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On September 9, 2009, The General Secretariat made a presentation to CAAP regarding the indirect cost recovery policy implemented starting on May 29, 2007.  At the conclusion of the presentation, the delegations requested an explanation of the methodology used for the internal study conducted by the General Secretariat in 2006 in which it estimated the GS/OAS indirect costs. Elements of that methodology are noted below.
METHODOLOGY USED IN THE CLASSIFICATION OF DIRECT AND INDIRECT COSTS

The sample data used in this methodology was extracted from the OAS financial system. The sample includes all eligible expenditures incurred by all OAS funds from January 1, 2005 to December 31, 2005. The data was organized by department and office as presented in the 2007 Regular Fund Program Budget. 

The classification of costs into direct or indirect followed separate phases:

1st: excluded expenditures from the sample

As presented to CAAP in December 2006
/, the GS/OAS incurred a total of $181 million in expenditures during 2005. For this study, however, $31 million were excluded and did not form part of the pool of activities analyzed to determine General Secretariat’s indirect costs.

Excluded expenditures were incurred in activities of a unique nature. These activities include Trust Funds (Medical and Rowe), Tax Equalization Fund, building renovations related to Resolution 831, grants to affiliated institutions (PADF, IADB, Court of Human Rights), Parking Fund, among others.

2nd: classification of costs by object and type of expenditure (Schedule A)

The next phase consisted in the segregation of costs by direct or indirect based on expenditure type. For example, some costs are more commonly associated with indirect costs than others (e.g., postage, internet costs, etc).

3rd: classification of costs by personnel (Schedule B)

Once expenditure types were classified into direct or indirect, the next phase was to classify personnel based on the following:

•
Object 1 (Personnel) was classified by job title.

•
50% of the cost of directors and administrative personnel was considered indirect cost since they deal with administrative issues across several projects.
•
Most program specialists (e.g., project managers) were considered direct costs.

4th: classification of costs by area (Schedule C)

Further classification was done at the area level:

•
Administrative areas: those that do not manage specific programs. Examples: Secretariat for Administration and Finance, Department of External Relations and Department of Legal Services.

•
Program areas: those that manage specific programs. Examples: Secretariat for Political Affairs, Secretariat for Multidimensional Security, Executive Secretariat for Integral Development.

•
The majority of costs associated with administrative areas are considered indirect costs.

FURTHER CONSIDERATIONS

Every organization has a unique approach in the calculation of its indirect costs. There are several ways in which indirect costs can be determined. The methodology described above could be further analyzed to provide a more detailed classification of direct and indirect costs. However, the benefits resulting from such analysis is not likely to change the outcome in a material way.
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