
Indirect Costs: Round I1 
HHS audits reveal persistent, though low-level, abuses by major research universities, 
which means that the issue isn't about to go away 

A ~ T E R  FLARING INTO PUBLIC PROMINENCE 

early this year, then sputtering into quies- 
cence since early summer, the subject of 
indirect costs appears to be firing up again. 
Representative John Dingell (D-MI), who lit 
the fuse under the issue when he publicly 
humbled Stanford University last spring, has 
planned another hearing for 12 December. It 
will focus on audits of 18 major research 
universities conducted by the General Ac- 
counting Office (GAO) and the inspector 
general of the Depamnent of Health and 
Human Senices (HHS). But several execu- 
tive branch agencies aren't waiting for Dingell 
to set the agenda for reform. The Office of 
Management and Budget (OMB) has already 
issued some interim rules designed to address 
the worst abuses of the existing system, and 
two newly appointed teams-one at HHS 
and one a joint task force of officials h m  
OMB and the White House Office of Science 
and Technology Policy (0STP)are gearing 
up massive studies aimed at examining the 
basic precepts of the system. With more and 
more officials elbowing their way into the 
fight, the battle over indirect costs isn't about 
to die down. 

While no Stanford- 
style abuses turned up 
in the 14 HHS audits- 
GAO doesn't plan to 
make its report public 
until the hearing- 
nearly all the universi- 
ties examined had en- 
gaged in what can chari- 
tably be called low-level 
but persistent abuse of 
the &direct cost system. 
The alleged infractions, 
which total $13.4 mil- 
lion, include a $1-mil- 
lion database for track- 
ing alumni charged as 
research overhead by 
the University of Chi- 
cago; Rose Bowl tickets 
and travel expenses 
charged by the Univer- 
sity of Michigan; and ex- 
penditures such as en- 
tertainment, flowers, 

ing expenses, and association dues charged 
by all but two of the 1 3  universities whose 
reports had been made public as Science 
went to press. And it could have been worse: 
These 13 universities voluntarily withdrew 
an additional $12.5 million in unallowable 
and "inappropriate" expenses before the 
auditors' reports were complete. 

These results can be interpreted two ways. 
For instance, they have revealed inappropri- 
ate charges to the government of about the 
same magnitude as charges voluntarily with- 
drawn by other major universities that have 
fallen under the federal spotlight (Stanford 
excepted), such as the California Institute of 
Technology and the Harvard Medical School. 
On the other hand, the problematic charges 
make up much less than 1% of the total 
amount these universities asked to recover 
from the federal government in overhead, 
even including the $12.5 million pre-audit 
withdrawals. "It seems to me the system is 
extraordinarily clean," says Howard Gob- 
stein, vice president of the Association of 
American Universities (AAU). "I'd like to see 
another system that's this dean." 

Still, these audits are unlikely to dispel the 

image of universities charging caviar and 
champagne receptions to tight Lderal re- 
search budgets. The government's first salvo 
in what is likely to be a protracted firefight 
with the universities landed on 3 October, 
when the new OMB interim rules were made 
final. In part to head off reform proposals that 
gathered steam in Congress over the sum- 
mer, OMB capped the portion of administra- 
tive expenses that can be assigned to indirect 
costs at 26%, a move that will adversely affect 
about half the major research universities. 
Then it outlined a list of "unallowable" ex- 
penses that can no longer be used in figuring 
indirect cost rates, such as purchases of alco- 
holic beverages and lobbying. While univer- 
sities say they disagree with the cap on adrnin- 
istrative expenses, they are gratell that OMB 
relented on two other points: a proposed 
$120,000 limit on salaries that can be charged 
to indirect costs, and a requirement that 
universities establish a dedicated "facilities 
fund" to track building expenses. As Gobstein 
says, "It could have been much worse." 

Gobstein, whose association represents 54 
major research universities in the United 
States and Canada, may be right. But such 

Science and circuses.- Academia's 
public image has taken a beating over 
indirect costs. 

University Total Annual 
Research 

University of Michigan 
University of Miami 
Duke University 
Dartmouth University 
Emory University 
University of Pittsburgh 
University of Pennsylvania 
Johns Hopkins University 
University of Chicago 
Yale University 
Washington University 
Univ. Southern California 
Univ. Texas Medical Ctr 

Questioned 
Costs 

Questioned 
Costs Allocated 

to Research 

$197,000 
$94,420 
$20,718 
$1 76,679 
$1 25,619 
$75,178 
$307,000 
$282,707 
-ma.- 
$262,295 
-n.a.- 
-n.a.- 
-n.a.- 

1 HHS neOotiitors struck an additional $5.9 million of unallowable costs In January 1991. 
2 An additional $795.672 was eliminated in negotiations. 
3 The university voluntarily withdrew $479,659 in administrative expenses. 
4 Yale aareed to withdraw $992.623 of this amount. 
5 ~ n i v e r i i i  otficlals voluntarily wrthdrew an addiio~l~2.2111. 
6 USC voluntarily eliminated 8 . 1  m~llion in administrative costsfrom b 1992 indlml mst 
orooosal. of which $530.000 would have been allocated to research. 
7 H'HS negotiators slashed the university's proposed indiml cost rate from 57.11% to 4&, 
although this reduction was not due to specific unallowable costs. 
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public relations, lobby- 



sentiments are unlikely to comfort adminis- 
trators at institutions like the Harvard Medi- 
,cal School, whose administrative cost rate 
last year was 35%. High rates like these, says 
one Harvard official, arise because the medi- 
cal school does relatively little research on 
campus, instead arranging for its faculty 
members to cany out much of their work at 
15 local hospitals. As a result, Harvard 
spreads the cost of administering the medi- 
cal school over the direct costs of the re- 
search done solely on campus-a process 

mnces, an,  
.ernment, 
'each cost . -- . 

that tends to inflate the administrative cost 
rate. The 26% cap, the official says, "is going 
to be very expensive to Harvard.. . .We're 
very concerned about the federal govern- 
ment moving away from its promise to re- 
imburse fully the costs of research." 

Other administrators grumble that the 
intense scrutiny to which they've been sub- 
jected has created problems in handling 
entirely legitimate expenses. L i e  many uni- 
versities, the Massachusetts Institute of 
Technology pays tuition for graduate stu- 

dents who work as research or teaching 
assistants. But James Culliton, MIT's vice 
president for financial operations, complains 
that the hostile "policy climaten is forcing 
the Office of Naval Research (0NR)- 
which audits MIT's indirect costs-to back 
away from an agreement that he says keeps 
graduate student labor affordable. 

This agreement has allowed MIT and a 
handful of other universities to spread these 
tuition costs across a variety of programs by 
factoring them into the university's "em- 

A Tour Through the Indi~ Cost ~ a ~ y r i n t h  

11 close the 
q. 78% rat1 
fiscal year. 
. ,>l lnV ;+-+I>, 

hlost faculty memhcrs prohabl!. didn't knon~\ \~het l ier  to cheer o r  
jeer last spring n,licn St.lnford, XIIT, Caltech, dnd Hanxrd  
hledical School an~iounccd that thcy rverc \~fitlidra\ving a total o f  
52.7 niillio~i in clucstioncd expenses from thcir indircct cost 
proposdls T o  rcscarchcrs ansious to  see lo\l.cr indirect cost ratcs, 
the 11c11.s seemed prctty pood. But n.llat they almost surcl!. didn't 
kno\v \!.as tliat the governnient didn't save an!~<.licre nc.ir S2.7 
million in the process. .As it turns ont ,  only a fraction o f  such 
expenses get r c imh~~rsed  as indircct costs. This illustrates one o f  
tlie obstacles to making an!. sense o f thc  indircct costs scandal: '111 
array o f  dollar f i ~ u r c s  I3andied ahout freel!. by ~~niversities, Con-  
grcss, and the press. F i p r i n g  o u t  \\.hat such ~ ~ u ~ n b c r s  really rncali 
is f i~r ther  complicated by such iszues as timing: In tlie cdsc of  the 
"\vithilr.11~.11" CS~CLISCS.  t l ~ c  povcrnment hadn't actually paid for 
t l i e~n  yet-rather. tlic ~~nivcrsities had ~nerely used them to .lrgue 
for future indircct cost rates. Thorouplil! conhscd!  Jl'clcornc t o  
thc arcane game played by universities and the tkder.11 govern- 
ment in setting inclirect cost rates. 

T o  gct sa isc  o f  lie\\. the process works in practice, consider 
the  fictitious Scientific Collepe of.4rts and Aledicinc (SC.\hI).  
SCAhl's accountants have spent the past 6 months tott ing up  
nu~i ihers  in the universiy's financial statements, tnring t o  f i p r e  
o u t  just h o \ \ ~  ~ i iuch  monc!. SCL-UI spent t o  support  rescarch in 
tlic 1990-91  tiscal year. Like riiost uni\.ersities, SC.L\I lumps its 
overhead expenses-utilities, ~icprcciation, libraries, kind ad- 
ministration costs-illto "cost pools" n-it11 mind-numbing 
names like Gencr.11 and :Id1iii1iistr;lti\~e (C;ck\) ES~CIISCS.  R ~ i l d -  
ing Use and Depreciation Allov . Following 
guidelines set by the  federal go\ iscountants 
ha\-c detcrmined thc  fraction of ,fk,,,l xL3.7<,ciated \vith 
rcsearcli. Sear ly  3 1% o f  SC,%Xl's Ci&h  Account, for instance, 
\!.as spent o n  such activities. 

These percentages readil!. !.ield n total dollar figure for o\.er- 
head costs for rcsearcli. This year, according t o  SC.AA1 calcula- 
tions, tha t  rotal is 5151  million. Since various sponsors- 
priniaril!r the federnl govcrnmc~it-shelled o u t  SZ4S niillion t o  
cover the ciirecr costs o f  this re~e~irc l i ,  the  university's indirect 
cost ratc \\.auld appear t o  he 1.51 + 248,  o r  611:. Rut all direct 
costs arcn't created c q u ~ l .  Some crpenscs-a S10,000 clcctron 
microscope charged to a rcscarchcr's grant, for instance- 
recluire relatively little ovcrlicad, and certainl!? not 56,100 
u.orth. C ~ i d c r  rules sct by the Officc o f  Alanagemcnt and 
Budget, t hc rch rc .  SCXAI e-icludcs capital equipment,  subcon- 
tract c o t s  greater than 52.5,000, and similar cspcnses from its 
total direct costs. That  process leaves 5162  million in "modified 
direct costs." II'hen these costs arc di\.iclcd in to  the  ovcrhead 
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figure, ou t  pops S(:.\Al's proposed indirect cost rate: 93119. 
That's the easy part. So\ \ .  SCrt\ l  administrators must tight for 

that ratc in 'I series o f  meetings lvith nepotiators fro111 the Deparr- 
rnent of  Health and Human Scn.ices ( H H S ) .  the uni\,rrsin.'s 
fin.xnci.11 overseer. First, SC.\AI notes tliat various costs, particu- 
larly some ne\v construction planned for the nest  several years.\vill 
push up the school's costs h!. 1992,  so  the actual indirect ratc for 
thc 1992-93  year n-ill he 959,. That's fine hy HHS.  Rut its tearn 
then turns to SC:.b\l's cost accounting, and the blood bepins to 
tlon.. First up is a campus-\vide rne.11 plan S C L h l  h a  included in 
its G&\ cost pool. Athougl i  SCLh\,l argues that researchers 
frequcntl!. cat at  the uni\*crsin cafeteria, H H S  insists that the plan 
exists primarily for students and strikes it. In  a similar fishion, 
H H S  disallo~\.s a 20th anniversan pa1-p. for SCAM'S longtime 
president, a tn~stecs  meeting hclil o n  the French Rivicra, and tra\.cl 
costs t o  .In annual riiecting of  the Association o f  P.1per Sliufflers. 
By tlie timc H H S  has finished striking such items, the  portion o f  
the GL?\  pool devoted to  research has shrunk t o  28'1:1, and the 
indircct cost ratc is do\\.n to 8900. 

But HHS isn't done: Its negotiators point o u t  that nc\v Oh lR  
rules cap administrative indirect costs-that GL%\ percentage 
again-at 26"). Lopping n\.o more points ofYG~&l rcduces tlie full 
indircct ratc to  SS1?;l. Thc  H H S  reps still arcn't satisfied. Eighty-tive 
pcrccnt is still the liiplicst rate in the nation-higher even than 
Stanford in its heyday. "Il'c'll cut !mu a deal," they tell the shell- 
shocked SCAhI administrators. "We can drag o u t  this negotiation 
h r  3 o r  4 nlontlis \\.hilt (x1r .1ccolllitants g o  ovcr your figures linc 
by line. O r  you can accept 3 rate o f  78"i, and \ve' books." 
AHer some hedging, SCAAI accepts. The  net I \\.ill be 
applied to  a11 o rd inan  grants in the 1992-93  Rut the 
universities' actl~al cost recoven. \\.ill hc evcn sn,,,,,,, ,, .,,<!- accept 
coinpetiti\-c agricultur.~l research grants o r  tlie National Institutes 
o f  Health Shannon an.arcls. which come \\ith capped indirect cost 
ratcs of  14''; and 25%. respectively. 

In some cases, the negotiations \\.ouldn't cnd there. SCAhI 
ncpotiated a "predeterniincd" r.itc, so  if its actual indirect costs in 
1992-93  are higher than 781f1 of its modified direct costs, it \!.ill eat 
tlie ciiffcrence. Hacl thcy negot ia ted  'I "fixed rare nit11 
carnfr~nvard," SCAh\I adniinistrators\vould nieet again Ivith H H S  
at the end nf t l ie  fiscal year so they could adjust f ~ l t ~ ~ r e  rates t o  
account for any shorthll. In either case, H H S  is also supposed t o  
carry o u t  3 "conipliance ill~dit" intendccl to reveal tlie ~uii\.crsity's 
actual indirect i o ~ t s  in a given !-ear. If this audit turns up  additional 
nnallo\vable iosts, SC.4Al's 1992-93 indirect cost rate \\-ill he 
adjusted d o ~ v n ~ n r d ,  and the university will he forced t o  repay the 
excess overhead money it received tliat year. w D.P.H. 



ployee benefits rate," a surcharge applied to  
university salaries. Since MIT recovers only a 
fraction of the tuition charges from the gov- 
ernment (through the direct cost of research 
salaries), Culliton argues, the present arrange- 
ment saves the government money-some 
$6 million to  $10 million every year. T o  
charge these tuition reimbursements as direct 
costs, he says, would change "the whole 
nature of MIT as a research university" by 
making graduate students more expensive to  
principal investigators than professional tech- 
nicians. MIT and O N R  are still negotiating 
the matter. But Phil Roger, executive officer 
of the agency that does audits for ONR, takes 
a hard line, and says the cost of research 
assistants should be charged t o  specific 
projects wherever possible. 

The tuition reimbursement question is 
one of several major issues a joint OMB- 
OSTP task force aims to address over the 
next year, as it attempts to  lay a foundation 
for long-term reform of the indirect cost 
system. "There's a recognition that some- 
thing has to  be done beyond [the 3 October 
revisions]," says one OSTP official. In  par- 
ticular, the task force intends to  address the 
perennial complaints from the scientific 
community that the existing overhead sys- 
tem doesn't provide enough money for the 

renewal of aging research facilities and to 
study ways in which universities could stan- 
dardize their accounting procedures for 
overhead costs. (A similar proposal on  ac- 
counting standards has been floated by Rep- 
resentative Rick Boucher (D-VA), who ar- 
gues that devices such as the administrative 
cost cap will be ineffective and unfair if some 
universities are able to  shift administrative 
expenses into other cost pools.) 

But the OMB-OSTP group may find its 
thunder stolen long before it issues its re- 
port. An H H S  task force, jointly chaired by 
inspector general Richard Kusserow, assis- 
tant secretay for management and budget 
Kevin Moley, and N I H  director Bernadine 
Healy, is hoping t o  produce some recom- 
mendations for reducing the cost of re- 
search in the biomedical sciences-includ- 
ing indirect costs-by mid-November. 
While off~cials are reluctant to  specify what 
they're considering, task force secretary Jack 
Mahoney, associate director for administra- 
tion at N I H ,  says that the group is consid- 
ering a wide variety of options, including 
several that go  beyond A-21 itself. One such 
proposal, advanced by University of South- 
ern California provost Cornelius Pings, 
would allow universities to  claim a certain 
fixed level of overhead expenses without 

further documentation, similar t o  the stan- 
dard deduction for personal income taxes. 
In  addition, Mahoney says, the  H H S  
group-which includes representatives from 
academia and industry-has a powerhl  tool 
at its disposal: an up-to-date database of 
university indirect cost expenditures broken 
down into detailed categories. "For the first 
time, we have a much better capability to  
predict what the outcome of proposals will 
be for various universities," he says. 

University advocates like Gobstein note 
that the chaos now engulfing the system will 
inevitably lead administrators t o  be more 
cautious-perhaps overcautious. For in- 
stance, universities could be more reluctant 
t o  enter cost-sharing agreements, such as 
the National Science Foundation's science 
and technology centers, he notes. Given the 
possible repercussions for research and aca- 
demic bottom lines, it's clearly in everyone's 
best interest t o  settle on  a system that both 
government and universities can live with as 
soon as possible. 

Until then, those on  the receiving end of 
the government's attention are going to 
have t o  learn t o  live with the Stanford legacy. 
As one university administrator puts it: "I'm 
sick of explaining at parties that we're not 
crooks." DAVID P. HAMILTON 

Famine: Blame Policy, Not Nature 
Only one region of the world still suffers from widespread famine: 
Africa. Why is that? After all, many poor countries, including 
India and China, have staved off famine in recent decades, even 
though starvation was common there earlier in the century. The 
conventional wisdom holds that the answer is a combination of 
droughts, deforestation, and war. But the results of a new 4-year 
study released last week by the International Food Policy Re- 
search Institute (IFPRI) suggest that even in the presence of those 
events, famine is far from inevitable. Indeed, the report con- 
cludes, the responsibility for pushing poor people over the edge 
into starvation lies largely with a nenvork of social and political 
factors that could be corrected-but only at a cost. 

"There is no excuse for famines in the 20th century," says 
Joachim von Braun, director of the IFPRI Food Consumption 
and Nutrition Division. "They are not just due to  bad luck. They 
are an accumulation of events and policies that progressively 
erode the capacity of the poor to  deal with short-term shocks 
(such as droughts)." The report, "A Policy Agenda for Famine 
Prevention in Africa," is based on  two countries worst hit by food 
shortages in the 1980s: Ethiopia and Sudan (where 15 million 
people died of starvation in the mid 1980s). 

The vicious downward cycles in those nvo countries were 
initially touched off by drought, apparently confirming the con- 
ventional wisdom. In addition, armed conflicts made it difficult to  
get food to those who were starving. But the authors of the report 
note that other African countries-including Botswana and Zim- 
babwe-have experienced even worse bouts of drought, but 
managed to avoid famine. And it was by comparing policy 

responses in those nations to  the ones in Ethiopia and Sudan that 
the report concludes that social and political factors provide the 
final steps in the downward cycle toward death by famine. 

Among those interlocking factors are failures on the part of the 
Ethiopian and Sudanese governments to  give farmers hardy seeds 
or fertilizers intended for crops that can survive drought. That 
failure is exacerbated by the fact that most people in both countries 
are dependent on  farming. What's more, because there are few 
roads to  bring their crops to  larger markets, the farmers tend t o  
grow only a single crop and are therefore more vulnerable t o  any 
changes in the environment. T o  top it all off, banks in these 
countries are not set up to  lend money to the poor, who lack 
collateral, and they also fail to  promote savings, so farmers have no 
reserve funds to  buy food when their own crops fail. 

The bottom line, says the report, is to  overhaul national policies. 
Botswana and Zimbabwe, for example, have avoided famine 
during droughts by providing rural public works projects that pay 
the poor in wages or food, while improving transportation and 
irrigation systems. Zimbabwe also aided farmers by giving them 
improved seeds, fertilizers, and agricultural extension services. 
Early drought warning systems also should be put in place, the 
IFPRI report concludes, so that international food aid and agricul- 
tural advice can be targeted to  the most needy. "A few tricks won't 
d o  the job," says von Braun. "Famine prevention costs money." 
Although the report doesn't say where that money should come 
from, von Braun points out that Sudan is at least as rich as 
Botswana and should be able to  mobilize its own resources, while 
Ethiopia will continue to need foreign aid. ANN GIBBONS 
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