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Testimony of Erica Kropp and Denise Clark

Good afternoon Chairman Kasemeyer, Vice Chairman McFadden and members of the Committee.  My name is Erica Kropp.  I am Vice President for Administration and Finance for the University of Maryland Center for Environmental Science (UMCES). Joining me is Denise Clark, Associate Vice President for Research at the University of Maryland, College Park.  We are here today testifying on behalf of our institutions and the University System of Maryland. 

We are very appreciative of this opportunity to testify and explain our opposition to a Department of Legislative Services recommendation within the analyses of DBM’s budget.  DLS is recommending that the annual budget bill include language that would limit or cap the indirect cost recovery to 15% on any interagency agreement a State agency may have with any USM institution. If approved, this would have a negative financial impact upon a number of the USM institutions. 

Facilities and Administrative Charges, commonly referred to as indirect costs or overhead, are the least understood budget component of our sponsored programs. But in fact, they play an important role in our efforts to support and achieve the research and other services we provide to our sponsors. 

In the simplest of terms, overhead is justified as allowable costs for projects that cannot be easily identified with any one particular project. Often used illustrations of costs associated with overhead are electricity, water, physical plant, general equipment/building depreciation, libraries and administrative support costs. The administrative support costs, which include salaries and benefits, in whole or in part, are for university costs associated with local, state and federal laws, rules and regulations applicable to the processes and internal controls for sound management. These requirements for accepting funding call for consistency in application of these internal processes and rules. 

USM believes many of the overhead rates are incorrectly calculated in the spreadsheet used as the basis for this recommendation. Rates can be confusing as some refer to the rates in proposal budgets while others refer to rates of recovery based on total expenditures.  It is worth noting that when a rate of 50% overhead is included in a budget of $100,000 that translates to, at most, a 33% rate of recovery.  

Example:

$66,666   Direct Costs

$33,333  50% Overhead Rate applied to all Direct Costs
$100,000 Total Award

Overhead rates at USM institutions are calculated according to federal requirements, negotiated with the cognizant federal agency, and audited.  Under these rules and requirements, overhead rates are calculated on the expectation that the costs incurred as a result of sponsored program activity will be recovered from all sponsored programs from all sources.

Approved overhead rates vary significantly by institution within the USM.  This reflects the differences in facilities required for sponsored programs and administrative infrastructure, particularly between research and comprehensive institutions.    

Where sponsored programs provide for less than the federally-agreed-upon indirect cost rate, the institution is required or compelled to fund a portion of the administrative and facilities costs associated with the program from other institutional sources.  For example, UMCES annually receives approximately a third of its extramural funding through State contracts and grants. An additional reduction in overhead would significantly and negatively impact the institution and put a greater burden on other sources of funds.

Most state grants to USM institutions include negotiated overhead rates that are far below the federal rate.  The relatively few times an institution receives the full overhead rate is when the project is funded with a federal flow-through funds.

Many State grants to USM relate to federal flow-through grants that require specific expertise and/or facilities and equipment (e.g., researchers, physicians, wet labs, etc.).  In many instances, the State was able to secure these grants by identifying the USM institutions as sub awardees with the capacity to do the specified project.  If the overhead rate is capped below the official federal rate, USM institutions could be discouraged from participation.  This would mean the State would be less competitive for federal grants resulting in an economic impact to Maryland, i.e. loss of State and University jobs and federal dollars in the State economy. Alternatively, if the State had to rely on the private sector, with much higher overhead rates, to accomplish the tasks through contracts this could result in a negative fiscal impact to the State. 
We agree with the Secretary of Department of Budget and Management that it is both arbitrary and premature to establish a cap without a better understanding of the higher-than-average overhead rates.  The institutions look forward to working with DBM to provide the necessary data to complete an accurate analysis. 

Again, we appreciate this opportunity to testify before this committee. 
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