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Preface
· This document provides General Secretariat staff, Member States and other donors with an overview of the OAS Indirect Cost Recovery (ICR) Policy for contributions and grants to Specific Funds.

· A sound cost-recovery policy ensures transparency and reduces cross-subsidization among projects and/or Funds.  Costs for overseeing Specific Funds create additional costs currently financed by the Regular Fund Program-Budget.
· The OAS is funded with multiple sources requiring efficiency, effective record-keeping and an environment of transparency and accountability.  For this reason, the General Secretariat must centralize the collection and allocation of ICR through one primary account.

· Well executed programs, strong management systems and financial accountability, are essential components for the OAS to retain the trust and support of Member States and the international community.  This, in turn, will allow the OAS to achieve its multiple mandates. 
· Internationally accepted accounting practices place a clear fiduciary responsibility on the Treasurer of a multilateral organization to ensure: that budgets are financially viable and sustainable, that funds are used for their intended purpose and that the organization has the capacity to fulfill its obligations to stakeholders.

· ICR is not a new concept.  Similar multilateral organizations have transparent and enforceable ICR policies in place (e.g., United Nations, PAHO, European Union, PADF, IICA).
Questions regarding the information presented in this document may be forwarded to Javier Arnaiz at (202) 458-6857 / jarnaiz@oas.org or Diego Yrivarren at (202) 458-3033 / dyrivarren@oas.org
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Direct cost:

Costs that can be attributed to a particular activity with a high degree of accuracy (undoubtedly

belonging to that activity).

Indirect cost:

Costs that are incurred for a common purpose which cannot be easily attributed to a

particular activity.

DECISION CHART: IS IT A DIRECT OR AN INDIRECT COST?

EXAMPLE OF A DIRECT COST

A program specialist manages 3 projects (X, Y and Z) for an annual cost to the OAS of $100 thousand. His or her time

can be pro-rated in 3 equal parts to different activities within one or more projects.

Q1: Would the cost still exist if one of the projects did not? YES

Q2: Can the cost be linked and/or pro-rated to a paticular activity of a project? YES

Note: As a direct cost, his/her salary should be pro-rated to each of the project budgets. 

EXAMPLE OF AN INDIRECT COST

An administrative assistant supports an array of 15 projects for an annual cost to the OAS of $100 thousand. His or her

time cannot be easily pro-rated to the activities within the different projects.

Q1: Would the cost still exist if at least 5 of the 15 projects did not? YES

Q2: Can the cost be linked and/or pro-rated to a paticular activity of a project? NO

Note: As an indirect cost, his/her salary should be costed within ICR Service Account (Fund 610).

Q1: 

Would the cost 

exist if the project did 

not?

DIRECT COST

NO

Q2: 

Can the cost be 

linked and/or pro-

rated to a particular 

activity of the 

project?

DIRECT COST

YES

YES

NO (Due to the complexity of the work performed)

INDIRECT COST


· Award: An award is used to identify a grant, contract, or other agreement derived from a donor in the Oracle Grants Accounting environment.
· Contribution: (a) Permanently Restricted requires that the assets be kept permanently, but permits the organization to use part or all of the income generated from the donated asset; and, (b) Temporarily Restricted requires that the assets be used for a specific purpose.  Restrictions on contributions are established either through the donor’s specific stipulation or from circumstances surrounding the receipt of the contribution, such as implied restrictions on its use.  Note: Based on FASB (Financial Accounting Standards Board) Standard No. 116.

· CAM: Committee on Administrative Matters.

· Direct Costs: Costs that can be attributed to a particular activity with a high degree of accuracy (undoubtedly belonging to that activity). See Annex B for further details.
· DLS: Department of Legal Services.
· DPCE: Department of Planning, Control and Evaluation.
· Grant: A grant carries no repayment obligation when utilized for the agreed activities. The recipient agrees to implement the grant activities through the signing of a Grant Agreement.  Extracted from World Bank’s Trust Fund Handbook (October 2003, pg. 37).
· Indirect Costs: Costs that are incurred for a common purpose which cannot be easily attributed to a particular activity. See Annex B for further details.
· Indirect Cost Recovery (“ICR”): Recovery of indirect costs incurred by the General Secretariat in administrating contributions/grants.

· Indirect Cost Recovery Rate (“ICRR”): Rate established by way of Executive Order for the collection of indirect costs incurred in administrating contributions/grants.

· ICR Service Account: Indirect cost recovery account established in OASES and managed by SAF to administer indirect cost transactions.
· PEC: Project Evaluation Committee.

· Primary Dependency (“PD”): Refers to the dependencies at the Secretariat level (e.g., Secretariat for Multidimensional Security, Secretariat for Political Affairs) as established in Executive Order 05-13 Rev.4, including the Offices of the Secretary General and the Assistant Secretary General. Referred to as Chapters in the Regular Fund-Program Budget.
· Project: A temporary endeavor with a pre-determined timeframe and well-defined phases or activities, undertaken to deliver a unique product or service that contributes to a common organizational goal.  It is both measurable and observable, and precisely identifies and allocates the sources of financing for each phase or activity.

· Program: A collection of related projects with a common organizational goal, carried out in a periodic and coordinated manner, but not necessarily in a pre-determined timeframe, to deliver a product or service.

· SAF: Secretariat for Administration and Finance.

· Secondary Dependency (“SD”): Refers to dependencies at the Department level, including autonomous organs, directly under the primary dependencies established in Executive Order 05-13 Rev.4 (e.g., CICAD, OPD). Referred as Sub-programs in the Regular Fund-Program Budget. 
· SG: Secretary General.

[image: image4.emf]PRINCIPLES

►

►

►

►

►

EXAMPLE OF AN OAS IN-KIND CONTRIBUTION

A program specialist manages 3 different projects (X, Y and Z) for an annual cost to the OAS Regular Fund of

$100 thousand. His or her time is pro-rated and budgeted to each project as OAS in-kind contributions.

Project % of total time allocated

Estimated OAS in-kind 

contribution

X 20 20,000 $                 

Y 30 30,000                    

Z 50 50,000                    

100,000 $               

EXAMPLE OF A DONOR IN-KIND CONTRIBUTION (AS A DIRECT COST)

A specialist will work in project Y for one year. The specialist is an Associate at the OAS whose salary will be financed

directly by donor A  (not through OAS payroll).

Had the specialist been financed through OAS payroll, his or her level of work in the project could have been equivalent to

a P3 level, for example, at an annual cost to the OAS of $114,100.

Therefore, donor's A in-kind direct contribution to project Y is $114,100. This should should show in the project budget.

EXAMPLE OF A DONOR IN-KIND CONTRIBUTION (AS AN INDIRECT COST)

An administrative assistant will support an array of 5 projects for one year. His or her cost will be financed directly by

donor A  (not through OAS payroll). His or her time time cannot be easily pro-rated to the activities within the different

projects.

Had the administrative assistant been financed through OAS payroll, his or her level of work in the project could have

been equivalent to a G5 level, for example, at an annual cost to the OAS of $67,900.

Therefore, donor's A in-kind indirect contribution to project Y is $67,900. A portion of this amount may be credited to 

partially defray the Indirect Cost Recovery (ICR) associated with donor's A contribution to project Y.

In-kind contributions may be associated to a direct or indirect cost of a particular project.

In-kind contributions form an integral part of the project costing process and should be included in budgets.

In-kind contributions are non-cash contributions to Specific Fund Projects which can be assigned a 

monetary value.

The monetary value of each in-kind contribution should be equivalent to the cost the OAS would have 

incurred in the project had it not received the benefit.

In-kind contributions to a project are contributed by the OAS and/or a donor.

Background
The General Secretariat of the Organization of American States (“GS/OAS”), as well as Member States and other donors, require accurate information regarding costs associated with managing contributions and grants.  This ensures sound financial management decisions and enables the Organization to provide accountability to its stakeholders.

In the execution of contributions/grants, there are various costs incurred that, although necessary and incremental, cannot be easily attributed to a particular project or program. Some of these costs include: setup and management of accounts, financial reporting, procurement services, internal/external audit coordination, legal analysis and review, negotiation, and the issuing of disbursements.

Indirect costs incurred in managing contributions/grants occur within various dependencies of the Organization; thus, these costs must be allocated transparently amongst them.  Recovery of indirect costs must be centrally managed in the financial system of the Organization for further transparency and reporting. 
Recovery of indirect costs is not intended to accumulate over time, but to partially cover indirect costs incurred during the life of the project or program.

2.1 Policy Rationale

i. Ensure consistent, equitable and transparent organizational policy for the recovery of indirect costs.

ii. Partially defray indirect costs incurred in all dependencies in administering contributions/grants to Specific funds.

iii. Provide ICR information to GS/OAS managers, Member States through the Governing Bodies and donors through accurate costing across primary dependencies.

iv. Partially recover and allocate indirect costs incurred by the Regular Fund. 

2.2 Policy Authority

The authority for this policy is established through:

i. OAS Charter, article 109.

ii. General Standards, articles 8, 14, 78 and 80.
iii. Executive Order 07-01.

iv. Administrative Memorandum (accompanied by this ICR policy).

2.3 Policy Basis
In addition to the authority for this policy, its implementation is based on:

i. Recommendations from the Board of External Auditors.

ii. Recommendations from the Office of the Inspector General.

iii. Program-Budget Resolution 2006, 2007 and 2008.

iv. Recommendation from the Deloitte & Touche 2003 report.

v. OAS Financial Handbook for Specific Fund Agreements.

vi. Other international organizations.
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ICR Cycle

1

3

5

6

2

Project budget 

proposal

Proposal presented by 

Technical Area and 

reviewed by SAF to 

include 11% or 12% ICR

OASES Grant 

Setup

SAF records ICR as 

project expenditure 

and records revenue 

to ICR Service 

Account (610) 

(unprogrammed)

ICR allocation to PDs

(independent of ICR 

collections)

SAF allocates ICR to PD's 

award/project within ICR 

Service Account (610)

4

ICR funds are 

expended

PDs and SDs enter 

requisitions to cover 

indirect cost 

requirements

Periodic reports

Exceptions are 

disclosed, annual 

review of ICR 

cycle and lessons 

learned

ICR allocation to 

Regular Fund

SAF transfers ICR funds 

to Regular Fund ($2.5 

million)

Policy, Guidelines and Procedures
3.1 Effective Date

These guidelines and procedures come into effect on the date of the accompanying Administrative Memorandum signed by the Assistant Secretary for Administration and Finance.

3.2 Indirect Cost Recovery Rate (ICRR)

The ICRR is established by an Executive Order issued by the Secretary General. 
3.3 Enforcement and Accountability

i. SAF, through DBFS, shall be the only authorized channel to collect ICR on behalf of the General Secretariat.  Independent collection of indirect cost recovery from external donors by other dependencies of the General Secretariat is not permissible.

ii. SAF, in cooperation with DLS and DPCE, shall enforce the adequate recovery of indirect costs incurred in managing contributions / grants as established in the corresponding Executive Order.

iii. All ICR collections shall be centrally recorded in the account established for this purpose.  The SAF shall ensure proper recording of indirect costs recovered in the financial system, including amount/percentage recovered, contribution/grant amount, and donor.

iv. SAF shall assure corresponding and timely allocation of indirect cost recovered amongst dependencies.

v. SAF shall be responsible for timely presentation of accurate quarterly reports reflecting uses of indirect cost recovered.

3.4 ICR Policy

i. General Standards grant authority to the General Secretariat to establish the ICRR.  
ii. General Standards require Specific Fund contributions/grants to include a provision for ICR, with some exceptions, as listed under Article 80.
iii. Contributions/grants by Member states totaling no more than $20,000 in the Organization’s fiscal year to an ongoing activity shall be exempt from ICR.
iv. ICRR for Member states is established at a minimum of 11% of the contribution/grant.

v. ICRR for all other donors is established at a minimum of 12% of the contribution/grant. 
vi. Interest earned by the Specific Funds shall be credited to the ICR Service Account (Fund 610), unless otherwise specified in the corresponding agreement with the donor.

vii. Donor in-kind contributions may be accepted by the General Secretariat towards defraying indirect costs. This requires prior approval of DPCE and SAF.

viii. The ICR Policy shall not be applicable to funds received by the General Secretariat prior to the entry into force of the General Secretariat’s ICR Policy which went into effect on May 29, 2007.

The ICR Policy shall be applicable to all grants and agreements and all amendments to them that are signed and/or accepted by the General Secretariat after May 29, 2007 and to all contributions that are received by the General Secretariat after May 29, 2007, the date of the entry into force of the General Secretariat’s ICR Policy.  For purposes of this Policy, the terms "agreement" and "grant" also include those supplementary agreements and amendments to agreements and contributions in existence as of the effective date of this Executive Order where the ICR rate was not established in the underlying agreement, but was left to later negotiation between the parties.
3.5 Policy evaluation

The ICR Policy will be reviewed by PEC and SAF on an annual basis to measure the effects and effectiveness of the preceding calendar year.  The basis for this review is established through Article 2.1 Policy Rationale of this Administrative Memorandum. Primary Dependencies and the Office of the Inspector General will be consulted for feedback. 
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EXAMPLE OF A BASIC PROJECT BUDGET INCLUDING INDIRECT COST RECOVERY (ICR)

As shown below, Project One's total cost is $595,498 (columns B + C + D). Three sources of financing have been

identified: OAS in-kind, a Member state and a Permanent Observer.  Note: Member states are required to include 

11% ICR and Permanent Observers and other donors are required to include 12% ICR.

Project One's

total cost

OAS in-kind

Member state

Perm. Observer

(A = B + C + D)

(B)

(C)

(D)

1

Direct Costs:

2

Direct Cost X

400,000

$                 

 

25,000

$                   

 

175,000

$                 

 

200,000

$                 

 

3

Direct Cost Y

75,000

                     

 

-

                               

 

25,000

                     

 

50,000

                     

 

4

Direct Cost Z

40,000

                     

 

-

                               

 

30,000

                     

 

10,000

                     

 

5

SUB-TOTAL Direct Costs

515,000

                   

 

25,000

                     

 

230,000

                   

 

260,000

                   

 

6

Cost Contingency (3% of sub-total direct costs by contribution)

14,700

                     

 

-

                               

 

6,900

                       

 

7,800

                       

 

7

TOTAL Direct Costs

529,700

                   

 

25,000

                     

 

236,900

                   

 

267,800

                   

 

8

Indirect Cost Recovery (11% or 12% of the contribution)

65,798

                     

 

-

                               

 

29,280

                     

 

36,518

                     

 

9

TOTAL Project Costs (total contribution)

595,498

$                 

 

25,000

$                   

 

266,180

$                 

 

304,318

$                 

 

ADDITIONAL NOTES

?

?

included in Annex D of the OAS Financial Handbook for Specific Fund Agreements.

ICRR = Indirect Cost Recovery (ICR) Rate

The ICRR for all other donors is established at a 

minimum

 of 12% of the contribution/grant. 

The ICRR is calculated based on the total amount of the contribution/grant.

Sources of financing:

The ICRR for Member states is established at a 

minimum

 of 11% of the contribution/grant.

Donors may request ICRR to be calculated based on direct costs. If this is the case, the effective ICRR may result

Project budgets should fully disclose outputs, activities and resources as shown in the illustrative example

in a higher percentage than 11% or 12%. In the above example, the effective ICR rates for the contributions of the

Member state and the other donors would be 12.4% and 13.6%, respectively.

7. TOTAL Direct Costs ($236,900)

=  -----------------------------------------------

100% - ICRR 11% (or 1.00 - 0.11)

As an alternative, a cost contingency line may be 

added within the agreement clauses to address the risk 

of cost escalations and cover potential shortfalls of cost 

estimates prepared at the planning stage of the project.  

In-kind contributions should 

not

 include cost 

contingency.



=  5. SUB-TOTAL Direct Costs ($260,000)  x  3%

=     9. TOTAL Project Costs minus

7. TOTAL Direct Costs

STEP 1

STEP 2

Internal ICR Allocation
4.1 Background

Some indirect costs recovered from contributions/grants shall partially finance budgetary appropriations of the Regular Fund, per General Assembly Resolution. Numerous costs incurred in executing contributions and grants cannot be easily attributed to a particular program or project, and are incurred within Technical Areas (dependencies).  Indirect costs should be minimized through the preparation of adequate budgets that properly identify all direct costs.  ICR shall be allocated to partially defray indirect costs incurred within these dependencies. Allocations shall be directed to cover indirect costs incurred within the administration of the Regular Fund, Specific Funds and Trust Funds.  
4.2 Committee on Administrative Matters (“CAM”)

CAM, implemented through this Administrative Memorandum, shall be entrusted to oversee the allocation process based on the criteria established in Article 4.3 of this Administrative Memorandum. CAM shall be presided over by the designated SAF representative. CAM shall be integrated with representatives from SAF, DPCE, OIG and designated administrative personnel from Primary Dependencies. Representatives to the CAM shall observe the highest ethical standards and administrative transparency in all actions and activities related to this Administrative Memorandum. Any dispute that may arise in conjunction with the application or interpretation of this Administrative Memorandum shall be settled by direct negotiations between the representatives to the CAM, and pursuant to legal review by the Department of Legal Services. CAM shall submit all proposals for utilizations of ICR to the Chief of Staff for approval.
4.3 Allocation Procedures
i. The allocation of ICR shall be distributed based on availability of funds, projections and true indirect costs.  

ii. An amount of ICR shall be allocated to the Regular Fund based on the requirements stipulated in the prior year’s General Assembly Budget Resolution. 
iii. An amount of ICR shall be periodically allocated to each primary dependency based on requirements of anticipated indirect costs.  The process shall be as follows:
a. SAF prepares and maintains updated financial statements (with projections) of the ICR Service Account for review.

b. SAF and DPCE will work with Primary Dependencies (PD) to identify indirect costs incurred within the Secondary Dependencies (SD).

c. Each SD prepares detailed semi-annual requirements for indirect costs and submits to its PD. 
d. Each PD compiles and presents a consolidated requirement for CAM’s review.

e. CAM compiles, analyzes and submits ICR requirements for approval by Chief of Staff.
f. Other indirect cost requirements are approved as applicable.

g. SAF allocates funds to dependencies within the ICR Service Account.
iv. One award will be established for each Primary Dependency within the ICR Service 
Account (Fund 610).  The award shall be under the purview of the Director or Assistant Secretary of each Primary Dependency.  
v. One project will be established for each Secondary Dependency under the corresponding Primary Dependency award. The project shall be under the purview of the Director of each Secondary Dependency.
4.4 Frequency of Indirect Cost Recovered Allocation

Allocation of ICR shall take place on a quarterly basis, and ad-hoc as needed.
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-

Interest earned by each Specific Fund established under Article 78 of these General Standards

shall be credited to the ICR Service Account (Fund 610).

-

Interest earned by the Specific Funds will defray part of the indirect costs, unless otherwise

specified in the corresponding agreement with the donor.

DECISION CHART: WHAT IS THE POLICY ON INTEREST EARNED AND ITS USE ON ICR?

A NOTE ON QUESTION 1

-

A "NO" answer to this question requires an exception from the Secretary General as established

on Executive Order 07-01.

Q1: 

Is the 

contribution 

contemplating the 

minimum ICR rate?

Interest earned is credited to 

ICR Service Account (Fund 

610) to partially defray 

indirect costs

NO

Q2: 

Does the donor  

agreement contain 

an explicit clause 

requiring either return 

of interest to donor or 

project?

Interest earned is credited 

to ICR Service Account 

(Fund 610) to partially defray 

indirect costs.

NO

YES

YES

Interest earned is credited to 

Award/Project and returned 

to donor, as required.

ANNEX A

Approval process for ICR allocation 


ANNEX B

Difference between direct and indirect costs

ANNEX C

In-kind contributions

ANNEX D

ICR calculation
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Summarized ICR Cycle
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