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Indirect Cost Recovery under the ABB Model

Last June, we circulated a memo describing some possible scenarios involving the treatment of ICR under the ABB budget model. With release of the March 2011 ABB update, we can now be more specific in describing the possible effects of the new budget model on SFR’s ICR funds. 

The current plan is to institute a more inclusive ABB budget model on July 1, 2012. Among other changes, a new set of taxes will be implemented on ICR in lieu of the existing RCR procedure. Two taxes will be levied on research activities: 1) Tax A: a tax on actual indirect costs (IDC) and 2) Tax B: a tax on direct research expenditures (based on modified total direct costs (MTDC)). Tax A consists of a 30% tax on the portion of ICR used to support administrative services and a 90% tax on ICR used to support facilities. In FY10, about 52% of the SFR’s ICR was used to support facilities and 48% to support administrative services. Thus, for SFR, tax rate A is 61.2%. Tax rate B is 4.37%

In FY 10, SFR generated about $8.622 million in total direct research expenditures.  Based on MTDC this was $8.235 million. The indirect costs associated with these expenditures totaled $842,265 and the amount returned to SFR through the RCR process was $415,489
. Our IDC as a percent of our total direct research expenditures was about 9.8%. This is the lowest % of all academic units in the CoE. [Atmospheric Sciences has a comparable rate of 41%; SAFS is 18%; ESS is 31% and Ocean is 10%] For the entire UW, the comparable rate in FY 10 was about 19%.

How might things change under the ABB model? Using FY 10 research numbers and the two tax rates shown above, we can calculate the following under the ABB model. Tax A – at 61.2% of IDC - yields a tax of about $515.5k. Tax B – computed at 4.37% of MTDC - yields a tax of $359.8k. The two taxes total $875.3k and exceed our IDC by $33k. Not only would we lose $415k of RCR that we use for administrative services, proposal pay, building needs, and general faculty support - we would have to find $33k from other funds. One potential way to mitigate this deficit is to encourage (require) SFR researchers to undertake research that carries a higher IDC rate. For example, if SFR raised its ratio of IDC to total direct research expenditures from 9.8% to about 26.1%, we would have sufficient funds to pay our tax bill and retain $415k as we now do under the existing RCR approach. Another possibility is that the Provost or Dean may help units who fall into the above situation. Exactly how this might be done is not defined in any existing policy statements. 
Under the present RCR system, deans typically withhold a % of RCR revenues to support college-wide initiatives.  This year, 5% of SFR’s RCR funds were retained by the dean. When the RCR procedure is discontinued, it is likely that a college tax on IDC (i.e., Tax C) will be initiated by the dean’s office.  To provide perspective, assume that Tax C is set at 2.5% of IDC. Using FY 10 research expenditure data as shown above - of the $842,265 of IDC generated by SFR - the dean’s office would withhold an additional $21k further adding to our deficit.  
� This is the amount returned to the CoE; SFR actually received $394,714 after the dean’s tax of 5% was deducted. We use $415, 489 in our numerical example as it is the amount we should receive under the ABB model.






