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This document is presented in compliance with Resolves 1.B of the Management Modernization
Resolution, AG/RES. 2892 (XLVI-0/16)

B. Indirect Cost Recovery

To instruct the General Secretariat to conduct a review of what constitutes Direct and Indirect costs and
submit the outcomes of this review to the Permanent Council and the Inter-American Council for Integral
Development (CIDI), no later than September 15, 2016.

Introduction

During our review of other international organizations’ definitions of direct and indirect costs, we noted
that the OAS is highly transparent in making public its policies and definitions of direct and indirect
costs, as it was difficult, and in some cases impossible, to gather this information from similar
institutions. The OAS information regarding this subject is public information easily gathered from the
internet. The General Secretariat obtained the information from other organizations contained in this
document through internet-based research, first-hand experience or direct contact with other
organizations. Most of the other organizations do not publish a standard rate for their equivalent of
indirect cost recovery, and it is likely all impose varying rates depending on negotiations with donors
based upon the specific requirements of the project in question.

The General Secretariat of the Organization of American States and all of its donors, require accurate
information regarding costs associated with managing contributions and grants provided for activities,
projects and programs. This ensures sound financial management decisions and enables the
Organization to be accountable to its stakeholders.

In the execution of contributions/grants, there are various costs incurred, known as indirect costs, that
although necessary and incremental, cannot be easily attributed or traced to a particular activity or
project. Some examples of these costs are: setup and management of project and grant accounts,
financial reporting, procurement services, internal/external audit coordination, legal analysis and
review, agreement negotiation, general management of OAS policies and procedures, use of facilities,
cost of utilities, and disbursements, among many others.

On the other hand, there are costs incurred in executing donor contributions, known as direct costs, that
are directly related to carrying on an activity or project, and which can be easily traced and attributed
back to that particular activity or project. Adequate project budgets must identify and include all direct
costs related to carrying on the project. Some examples of these costs are: personnel, travel, meetings,
interpreters, documents, equipment, maintenance and supplies directly needed to carry on a project or
activity, among many others depending on the type of projects.

Adequate budgets properly identify all direct costs thus minimizing indirect costs. Direct costs of a
project disappear once the project ends, while indirect costs usually persist (because they are part of the
routine operation of the organization).

In regards to the rate of Indirect Cost Recovery, a high dollar value donation which imposes little effort
on the organization might merit a lower rate, while a low dollar value contribution which comes with
significant restrictions would merit a substantially higher rate. Also, as stated in the Strategic Plan for
Management Modernization at the Organization of American States presented by the General
Secretariat in 2014, “...it needs to be recognised that separate small Specific Fund projects carry a
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make efforts to cover their true administrative costs... in 2013 21% of all active projects in the OAS were
less than $50,000.”

Definitions of Direct and Indirect Costs for Activities and Projects

Direct cost of a Activity or Project

These are costs that can be specifically attributed to a particular activity or project, or that can be easily
traceable to a particular activity or project relatively easily and with a high degree of accuracy
(undoubtedly belonging to that activity or project).

Examples of Direct Costs of an Activity or Project:

e Personnel and persons work under performance contracts (CPRs) working directly in the activity
or project

e OAS office space” allocated to personnel and persons under CPRs working directly in the activity
or project

e Travel, meetings, publications, interpreters, documents, equipment, maintenance and supplies
directly needed to carry on an activity or project

e Other expenses (e.g.: administrative and technical support staff of the project, training costs,
shipping costs, transportation, courier services, bank fees, insurance, internet services, etc.)
directly needed to carry on an activity or project

Indirect cost of an Activity or Project
These are costs that are incurred for a common or joint purpose which cannot be easily identified, and
are not readily traceable to a particular activity or project.

Examples of Indirect Costs of an Activity or Project:

e Overall administrative functions of the General Secretariat (e.g., recruitment and servicing of
staff; procurement of goods and services; resource mobilization; planning, monitoring, review
and evaluation of projects, etc.) .

e Financial management framework (e.g.: financial manuals; handbooks; guidelines; training;
accounting; financial reporting; setup and management of accounts; recording and processing
transactions)

e Banking operations (e.g.: receipt of funds; check emission; bank reconciliations)

e Legal and Financial advice and review of donor agreements

e External audit coordination and representation, and internal audits

e Use of facilities (e.g., conference rooms), building management/maintenance, , and office
equipment

e Establishing and managing computer networks to maintain productivity and ensure information
integrity and confidentiality .

! This is a new cost proposal, as recommended in the Strategic Plan for Management Modernization at the
Organization of American States presented by the General Secretariat in 2014. Office space rental includes office
space and basic facilities and utilities, such as elevator use, central heat and A/C, cleaning services, electricity, rest
rooms, routine maintenance, painting and electrical lighting service for all special and public areas, access to
premises 24/7, basic security services, limited parking spaces.
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Q1: Would the cost
existif the activity or
project did not?

Q2: Can the cost be
easily traced and/or
pro-ratedtoa
particularactivity or
project?

INDIRECT COST

NO (Due to the complexity of allocating cost)

Examples of Definitions of Direct and Indirect by Other Organizations and Institutions

Organization /
Institution

Direct Costs

Indirect Costs

United Nations (UN)

Direct costs can be clearly
attributed, either wholly or in
part, to an operation, programme
or project financed from
voluntary contributions. They
include costs associated with
providing direct management
and other support functions.
Direct costs are financed as
identifiable components of an
operation, programme, or project
* Staff and other personnel costs
* Travel

* Contractual services

* Coperational expenses

* Procurement, or fellowships
and grants.

Indirect support costs are referred to as
Project Servicing Cost (PSC) in the UN
Secretariat (also known as programme support
costs). These are costs that cannot be traced
unequivocally to specific activities, projects, or
programmes.

*Indirect costs include costs incurred by
services providing administrative and other
support functions to a range of operations,
programmes, and projects financed by a range
of voluntary contributions

* Indirect costs may be incurred when
performing the following functions: the
recruitment and servicing of staff, consultants
and fellowships, procurement and contracting
(usually centralized), budget preparation and
control, financial operations, accounts,
reporting, and auditing.

World Bank (WB)

Costs that can be identified
directly with a particular process,
project, or program.

Costs associated with an enterprise, activity,
etc. which are not identified as direct costs,
but which may be included in the accounting.
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Direct Costs

Indirect Costs

United States Agency
For International
Development
(USAID)

Goods and services specifically
purchased for the exclusive
benefit of one project that are
charged to that project.

A cost that is required to carry out a project,
but is difficult to attribute to a specific project,
such as electricity or administrative support
staff. If a NICRA (Negotiated Indirect Cost Rate
Agreement) is established, include the rate,
how it is calculated and state whether the
NICRA is the provisional or final rate.

National Institutes of
Health (United
States of America)

Cost that can be specifically
identified with a particular
project, program, or activity or
that can be directly assigned to
such activities relatively easily
and with a high degree of
accuracy.

Necessary costs incurred by a recipient for a
common or joint purpose benefitting more
than one cost objective, and not readily
assignable to the cost objectives specifically
benefitted, without effort disproportionate to
the results achieved.

MOTT Foundation
(MOTT)

Are those for activities or services
that benefit specific projects,
e.g., salaries for project staff and
materials required for a
particular project? Because these
activities are easily traced to
projects, their costs are usually
charged to projects on an item-
by-item basis.

* Project staff

* Consultants

* Project supplies

* Publications

* Travel

Are those for activities or services that benefit
more than one project? Their precise benefits
to a specific project are often difficult or
impossible to trace. For example, it may be
difficult to determine precisely how the
activities of the director of an organization
benefit a specific project.

* Utilities

* Rent

* Audit and legal

* Administrative staff

* Equipment rental
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