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13.0
FACILITY & ADMINISTRATIVE (INDIRECT) COST

Definition:
Facility & Administrative (F&A) Costs are also referred to as “indirect”, “IDC”, or “overhead” costs.  The total cost of research is divided into two major categories, direct and indirect.  Direct expenses are related to the efforts of performing the necessary science and/or service/research for the grant.  Indirect are the expenses related to the overhead to support the grant.  Overhead costs can be defined as Utility, rent, lease, housekeeping and Administration.  

Boston Medical Center negotiates with the Division of Cost Allocation within the Department of Health and Human Services (DHHS) to obtain an approved indirect rate so that the institution can be reimbursed for its F&A expenses. Designating a cost as being direct or indirect is based on how practical it is to associate that particular cost with a specific project.  Making this determination can be complicated, as many expenses can be in either category depending on sponsoring agency policies.  That said, the most significant variable in determining the proper rate is where the physical space is located and there are common definitions of each term prescribed by the federal government at Appendix E to 45 CFR Part 74, section IV:

Direct costs are those that can be identified specifically with a particular cost center. For this purpose, the term cost center refers not only to the ultimate centers against which costs are finally lodged such as research agreements, but also to other established cost centers such as the individual accounts for recording particular objects or items of expense, and the separate account groupings designed to record the expenses incurred by individual organizational units, functions, projects and the like. 
Identifiable benefit to the research work rather than the nature of the goods and services involved is the determining factor in distinguishing direct from indirect costs of research agreements. Typical of transactions chargeable to a research agreement as direct costs are the compensation of employees for the time or effort devoted to the performance of work under the research agreement, including related staff benefit and pension plan costs to the extent that such items are consistently accorded to all employees and treated by the hospital as direct rather than indirect costs . . .; the costs of materials consumed or expended in the performance of such work; and other items of expense incurred for the research agreement, such as extraordinary utility consumption. The cost of materials supplied from stock or services rendered by specialized facilities or other institutional service operations may be included as direct costs of research agreements provided such items are consistently treated by the institution as direct rather than indirect costs and are charged under a recognized method of costing or pricing designed to recover only the actual direct and indirect costs of such material or service and conforming to generally accepted cost accounting practices consistently followed by the institution.
As defined in Appendix E to 45 CFR Part 74, section V: Indirect costs are those that have been incurred for common or joint objectives, and thus are not readily subject to treatment as direct costs of research agreements or other ultimate or revenue producing cost centers. In hospitals such costs normally are classified but not necessarily restricted to the following functional categories: Depreciation; Administrative and General (including fringe benefits if not charged directly); 
Operation of Plant; Maintenance of Plant; Laundry and Linen Service; Housekeeping; Dietary; Maintenance of Personnel; and Medical Records and Library. 

Indirect Cost Base
Indirect Cost Calculations:  In order for the government to pay for the indirect costs of conducting research, the Hospital must submit a indirect cost proposal to DHHS using the guidelines found in the Center for Medicare and Medicaid Services (CMS, formally HCFA), 2552-96 Cost Report.  The indirect cost proposal must display the costs of doing research in a particular format for a particular year, which is called the base year.  In this proposal the direct costs expended on grants and contracts are divided into several categories that have similar characteristics.  These categories are research, training, and other special areas such as the General Clinical Research Center (GCRC), and clinical service grants.  These activities are also designated as on-site or off-site.  

The principle behind the indirect cost calculations is that all the above mentioned categories require space, utilities, administrative intervention, and other overhead resources. Through the Medicare Cost Report, these resources are assigned or allocated to grants by various prescribed methods.  The general rule is that operation of plant, maintenance, and space costs are assigned by square footage.  A study must be performed to determine the total square footage of patient care activities versus research activities in shared buildings.  Administrative and general costs are usually assigned by a percent of total dollars expended by research activities.  Some costs can be allocated via special studies to determine how much of a service is given to research. Regardless, this allocation methodology is the endorsed approach by sponsoring agencies to determining reasonably allowable overhead costs to be assigned to a specific grant, accepting that the exact overhead can not be fully determined.  This concept is referred to as “cost sharing”.

Unallowable costs for which the government will not pay are removed from the cost report before the allocation and includes: public relations, fund raising, lobbying, trustee travel expense, and first class travel. 

The last variable needed to calculate the overhead is Modified Total Direct Costs (MTDC).  MTDC is calculated by taking the actual direct expenses for the grant and subtracting equipment, renovations, major subcontracts, and/or patient care costs.

Computation of the rate is achieved by taking the allowable allocated overhead or indirect costs divided by the Modified Total Direct Costs.  The resulting fraction is BMC’s overhead rate.

F & A Rates:

Federal:

All Federal Grants that are not capped should be applied for using the full indirect rate.
Indirect dollars for all federal budgets must be calculated using the Modified Total Direct Costs (MTDC).
Non-Federal:

You must submit a copy of the Sponsor’s published rate policy whenever possible.  BMC will honor the maximum published rate of all sponsors regardless of amount.  
All awards that are applied for but do not allow indirect costs should have a 15% Administrative Fee added to the Direct line item.  This fee covers the administrative cost of monitoring the award by Post Award, Pre Award and Research Accounting, and the use of Purchasing and Human Resources.
If the Sponsors maximum published rate is higher then 15%; the Principal Investigator should seek the maximum allowable rate.

Indirect dollars for all non-federal budgets must be calculated on total direct costs unless noted differently by Sponsor.
State:

State applications should be applied for using our lowest negotiated cost rate which currently stands at 23.7%.  
Space Request:

If you require additional space for a new grant you must either submit the proposal at the full indirect rate or you must include a line item for facility charges.  This facility charge will be based on requested square feet times building dollar / square foot.

BMC reserves the right to refuse a PI from pursuing or accepting an award that has 0% indirect or $0 administrative fee dollars in a direct line of the budget.

No exceptions to these rates will be made “retrospectively”.  Acceptance of an alternative F & A rate without prior approval of the Director of Grants Administration and Chief Financial Officer will not be honored and will become the responsibility of the PI.
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