (direct costs). This meant the organization would require an indirect cost rate of approximately 54.6% to recover its indirect costs. Although this percentage seems high, it is not unusual for similarly structured organizations managing grants. However, it would be unrealistic to attempt to recover fully this cost from donors to the organization.
The 2006 informal study also confirmed that the GS/OAS had limited mechanisms to estimate the amount of indirect costs being recovered by the organization. The task of identifying indirect cost recoveries was not easy because these accounts and funds were managed autonomously by various GS/OAS Secretariats and in different ways. Notwithstanding the limitations, the internal study also revealed that about 6%, or USD 3 million, was being recovered by the Organization from Specific Fund contributions. This also meant that the Regular Fund was heavily subsidizing the incremental workload generated by Specific Funds, since the amounts recovered were far from covering the management costs incurred.  Further, the use of those indirect cost recoveries differed from one Secretariat to another.  
Based on the estimates gathered from the study, the GS/OAS proposed to CAAP the implementation of a standard indirect cost recovery policy, which required few modifications to the General Standards that govern the operations of the GS/OAS. The basis for the proposal was to attempt and recover at least the on-going USD 3 million plus an additional CAAP-imposed amount (of USD 2.5 million) to reimburse the Regular fund for its indirect cross-subsidy to Specific Funds. Considering that an annual ICR collection of USD 5.5 million was required to maintain the same level of service, and that eligible Specific Fund contributions were estimated at USD 50 million, the GS/OAS proposed a fixed minimum rate of 11% ICR. The proposal was discussed within CAAP for approximately six months.
On May 23, 2007, the Permanent Council approved Resolution CP/RES. 919 (1597/07), which amended Articles 78 and 80 of the General Standards to establish a clear policy for the General Secretariat regarding the recovery of direct and indirect costs for projects funded by Specific Funds and Trust Funds. On May 29, 2007, the Secretary General, through Executive Order 07-01 (later revised on December 20, 2007) issued organizational definitions of direct and indirect costs, and indirect cost recovery percentages for grant agreements with Member states (11%) and other contributors (12%). CAAP members felt the need to differentiate ICR from contributions received from Member states as compared to other contributors, thus approved different ICR rates for each of these groups.
The new ICR policy entered into effect May 29, 2007.

Year Round Monitoring
The ICR fund is reported in three different ways: 1) financial statements posted in the Department of Financial and Administrative Management Services (DFAMS) Financial Portal every month; 2) each quarter through the OAS Quarterly Resource Management Reports; and, 3) annually in the GS/OAS Audit of Accounts Reports. The OAS Quarterly Resources Management Report provides an in-depth summary of inflows, outflows and number of employees financed in each program. 
Review of the ICR Policy 

Per Resolution CP/RES. 919 (1597/07) of the Permanent Council, approved by Resolution AG/RES. 2302 (XXXVII-O/07) of the General Assembly, and in compliance with that Resolution, following the first Comprehensive Review from Inception (May 29, 2007) to December 31, 2008 presented in document CP/CAAP-3023/09, the GS/OAS presents herein a second review on the ICR policy from January 1, 2009 to December 31, 2009, as well as subsequent events for most of 2010.
OVERVIEW OF 2009 FINANCIAL RESULTS
The ICR account primarily covers salary for employees assigned to cover the incremental workload of managing projects and programs. In 2009, both ICR inflows and outflows totaled USD 7.1 million
 each. Since GS/OAS regulations require funds to be available to record personnel obligations for the period of employment (USD 1.5 million for the first quarter of 2009), the ICR account had to maintain a minimum reserve to renew these contracts.  The fund balance at the end of 2009 was USD 1.0 million.
The financial situation of the ICR account was stable during 2009 as inflows equaled outflows, although the ICR account was only able to transfer USD 1.2 million to the Regular Fund, rather than the planned USD 2.5 million. This is necessary because the ICR account must be able to cover its indirect costs firsts before any other requirements.
DETAILS OF ICR 2009 INFLOWS AND OUTFLOWS
ICR Inflows
The GS/OAS programmed USD 72.2 million
 in Specific Funds from January 1 to December 31, 2009 (including the Trust for the Americas). The GS/OAS recorded indirect cost recoveries of USD 7.1 million for the 12-month period (USD 5.9 million in ICR plus 1.2 million in interest income
), representing an average ICR rate of 9.8% of programmed funds. 
It is important to note not all contributions can be assigned an ICR rate of 11% or 12% because there are certain exemptions established under article 80i of the General Standards, special circumstances, and exceptions from the Secretary General under Executive Order 07-01 Rev. 1. 

Exemptions established under article 80i of the General Standards
“Grandfathered” Agreements

The GS/OAS is still receiving scheduled payments (contributions) from various donors and is still executing remaining balances on agreements signed prior to the ICR policy issued in May 2007. Most of these agreements carry a 2% ICR rate or lower. However, as foreseen in the previous comprehensive review, “grandfathered” contributions have dramatically decreased in 2009.

Contributions by Member states totaling no more than USD 20,000

Contributions/grants by Member states totaling no more than USD 20,000 per donor in the Organization’s fiscal year to an ongoing activity are exempt from ICR.

Meetings co-financed by the Regular Fund Program-Budget

GS/OAS does not assign ICR on meetings co-financed by the Regular Fund, as established by Executive Order 07-01 Rev. 1. Program funds under this exemption increased during 2009 in part because of the contributions received for the V Summit of the Americas.
Special circumstances
Unprogrammed Funds

The GS/OAS receives contributions which are not immediately programmed. GS/OAS does not assign ICR on these unprogrammed contributions at the beginning. ICR is recorded when actual programming of these funds occurs. Programming of funds may not necessarily occur during the same year contributions are received. Most of these contributions are received from the United States, Canada, and Spain.
Programmed at 11% or 12%

The majority of contributions fall under this category as per Executive Order 07-01 Rev.1.
Programmed at 10% or less

The GS/OAS has recorded less than 11% ICR on certain contributions due primarily to the reasons stated below. With the exception of the Trust for the Americas, in most cases, the net effect is an effective ICR rate close to 11% or 12% since project budgets include indirect cost line items.
Trust for the Americas: The GS/OAS reached an agreement in regards to contributions received for the Trust for the Americas. This agreement establishes a preliminary rate of 2% on remaining 2007 agreements and a 5% fixed rate thereon. The Trust for the Americas, however, does not receive an allocation from ICR collected as occurs with other areas of the GS/OAS.  The reason to charge a lower rate is because the Trust is an autonomous entity with distinct management support requirements. 

GS/OAS compliance with donors’ legislation: Certain donors have restrictive legislation that establishes a maximum allowed ICR rate to pay to international organizations. The GS/OAS has recorded less than 11% ICR on these contributions. However, the GS/OAS has worked closely with these donors to reclassify in the budget for their contributions some indirect costs to direct costs, as well as the use of interest income to defray actual indirect costs.  
Credit for contributions directed to infrastructure: Certain donors have provided direct contributions to infrastructure through project budgets. The GS/OAS has recorded less than 11% ICR on these contributions, as part of these contributions are to cover indirect costs. However, the net effect is an effective ICR rate close to 11% or 12%.

Timing issues with the reporting period

GS/OAS records ICR upon programming of funds. However, ICR for some contributions received at or near year-end may not be recorded until the following fiscal period. These differences do net out if the report covers all periods. These differences may affect one or more of the categories mentioned above during a single reporting period.
Funds that were pending final ICR negotiations with donors
During 2009, some ICR amounts were reserved rather than charged to the contribution because negotiations with donors were pending. The GS/OAS was not recording this ICR as collected; however, it was reserving these amounts in a separate account pending finalizing discussions. During 2010, the GS/OAS reached an agreement to use these funds and transfer them to the ICR account.
Exceptions from the Secretary General under Executive Order 07-01 Rev. 1. 
The Secretary General issued one exception under Executive Order 07-01 Rev. 1 in 2009. The exception (5% ICR) was granted to a contribution from the Government of Brazil to the project “Improvement of Urban Environmental Management”. The exception was granted because of the legal framework that governs the cooperation activities from the Government of Brazil
, the historical relationship in the execution of several large projects and initiatives in the national and regional level, and the importance to the Secretariat to continue to strengthen cooperation with Brazil in the area of sustainable development and environment. In many cases larger projects incur proportionately lower amounts of indirect costs.
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ICR Outflows

It is important to take into consideration that, when the new ICR policy was proposed, the GS/OAS had limited mechanisms to fully estimate the amount of indirect cost being recovered by the Organization. The proposal was to recover at least the on-going annual USD 3 million plus an additional arbitrary amount (of USD 2.5 million) to reimburse the indirect cross-subsidy from the Regular fund. In practice, when the policy was centralized and the indirect cost began to surface, indirect costs incurred by the GS/OAS were much higher than expected, thus the reimbursement to the Regular Fund was only USD 1.2 million. 
In 2009, GS/OAS collected USD 7.1 million in ICR (including interest) through the programs managed by the various Secretariats. Although this same amount was allocated back throughout all Secretariats to cover 2009 indirect costs, some areas have had higher requirements for indirect cost reimbursement than others due to their particular financing structure (e.g. less financing from Regular Fund than Specific Funds or vice-versa). Thus, ICR allocation throughout the different program areas of the GS/OAS is not proportionate to what was collected in ICR by each area (Figure 1). The allocation of ICR to cover true indirect costs must not be confused for just another source of financing. 



Project budgets usually contemplate a line item with 11% or 12% ICR, as required by OAS General Standards and Executive Order 07-01 Rev 1. This ICR is expensed in the corresponding project and credited to the ICR account. Subsequently, ICR collected is distributed to various groups. ICR distributed to these groups does not necessarily bear a direct relationship to the ICR collected by the areas.
As shown in Figure 1, ICR collected is distributed to three main distribution groups:
Technical areas and autonomous/decentralized entities 
This is the group of substantive areas of the GS/OAS that, for the most part, manage projects in support of OAS mandates (e.g. democracy, human rights, integral development, security, etc.) A large portion of these initiatives or projects are financed through Specific Fund contributions from external donors. 
Administration
This is the group of areas whose core function is to provide support (e.g. administrative, financial, fundraising, legal) to technical areas in carrying OAS mandates. Administration areas are considered, in many ways, the infrastructure of the GS/OAS and thus are indirect cost in nature. These areas do not, for the most part, manage technical projects or receive external funding as is the case with technical areas. Thus, they do not generally collect ICR from donors but incur a much larger portion of the organization’s indirect costs in the support of technical areas.
Regular Fund Program Budget
The amount to be transferred to the Regular Fund each year is approved by the General Assembly through the OAS Program Budget. In 2009, this amount was set at USD 2.5 million. This is a form of retribution credit to those indirect costs incurred by the Regular Fund in support of Specific Funds.
LOOKING FORWARD
During 2010, the GS/OAS continued its efforts of centralizing ICR inflows and outflows. As of November 30, 2010, ICR inflows amounted to USD 6.6 million while outflows were higher at USD 6.9 million (including USD 1.0 million initially transferred to the Regular Fund). The ending fund balance (including obligations of USD 0.9 million) as of November 30, 2010 was USD 1.4 million. 

As of November 30, 2010, ICR inflows at USD 6.6 million represent an average ICR rate of 11.9% of programmed funds (USD 55.2 million). The average ICR rate is improving in 2010; however, overall indirect costs have increased as well, having a larger impact on availability of funds. Still, the GS/OAS plans to transfer the full amount of USD 2.5 million to the Regular Fund by year-end.
So far, the ICR policy has had a positive impact on the organization, as it has:
· Allowed the GS/OAS to earmark funds for core infrastructure costs in addition to those funds already provided by the Regular Fund.

· Allowed the GS/OAS to continue identifying the actual amount of indirect costs required by the areas to be operational. 
· Provided accurate information through monitoring, reporting and analyzing incurred expenses. 
· Established a new standard. There is now a uniform organizational indirect cost recovery rate provided and applied to all contributions to Specific Funds.

· Allowed the GS/OAS to confirm that decentralized administrative units incur indirect costs in the performance of required administrative and financial functions.

Still, significant efforts are required to make the ICR policy sustainable in the long run. The continued decrease in Regular Fund resources has shifted additional pressures to the ICR account. Thus, further efficiencies have been difficult to attain as technical areas require additional resources to comply with their mandates. This situation becomes more complicated considering stagnant Specific Fund contributions and thus the same level of ICR inflows.
Therefore, cost containment is a current priority for the GS/OAS. Based on 2009 recommendations from the GS/OAS Board of External Auditors, Executive Order 08-01 Rev. 3, and the 2010 Regular Fund Budget Resolution, the GS/OAS is working on the final steps to implement a more coherent and efficient financial and administrative support structure. 
New balanced Administrative Management Support (AMS) sections will be standardized as part of an overall organizational strategy to enhance the way administrative and financial roles are played across the General Secretariat. These roles will be standardized, streamlined and strengthened to provide dependable, efficient and sustainable administrative management support to the functional areas of the organization. 

The AMS initiative is aligned to ongoing efforts led by the Secretariat for Administration and Finance (SAF) to make business processes more efficient and transparent. These efforts are not independent of each other and their success must be measured as one package within the overall organizational strategy. 

When fully implemented, this strategy is expected to contain administrative costs currently financed through the ICR account and other funds.
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Table 1


Summary of ICR Inflows


From January 1, 2009 to December 31, 2009 (in millions)











Figure 1


ICR Allocation as a percentage of ICR Collection by Program Area


From January 1, 2009 to December 31, 2009
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� Refer to Table 1, Figure 1 and Schedule IV.


� Refer to Table 1 and Schedule I.


� Refer to Schedule I. Most agreements do not require interest income to be returned to the donor. In other words, interest is used to further cover indirect costs. 


� �HYPERLINK http://www.planalto.gov.br/ccivil_03/_ato2004-2006/2004/decreto/D5151.htm ��http://www.planalto.gov.br/ccivil_03/_ato2004-2006/2004/decreto/D5151.htm�
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