WALDEN
UNIVERSITY

A higher degree. A higher purpose.

Walden University
ScholarWorks

Walden Dissertations and Doctoral Studies

Walden Dissertations and Doctoral Studies i
Collection

1972

An Evaluative Study of Financial Management for
Institutions of Higher Education as Related to
Government Negotiated Research Contracting

Howard Haire
Walden University

Follow this and additional works at: https://scholarworks.waldenu.edu/dissertations

b Part of the Education Economics Commons, Finance and Financial Management Commons, and
the Higher Education Commons

This Dissertation is brought to you for free and open access by the Walden Dissertations and Doctoral Studies Collection at ScholarWorks. It has been
accepted for inclusion in Walden Dissertations and Doctoral Studies by an authorized administrator of ScholarWorks. For more information, please

contact ScholarWorks@waldenu.edu.


http://www.waldenu.edu/?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
http://www.waldenu.edu/?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholarworks.waldenu.edu?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholarworks.waldenu.edu/dissertations?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholarworks.waldenu.edu/dissanddoc?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholarworks.waldenu.edu/dissanddoc?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholarworks.waldenu.edu/dissertations?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/1262?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/631?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/1245?utm_source=scholarworks.waldenu.edu%2Fdissertations%2F1244&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:ScholarWorks@waldenu.edu

AN EVALUATIVE STUDY OF FINANCIAL MANAGEMENT
FOR INSTITULIONS OF HIGH EDUCAT ION
AS RELATED TO GOVERNMENT NEGOT IATED
RESEARCH CONTRACT ING

by

Howard C. KHailre

Submitted to the

Faculty of the Institute for
Advanced Studies in Educatlion

of Thé Walden University

in partial Fulfillment of
the Reguirements for the Degree
of
Doctor of Philosophy
in

Education

i;éZiJZEZZ&Aé&&éZZ?”
é?zgzééggé A )
ohael Se. packenhelmer, Ph.D.

Dissertation Advisor

August, 1972

Walden Universisy
Naples, Floriaa



AN EVALUATIVE STUDY OF FINANCIAL, MANAGEMENT
FOR _INSTITUTIONS OF HIGHER EDUCATION
AS RELATED TO GOVERNMENT NEGOT IATED
RESEARCH CONTRACT ING

by

Howayd C. Haire

An Abstract "
Submitted to the
Faculty of the Institute for
Advanced Studies 1n Education
of The Walden University
in Partial Fulfillment of
the Requirements for the Degree
of
Doctor of Philosophy
in

Education

August, 1972

Walden University
Naples, Florlada




- mall questionnaire were analyzed and final audit reports

ABSTRACT

This study explores five elements pertaining to sound
financial management in institutions of higher education as
related to Government negotlated research contracting. The
research tested the feasibility of five hypotheses presented

as elements to be investigated in the study. Responses to a

were examined. The data obtalned were used as evidence %o

support the contention that sound financilal management in

universlties as related to research negotiated contracting
i1s important and can be improved through these five elements:
l. Financial maensgement aids in developing the climate
in which research can best be performed. It has been shown
that research 1s performed in almoust all the institutions of
higher education. However, it is believed that the institutions
would greatly enhance and improve the climate if they utilize
management advisory services and provide staff training for
their financial manasgement personnel.
2. Universities and Government have a common interast
1a assuring the conservation of public funds. This can be
accomplished by the universities having the capability of
furnishing the Government with timely and accurate financial

reports, accounting for the stewardship of the research funds,




and by malntaining the financial accounts in such a manner

8s to readily reflect the segregated costs applicable to

each research project. Ji would be a great improvemzont to
the common interest of the university and tne Government if
all universitizs had their accounting flrm review and approve
their indirect cost proposals. The Government should then be
able to accept the proposal if certified by the university's
accounting firm to be reliable enough to use for negotliating
the Indirect cost rate without an audlt by Government auditors.

3+ Government financial policies and regulations, as
they pertain to universiﬁies, are'provided tb'encourage
maximum realization of research. The representatives of
universities and Government have worked together and made
great progress.in formulating procedures and methods for
improving the financial aspects of research contracting. Scme
of the methods and procedures which provide evidence of the
mutual endeavor are; (1) the use allowance in iieu of
depreciation is acceptable under Office of Management and
Budget Circular A-21 and the American Council on Educatlion;
(Z) the procedure for vesting title of research property is clearly
established by 0ffice of Management and Budget Circular A-101
which aids in administering and closing the research contract

without undue delay; and (3) the policy of one Government agency




performing audit of direct and indirect costs, as well as
negotlating indirect cost rates for a single university (OMB
Circular A-88) greatly improves the uniformity of mutually
accepted cost principles by universities and Government.

4. Mutual financlal responsibility of universities and
Government as related to research contracts 1s essential.
Personnel of both contractual entities are making a concerted
effort to recover indirect costs of university research through
an equitable method and to provide a methed of advancing funds
through the letter-of-credit which allieviates the need of the
university to use 1%s own funds. It 1ls believed that more
emphasls should be placed ¢n the review of research cost budgets
by the financiel maragement of the university.

5. Audit functions of Government audit agencles
regarding the auditing of research contracts at universities
could be performed by the institutlion's external auditors.

Most universitles have their accountling records audited by
either independent accounting firms or by state or some
independent audit group. These auvditors are external audltors
and have a professional integrity to maintain, therefore the
audit performea by them and the financisl reports 1ssued should
be acceptable to any 1interested party provided the reports

contain an unqualified aualtor's opinion.




The finalization of the research contracts could be
handled more expeditiously if the Government would accept
the verification by externsal university auditors of the total
costs Incurred under cost-reimbursement contracts.

This paper emphasizes the importance of sound financial
management in educational Institutions as related %o
Government research contracting and how it can be improved.

The research has validated these essentlal factors.
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CHAPTER I
INTRODUCTION
I. THE PROBLEM

Before World War II, Federal expendltures for research
at educational institutions were confined almost solely to
grants to sgricultural experiment stations connected with land-
grant cdlleges. Federal expenditures for research at education-
al institutions in fiscal year 1940 did not exceed $15 million
and were almost entirely for agriculturai research at the land-
grant colleges.l Federal research agreements for specific re-
search projects, as we know them today, were virtually non-
existent; In contrast to the 1840 figure, 1% 1s estimated that
$1,896 million will be spent by Federal agencies for the support
of research projects at educational institutions in fiscal year

1972.2

Stimulated by World War II, support of research on a
large scele was undertaken by the Office of Scientific Research
and Development. At the clcose of World War II, support for =
numbef of the OSRD research projects was continued by other

Government agencies, including the Public Health Service and

lThe Administration of Government Supported Research

at Universities (U.S. Government Printing Office, 1966) p. 1l.
2Special Analysis Budget of the United States Govern-

ment - Fiscal year 1972 (U.S. Government Printing Office, 1971)
Pe 2740




the Office of Naval Research. A landmark in the Federal
support of fundamental research and the development of rels-

tions between the military departments and educational insti-

SubJect to general ‘military procurement regulations, 34 also
considered and adapted many OSRD policies and procedures.
Research contracts with educational institutions dig
- not - provide for profit or loss, therefore the question of in-
direct cost became important to them. Indirect cost is an item
of cost which i1s incurred for Joint objectives ang cannot be
identified specifically with a single objective, such as s prod-
uct, service, program, function, or project. ONR negotiated
an indirect cost rate on 1ndiv1duai pProjects with individual
institutions. This procedure was unsatisfactory to both the
recipient inastitutions and ONR because of the time consumed
in negotiations and the difficulties that came from adminis-
tering a variety of rates. The need for better application of
indirect costs for research contracsts prompted Government cifi-
clals and university representatives to develop a set of prin-
ciples, in August 1947, entitled "Explanation of Principles for
Determination of Consts Under Government Research and Develop-
ment Contracts with Educational Institutions." This document
was known as the "Blue Book." For the flrst time a single in-

direct cost rate for each educational Institution could be




established. The "Blue Book" listed and deflned allowable

direct and indirect costs and inadmissable costé. It alsb
contained the principle that total costs equal direct plus
indirect costs, and in determining total cost no distinction
should be made Eetween basic and applied research.

During the latter paft of the 1940's and the 1950's,
when the Government, by contract, supported a research proj-
ect of the type which the educational institution concerned
might undertaké as a part of its own educabtional and reséarch
program,.it was considered app;opriate for the institution to
agree in the contract to sustaln part of the cost of the proj=-
ect. Cost sharing was often accomplished by proﬁiding in the
contract for the percentage of the total allowable cost of the
project to be borne by the Government, by agreeing that, for y -
the purpose of the particular project, reimbursement for indi- |
rect expense of the Institution be limlted to some rate or
dollar amount less than the indirect expense otherwlse applicable
and computed In accordance with the prescribed principles and
by providing in the contract that certaln items of cost will
not be considered reimbursable.

In the lstter part of the 1940's, the Office of Naval
Research was the oily Federal agency wlth a general program

of fundamental reseasrch in the natural sclences. The ONR pro-

gram was conslildered by many as a cooperative program effort




between educational institutions and the Government, aimed
at asslsting in the'tfansition from a war-time technological
emergency to a peacetime scientific economy. The cost sharing
was based on certaln assumptions; (1) the universitles were
In a financial position to cost share in some degree whai was
then a relatively small emount of Federal funds, and that the
amount of these funds would remain relatlvely stable and may-
be decrease; (2) these funas should be spread as far as possi-
‘ble;‘(s) depending upon their relative ability to contribute,
institutions should have an equity in research they might be
expected to undertake as a part of their own programs; (4)
and any cost sharing agreement must be mutually agreeable.

As new agencies emerged, and as the total amount
for research and development at educational institutions
began to incocase, it was inevitable that the ability of
these institutions to parvlicipate equally in each new or
expanded program began %o diminish. The events of succeed-
ing years have resulted in a drametic expansion in the
support of research and development at educational insti-
tutions. It is essentlal that the Nation's educationsl
institutions contribute a steady and never-ending supply of
sclentific knowledge necessary to the solution of techno-
logical and human problems and to produce trained manpower

competent to engage in the further discovery and exploitation




of such knowledge. The interests of the Federal Government

and institutions of higher learning in science and education

have merged.

The magnitude of the Government's scientific and

technological need has passed the point where private

Scources of support can be expected to meet it adequately.

The unprecedented size of Federal appropriations for re-

search and development attest to this. The Country's

scientific strength will not be determined solely on the

basis of massive Federal expenaitures for research. In the

case of institutions of hiéher education, it will depend

also on the success with which such expenditures can be

administered without destroylng the traditional relation-

ship between these institutions and the Federal Government.

The maintenance and protection of an environment in which

our universities may continue to flourish, free from undesirable

control and unwanted Influence whether intentional or unin-

tentional, is a matter of national concern. This concern

must be reflected in Federal policies which will preserve

the strength, vitality, and independence of Institutions of

higher ecucation.

The general problem of maintaining the vitality of

our institutions of higher learning and of Government-

university relationships include indirect cost policies




and thelir impact on the Nation's educatlonal community as
well as the proper relationship of an institution's re-
search and educational function. Other considerations are
equally Important such as the possible imbslance between
baslc and applied research, the manner and extent to which
“other types of cost are borne, the influence of these
ﬂcosts §n persénnel, programs and adminlstrative policies,
‘ and the manageriasl function performed by institutions in
connectioﬁ with government-sponsored facillties. All of
thesevﬁénditions directly affect both the fesearch needs
of Feaeral agendies and the strength and lndependence of
~ the insfitutions of learning.

o The Federal Government finds it advantageous %o
maintain and asugment the strength of our educational
institutions as an essential part of developing our nation-
al scientific resources by increasing scientiflic research
in the universities. The abllity of educational instil-
tutlons to share in the support of these increased activi-
ties in research is limited since this expansion has
grown to the point where only a portion of 1ts cost can
be borne by the funds obtained from other than Government

sources.

The private lnstitutions of higher education, in

absorbing any non-reimbursed costs of Federal resesarch,




must draw upon unrestricted funds available to them usually
from gifts and endowments. Any significant drain on this
important source ofvsupport represents a serious threat to
~ the institution's financial endvfunctional integrity. The
public institutione‘may use state appropriations to meet

- gsome of the non-reimbursed coets of Federally-supported
research, hoWever;?ﬁhere~ere‘real.limits ohiﬁhe"exteht to
which this diversion mav be permitted by those responeible
for the provision of these funds.

The Government by paying full costs of all research
~they support may continue to 1ncrease the amount of
scientific research with less harm to other areas of edu-
cation and research. Universitles usually undertake only the
research in which members of the faculty are interested. If
all the costs are recovered for therreeearch, the financial
necessity will cease to be a possible factor in the insti-
tution's selectlion of those contracts desired by its faculty.

The relationship between sponsored research and the
totel financlal situation differs between institutions and
must be taken into com: .eration by the agency sponsoring
the research. The current Government policy is to reim-

burse the institutions of higher education the total costs

incurred under cost type contracts. These costs include the

indirect costs of the institution as well as the direct costs.




The financlal managers of the institutions should
maintain a system Which will provide for the'full recovery}
of all costs under research contracts.

The general purpose of this study 1s to evaluate the
financial management of institutions of higher education as
related to Government negotiated research contracting and
provide these institutions with information that will be

useful in improving their financial management systems.

IX. SELECTIVE SETTING FOR THE STUDY

The Department of Health, Education, and Welfare was
selected fof thls study because it provides more research
funds to instltutions of higher education than any other
Government agency. This is based on an analysis of the budget
for a perilod of three years as reflected by Table 1.

The Department of Health, Educatlion, and Welfare has
been assigned Indirect cost rate determination and the
gudit responsibility for most universities by the 0ffice of
Management and Budget by Circular A-88, "Policies for
coordinating the determination of indirect cost rates and

auditing in connection with grants and contracts with

educational institutions.™

The policy is that one Federal agency willl be responsible




TABLE 1

CONDUCT OF RESEARCH AND LEVELOPMENT IN COLLEGES AND
UNIVERSITIES (in millions of dollars)®

Obligations Expendltures

Department or 1970 1971 1972 1970 1971 1972

Agency ~actual estimate estimate mctual estimate estimate
Health, Education, | |
and Welfare 649 773 880 628 685 744
National Science - - |
Foundation . 225 253 381 272 252 298
‘DefenseéMiiitary ‘ R _ ' |
Functions . 218 - 207. 205 222 208 .- 209
National Aeronautics | , o | | ‘
and Space Admin. 131 125 110 143 138 128 .
Atomic Energy
Commission 100 | 95 86 100 95 86
Agriculture 68 77 83 65 76 8l
All Other 88 123 152 72 109 132

Total 1,479 1,653 1,896 1,502 1,565 1,678

aSpecial Analysis Budget of the United States Government .-
Fiscal year 1972 (U.S. Government Printing Office, 1971) p. 274.




for negotiating the indirect cost rate or rates at an
institution and all Federal agenclies will accept the rate.
This policy‘alsovapplies to the audit of direct snd indirect
costs of the educational institution. Whenever agencles have
specific situations affecting their contracts, they will
advise the cognizant audit agency. Audit reports will be
- furnished to all interested Government agencies by the
cognizant andit agency.

The Department of Hoalth,'Education, and Welfare
_is reéponsible for 1,980 educational institutions and three
other Government agencies are responsible for 67 others for
a total of 2,047 1nstitutions.3 In terms of sheer numbers,
the Eepartment of HEW is thus responsible for 96.7% of the
educational institutions. Since the greatest percentage of
the educational institutions is the responsibility of the
Department of HEW, the researcher believes this is alsoc a

good basis for selecting the Department as a representative

Government agency.

3Assignment of Cost Negotliastion and Audit
Responsibllity Under Office of Management and Budget
Circular No. A-88, Attachment A.
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III. ELEMENTS IN FINANCIAL MANAGEMENT FOR INSTITUTIONS OF
HIGHER EDUCATION AS RELATED TO GOVERNMENT NEGOTIATED
RESEARCH CONTRACTING

This research study is evaluative and lts purpose is

to examine and assess five hypotheses.

Alds 1in Developing the Climate ln which Research Can Best
be Performed. B

1. It is hypothesized that sound financial management

in institutions of higher education alds in developing the

climate in which research and special training can best be

perfOrmeﬁ, The inst;tutions,Of higher education have a great
fesponsibilityvtqdayvto provide the Federal_Government with
éxpertise'in'mahj‘aréas of feseafch and.speéial training.

In order to adequately discharge the responsibillity, the |
1nst1tution must have flnanclal as well as technical capa-~
bilities to conduct the research or training.

The Asslstant Secretary Comptroller, Department of
Health, Educatlon, and Welfare, spoke before the 80th annual
meeting of the American Institute of Certified Public Account-
ants in 1967. The topic of his speech was "Improving Fi-
nancial Management for Recipients of Federal Funds." He stated
that MAccounting systems in states, localltles, colleges and
universities run the gamut from the most sophisticated
automated business systems with effective cost accounting

and cost finding capabilities to the most rudimentary systems




of fund accounting-"4 He also sald, "We are at the threshold
of & new era In the relationship of the government to its people
and 1ts’1nstitutions."5

Many colleges and universities are belng criticized
for not using good'financial management lncluding good
cost accountihg techniéues. "A study, sponsored by the Ford
_Foundatioh,:shgrﬁiy'criticizes universitiea for their
resistance to cost-effectiveness analysis as profoundly
| anti-inteliegtualg"e It has been stated that "Almost every
current study of universitj‘administration showé that in
most. of the basic management techniques, such as long-range
Planning, goal-setting, cost accounting, and information
processing, most colleges and universitles are woefully be-
hind the times."’

Good accounting simplifies and facilitates sound fi-
nancial management. A good accounting system, however, cannot

be properly designed unless the goals ana requirements of

4James F. Kelly, "Improving Financial Management for
Recipients of Fedsral Funds," Journal of Accountancy,
January 1968, p. iJ.

®Ibia., p. 54.

6Colleges Resistance to Cost-effectiveness Analyslis
Scored,™ Data Sheet, Management Accounting, July 1971, p. 10.

7Ibida P 10.
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manegement are determined and defined.

High idesals, ambitious'plans, and generous financial
support will not make a successful unlversity. The efforts
and contributions of many‘persons and organizations are
necessary. To achieee the effective and efficient coordi-
nation necessary for maximum accomplishment management data
| cannot be restricted to generalities. They must reflect the
performance of each major department and each operating pro-
gram and activity. Insofar as cost data ere concerned, this
means that total costs and comparisons of total costs must
be broken down into the costs of departments, programe, and
activities. -

Instruction and research are the primary programs of
many universities, and directly concerned with them are the
instruction and research departments. The departmental struc-
ture and the ultimate goals of the individual instruction
and research departments are much the same in most univer-
sities. Therefore, comparisons of costs, cost factors, and
the factors thet influence costs in both instruction and
- research bring attention to similarities and contrasts that
may serve as guides for departmental organizing, planning,
staffing, and financing. The comparisons will also help

management to do a better job of co-ordinating the various

departmental programs.




An énalogy of the research programs of uﬁivéfsities
and industries will reveal some interesting contrasts. An
industry can control its research budget at a level which,
at the minimum, would permit 1t to meintain or improve its
competitive ﬁosition; at ﬁhe maxlimum, 1t would be limited
to the point at whlch further research investments would be
of,ﬁo beneflt to the company.

For a university the minimum would be the amount of
research necessary to sustain and utilize completely the
sclentific knowledge, interests, and skills of the faculty.
The maximum is the point at which additional research cannot
be cdnducted by the university without prejudice to its
primary teéching goals.

Research costs in industry are responsive to the needs
and actions of management. Industry can, and frequently does,
curtall and modify 1ts research budgets whenever business
conditions so dictate. The human tendency, live today and let
tomorrow take care of itself, has resulted in a long-~standing
sltuation in which the research portion of a budget is the
one most vulnerable to economy actions.

It is an awareness of thils general attitude that re-
search 1s something ™you can take or leave™ that hss been at

least partially responsible for the spparent reluctance of

educators to identify the portion of the universlty budget
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that is applied to research. Therevhas been a well-justified
fear that fiscal authorities, upon seeing a sizable portion
of the budget devoted to research, would look upon this as a
cushion which, by manipulation, could be used to ease the
blows of the economy axe on other portions of the budget.

If a unlversity uses program costs, this may continue
to be a serious danger. The time has come, however, when
universities can no longer disregard the need for identifying
and justifying the costs of their programs, and they also
shduld’be prepared %o exblain why certain management préctices
and philosophiés that are proper for industry cannot be
appllied to educational 1nstituti§ﬁs.

One reason 15 immediately apparent. In industry, re-
search can be conducted by separate personnel, and 1t may have
little immediate impeact on the firms other functions. Univer-
slty personnel so combine the instruction and the research
functlons that any significant curtailment of research would
immediately affect the instructional programs. Research for
a university 1s a cost factor that cannot be completely
subject to independent budgetary control.

If we are alert to the danger that program costs may
be misused, it should not be too difficult to prevent such

misuse. Complete, honest, and comprehensive reports by the

university are necessary to develop the over-sll broad
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understanding that will be essential to solution of not only
today's but also tomorrow's financial problems.

Many of the large universitles not only found 1t
necessary to separate the functions of the university into
distinct departments, such as instruction‘and research, but
also created research foundations. The research foundatlons
usually have the benefit of the same dlrectors or other
governing body as the university, however, the research
function is completely dlvorced from the instruction and
other functions of the university.

The research foundétions were established In an attempt
to facilitate the administering of research programs. Many
of the un1§ersities furnished utillities and other servilces to
the foundatlons without charge.

Government agencles began to question the propriety
of the foundations treating the charge for services as beilng
costs incurred under contracts performed for the Government
by the research foundation.

The Department of Health, Educatlion, and Welfarse
i1ssued a policy that contracts negotliated wlth research
foundations can only be charged with those costs which
represent actual costs of the foundation.

The business managers and research adminlstrators of

227 foundations and affiliated Institutions were notified




by & memorandum from DHEW that they ™must submit appropriate
indirect cost proposals based on costs actually incurred by
them in order that such costs may be reimbursed."S

Many of the research foundations established proce-
dures for reimbursing their affiliated institutions for both
direct and indirect costs. The costs were then considered
incurred under the contract and were reimbursed to the
foundations by the Government. Some of the other research
foundations have been abolished or have become a completely
separate organization. A good example of a research founda-
tion and an affillated university becoming separate organi-
zatlons are Stanford Research Institute and Stanford Univer-
sity. The Washington Post, on January 15, 1970, published
an article which stated that "Stanford U. Agrees to Re-
linquish Control of Its Research Institute."Y The Stanford
Research Institute will pay the uhiversity 25 million dollars
at the rate of cne per cent of its &ross revenue each year.
SRI has.always been considered a part of the university's
overall budget.

The research or specisl training functions of the
institutions of higher education are usually financed by

grants or contracts with interested private foundations,

SDHEW Grants Manual, P.P.O. #142, Pollicy, August 28,
1967,

9he Washington Post, January 15, 1970, by Edward Kahn.




D

18

State or Federal vaernments..The institutions must share
the cost of all research projects with the Federal Govern-
ment under the mechanism of the grant, however, this 1s not
necessary with research projects performed under contracts.
Some Federal Government agencies do requlre the institution
to share the cost for specilal training projects performed
under contracts. Total cost incurred for the performance of
research projects may and should be recovered under negoti-
ated contracts Qith the Federal Government.

The effect of Federal funds for research and special
training upon universitieé,has been favorable because of the
increasing amount of research doné, however, the recelpt of
the funds in many cases has required organizational changes
and many other internal adjustments at the universities. It
has produced some financlal burdens and problems of balance
among university programs.

Research funding by the Government to the universilties
will increase by 14.7 percent, from $1,653 million in 1971
to $1,896 million in 1972.10 The increase in research will
provide for the training of a greater number of scilence and
englineering graduate students through employment on the

research projects, and willl help develop needed capabllities

10“Special Analysis Budget of the United States
Government -~ Fiscal Year 1972," op. cit., p. 274.
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in acgdémic institutions to undertake research on important
national, regional, and local problems.ll

The funding of research by the Government to univer-
sities 1s usually by grant or contract. The general distinc-
tion between grants and contracts 1s; (a) under contracts the
Government procures the research efforts 1t needs, (p) under
grants it supports the research efforts of the universlty which
is a mutual benefit. The cholce of these two devices of fi-
nancial support should be well considered by the universities.
Universities tend to give identical administrative treatment to
grantsyand contracts, however, grants have statutory cocst
sharing requirements and normally contracts do note.

Some Government agencles do have administrative re-
strictions on contract cost. DHEW limits the recovery of indirect
cost on special training contracts to 8 percent of total allow-
able cost. NASA has issued basic guldelines making cost sharing
mandatory for basic or spplled research which was Ilnitiated
by a unsolicilted proposal-12 Educational instltutlons are

expected to cost share from 1 to 5 percent of the budgeted

amount of the conirsact.

M psa. , Ds 274.

QCollege and University Reports (Commerce Clearing
House, Inc.) Section 15.604.




'Common Interest In Conservation of Public Funds.

2. It 1s hypothesized that instiltutions of higher ed-
ucat ion ana the Government have a common interest in assuring
the conservation of public funds and the achievement of
what-ever results or objectives will advance the public good.

Responsibility for the recovery of the total costs aﬁd
all other financial administration of research projects, per-
formed under contracts, should be asslgned to a highly quali-
fied financial manager who must be able to administer the fiscal
and financial programs in such s way as to support the aims and
objectives of the institution, while at the same time malntaining
fiscal integrity and economy. His offlce conld be designated,
the Office of Financlal Management. The manager of this office
should be responsible to the comptroller or business manager,
who 1In turn should report to the President and the Governing
Board of the university. The financlal management office
should provide proper financial control of all research or
speclal training projects performea by the university. These
controls should be provided by an adequate system of budgeting
and accounting.

Finencial management, through propef budget ing and
accounting for the research or specilal training function of the
Institutions of higher education, is essentlal since the Feder-

al Government has requirements relevant to contracting with the




institutions. The Federal Government does not prescribe any
particular accounting system but does require the contractor
to maintain accounting records to properly reflect the costs
Incurred during the performance of cost reimbursement type
contracts. Usually cost relmbursement type contracts are
negotlated with educational instltutions.

The success of the educational programs of a college or
university depends 1n part upon the adequacy of the adminis-
tration of its business and financlal operations. The magnitude
of these responsibllities in the administration of budgets and
the programs they support requires superilor professional tralning,
experience, management skills and personal qualii‘ications.]"’5

The administration of business and financial affairs has
become an importeant fleld of service 1n higher education. busi-
ness offdcers administer annual expenditures of a magnitude
that place them in a position of major significance to the
national, as well as the locsal, economy.14

Government agencles, in exercising their stewardship
responsibilities, require that all contractors employ the same
sound financial management practices in administering Federally

supported actlivitlies as they do in administering activities

1:“"Cloll.ege and Universlity Business Administration
(American Council on Education) p. 1ll.

14 114, , p. 14,
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supported from their own funds.

Government contracting officers are responsibie for
evgluating business considerations, i.e., those factors
relating to (1) cost/price analysis and (2) determination of
contractor's responsibility.

Business evaluatlon normally centers upon cost analysis
and analysis of contractor's financlial strength and management
capsbllity. Elements considered in cost analysis generally in-
cluge direct materlal and labor costs, subcontracting, overheéd
rates, general and administrative expense, and travel costs.
Elements considered in evaluating contractor's financial strength
and management capabllity include organization, past performance
or similar contractual efforts, reputation for reliability,
availability of required facilities, cost controls, accounting
policles and procedures, purchasing procedures, personnel prac-
tices, property accounting and control, and financial resources.

Educational Institutions are normally expected to provide
the sponsoring Government agencies with technical progress re-
ports and financlal reports. Financial reports play a part in
contract administration, especially cost-reimbursement type
contracts. They reveal the flnancial status of the contract and
provide information which 1s helpful in avoiding or anticipating
overruns. This type of cost informatlon provides both the Gov-

ernment project officer, who has the primary responsiblility for




assuring that the technical objectivés of the program are
achleved under the contract, and the contracting officer with
a check on the contractor's expenditures based on cost ele-
ments, and effectively permits the matching of costs incurred
wlth technical results achieved. The information obtained from
progréss and financlal status reports will provide project
officers and contracting officers with an indicstion as to
whether work is progressing asvcallea for under the contract.
The praparation of flinanclal reports iz the responsibil-
ity of thé chief business officer.15 It 1s important that all
finahcial reports reflect the financlal status of the funding
regarding'each research contract. The accounting records of
the universit&, to document the financial reports, should be
readily accesslble to authorized Government personnel for their
examlnation. The sponsoring Government agency 1s responsible
for the stewardship of public funds and they in turn look to
the university.for adequate and accurate reporting. Govern-
mental programs are not undertaken to produce revenue, the
achlevement of results or objectives 1is measured in terms of the
public good. Information disclosling the results of operations
in terms of the public good should be collected and processed
through the accounting system, to the fullest extent possible,
1f effort and objectives are to be meaningfully related.

Under the U.S. Offlice of Management and Budget




Bulletin No. 68-10 entitled "Reporting accrued revenues and
expendltures to the Treasury and the 0ffice of Management
and Budget," Government agencles are required to report theilr

accrued expenditures on a monthly basis, and for this purpose

accrued expendltures are deflned as representing the performance

of the payees, including contractors, iased on the amount of
payments earned. The reporting of szcruals should reflect the
points‘at which performance occurs rather than any physical
delivery by the institution.

The DHEW procedures for contractors submitting the
required "Contract Financial Report™ provide that contracts
with educational institutions, other than those for fabri-
catlon or construction, are excludable from the reporting
requlrements, if the DHEW agency determines that comparable
information can be obtaihed by other‘procedures. Such insti-
tutions must, as a minimum, report cash expenditures at
least quarterly. However, many unlversities submit quarterly
reports including actual cost to date, estimated cost for

current quarter, and cumulative actual and estimated cost.

~
Financlal Policlies and Regulations.

3. It is hypotheslzed that Federal Government finan-
clal policles and regulations, as they pertain to univer-
sities, are provided to encourage maximum realization of

research and special training projects.
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The Institutions may obtain varlous Government
"circulars and manuals that provide them information for
determining and recording costs. Regulatlons for ascér-
taining costs are provided in two publications, one used by
ciiilian Government agencies and the other by the Defense
Department. The publicatlion for civ%lian agencles 1s the
Federal Procurement Regulation known as the FPR. The Armed
Service Frocurement Regulatlion known as the ASPR 1is for the
Defense Department. There are several circulars issued by the
Office of Management and Budget which provide essentlal guide-
lines for educational institutions 1in negotiating'and
administrating research contracts.

. Thls study provides a general explanation of various
aspects of the contents of the Government publications and
circulars. =

The Armed Services Procurement Regulation (1963
Editlon) 1is issued by direction of the Assistant Secretary
of Defense (Installations and Logistics) pursuant to the
authority contalned in Department of Defense Directive
No. 4105.30, dated March 11, 1959, and in Title 10, United
States Code 2202 (1956). The ASPR contalns policy and pro-
cedure relating to contracting with educational Institutions

and 1s designed to achleve maximum uniformity throughout

the Department of Defense.




"The Federal Procurement Regulations™ 1is issued pursuant
to the Federal Property and Administratibe Services Act of
1949, 65 Stat. 377, as amended; the FPR is a vital Part of
the Federal Government Supply System. This republicatior 1is
a slgnificant step toward achieving General Service Adminis-
tration's objective of providing broadened guldance in Gov-
ernment procdrement, inclqding related economic aspects,
as well as technigues and brocedures for the actual con-
tractling process.

Since the Armed Services Procurement Regulation pri-
marily pertains to the Defense Department and the Federal
Procuremeht Regulations pertaiﬁ to all the other Government
agencles, the regulafions and procedures prescribed in the
FPR are used for this study. The FPR pertains to the Depart-
ment of Health, Education, and Welfare snd since that depart-
ment is used as the representative Government agency, the FPR
is spplicable.

The FPR contains twenty one parts, each part covers
certain facets of procurement. The parts that are applicable
to procurement by negotliation and relate to educational
institutions are generally covered in the study.

FPR Part 1-3.205 Services of Educational Institutions,
provlides that pursuant to the authority of Section 302 (e) (B)

of the Act 41U.S.C.252 (c) (5), purchases and contracts may be
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negotiated wlthout formal advertising if the service is
rendered by a universlty, college, or other educational
institutlon. The authority of the section encompasses edu-
catlional and vocational training of personnel, experimental,
developmental, or research work, and analysis; studies or
reports conducted or prépared by educatlional institutlons.

Most educational institutions prefer to negotiate
research contracts under the above authority since it does not
require solé source Justification and can usually be expedited.

The type of'qontract.négotiated is carefully deter-
mined by the sponsoring Government Aéeﬁcy as this'affects the
resulting falr and reasonabie prices. Price analysis may
provide a basis for selecting the type of contracst, howéver,
the preponderance of contracts with educational institutibﬂs
are either cost or cost-sharing type contracts. The Ilnsti-
tutions do’hot assume any risk since they are reimbursed for
total cost incurred under a cost type contract and reimbursed
for the mutually agreed predetermined percentage or specified
costs under cost-sharing type contracts.

The cost principles and procedures for educational
institutions are covered in Part 1-15.3 of the Federal Pro-
curement Regulations. These principles and procedures are
applicable to all educational Institutions that contract with

Federal agencies. YThe principles are confined to the subject




of cost aetermination and make no attempt to 1d:ntify the
circumstances or dictate the extent of agency and institu-

tional participation in the filnancing of a particular re-

search or development project."16

The intent of these cost principles ls to provide the
Government sgencles and educational institutlions with a common
basislfQ; determining the allowable costs of research sponsored
by the agéncies.

"Arrangements concerning financial participation are
- properly theAsub;ept ﬁf negotiation between the contracting
officer and the educatipnal institution concerned.":’

"The tésté of allowablility of costs applied in these prin-
diples are reasonableness and allocability under consistently
appliéd generally‘accepted cost accounting principles and prac-
tises; however, these provisions are subject to any limitations
as to type or amounts set forth in the rssearch agreement."l8

The writer defines research agreements as "“agreements to
perform Federally sponsored reseavch through grants, cost-reim-
bursement type contracts, cost-relmbursement type sub-conitracts,

and fixed-prlice contracts and subcontracts for research."1®

6pegeral Procurement Regulations, Subpart 1-15.301-1.

17Howard Wright, Accounting for Defense Contracts,
(Prentice-Hall, Inc., 1963) p. IV%.

18

Ibid., p. 178.
191p1d., p. 178.




Circular No. A-21, Revised, 1ssued by the U.S. Office

of Management and Budget, provides principles for determining
costs applicable to research, development, tralning, and
other educationaliservices under contracts with educational
institutions. "The principles‘are designed to provide recog-
nition of the full allocated costs of such research work
under generally accepted accounting principles. No provislon
for profit or other increment above cost 1s intended.“20

"The cost of a research agreement is comprised of the
allowable direct costs incident to its performance; plus the
allocable portion of the allowable indirect costs of the insti-
tution, less applicable credits."zl

"pirect costs are those costs which can be 1ldentified
specifically with a particular research project, an lnstruc-
tional activity or any other institutional activity or can
be directly assigned to such activities relatively easy with
a high degree of accuracy."22 Typical transactions chargeable
to research contracts as direct costs are (1) compensation of
employees working directly on the research project, (2) fringe
benefits related to the direct compensation of the employees,

(3) costs of materisls consumed in performance of the project,

2OOffice of Management and Budget, Circular No. A-21
Revised, September 2, 1970, p. 1.

2lip1g., p. 3.

rtpe——rv——.

22 1bid., p. 6.
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. and (4) other 1tems of costs directly.related to the work
performed. Each of these ltems must be consistently treated
as direct costs rather than indirect costs.

"Indirect costs are those that have been incurred for
common or joint objectives and therefore cannot be identified
specifically with a particular research project, an instruc-
tlonal activity or any other institutional activity. A% edu-
cational Institutions such costs normally are classified under
the following funchtlonal categories: (1) general administra-
tion and general expenses, (2) research administration ex-
penses, (3) operatlon and maintenance expenses, (4) library
expenses, and (5) departmental administration expenses."23

The application of direct.énd Indirect costs to reéearch
contracts will be explained in more detall under the fourth
hypothesis.

The subject of U.S. 0ffice of Management and Budget
Circular No. A-100 1s "Cost sharing on research supported by
Federal agencies."™ This Circular was issued December 18, 1970
and provides gulde-~lines for contractors that elect to cost
share the cost of research projects. The Clrculsar stétes that
"These guide-lines are applicable to all Federal agencles'
research grants, contracts or other research agreements (here-

inafter referred to collectively as research agreements) with

251p1d., p.6.
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educational institutions, other not-for-profit or non-profit
organizations, commerclal or industrial organizations, or any
other reclpients except Federal agencies. The term research,
as used in this Circular, includes both basic and applied
research."<4

Research performed under grants is required by statute
to cost share, however, this requirement does not apply to
contracts. The Circular provides that cost sharlng 1is not
appropriate when "The particular research objective or scope
of effort for the project 1s specified by the Government rather
than proposed by the performing organization; thils would

usually include any formal Government request for proposals for
a specific pro,ject."z5 There are a few Government agencles
that have administrative requirements that if an educationsl
institution submlts an unsoliclted proposel for either basic
or applied research, then they are required to cost share the
project. If the educational institution should be required to
cost share, the percentage of partlicipation will normally be
at least 14 of total project costs.

“"Differing administrative policles and practices asso-

clated with Feaeral grants and contracts for supporting re-

24U.S. Office of Management and Budget, Clrcular A-100,
December 18, 1970, p. 1l

251p14., p. 2.
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search at educational institutions create confusion and addl-
tional adminlstrative effort for educational institutions,
cause conflict between the university community and the Fed-
eral Government, and reduce the effectiveness of the institu-
tions 1in performing the desired research.“26 The 1nconsis-
tencles in the Government saministrative policies and prac-
tices have been a deep concern of the various agencles for
some time and on January 9, 1971, the U.S. O0ffice of Manage-
ment and Budget 1ssued Circular No. A-101 which provides for
consistency among Federal agencies in the Administration of
grants, contracts or other agreements with educational insti-
tutions.

There are four parts to Circular No. A-101 which are
described as "Standard Policies and Practices for Adminlstra-
tion of Research Projects at Educational institutions in The
Unlted St:a'fses."z'7 Part I 1nc1ude§ research performed under
contracts and grants and relates to whether the educational
inatitution or the sponsoring Government agencles exercise
close control over the dlrection, speciflcations, methods,
or schedules of the research. Part II relates to the approval
procedures for expenditures under research agreements.

"Government controls and limitations on expenditures for

26U.S. 0ffice of Managxement and Budget, Clrcular A-101,
January 9, 1971, p. l.

27Ibid., (Attachment A.) p.l.




specific items under research projects at educational insti-~
tutions shall be in accordance with the provisions of U.S.
O0ffice of Management and Budget Circular No. A-21."28 Part III
covers the vesting of title to equipment in educational insti-
tutions. "Title to equipment purchased or fabricated under any
type of research instrument at educational institutions shall
be vested in the institution, unless it is determined that
such vesting is not in futherance of the objectives of the
agency or unless there is not proper authority to vest title
in the institution. Such title shall be vested in the institu-
tion upon acquisition of the equipment or as soon as feasible
thereafter.‘29 Part IV has a real impact on the financial man-
agement of eaucational institutions since 1t provides proce-
dures for expedliting reimbufsement for costs incurred during
the performance of research contracts. "In view of the non-
profit position of educational institutions, and the stated
Government objective of strengthening the research capabili-
tles of these Institutions, all agencies shall make advance
payment in reasonable amounts on research projects whether
under a contract or grant, whenever practical, in all cases
where the agency 1s authorized by law to do so. The Treasury
pepartment's letter of credit procedure should be used as the

means of furnishing advance payments, whenever feasible."so

28 30
Ibid', p' 40 Ibidl, po 5.

zgibid., pe 5.
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Feaeral and university officials have long recognized
the need for improved coordination among Federal sponsoring
agencies in the determination of audlts and indirect cost
rates. The U.S. Office of Management and Budget, on May 15, 1968,
issued Circular No. A-88 whi I. established "Pollicies for coor-
dinating the determination of indirect cost rates and auditing

in connection with grants and contracts wlth educational insti-

31

tutions." The lack of'coordinated procedures prompted the

academic community as well as Government agencies to recommend
that the cognizant agency approach be adopted as a means of
insuring allocation of resources and adequate distribution of
workload. The policy of the Government is that, "One Federal
agency'will negotiate the indirect cost rate or rates for all
agencies at a single institution. The negotlated rates will be
accepted by all Federal agencles. One Federal agency will do

all the necessary asuditing of airect and indirect costs at a

single institution."32 The Department of Health, Education, and

Welfare has been assigned the responsibility of negotlating
indirect cost rates and the auditing of direct and indirect
costs for 97 percent of the educational institutlons. "Where
the negotiating agency 1s unable to reach agreement with an

institution on the establishment of an acceptable iIndirect cost

51U.S. office of Management and Budget, Circular No. A-88,
May 15, 196&, p. 1.
52 Ipid., p. 1.




rate or rates, it will formalize its final position and notify
the other agencies involved of its recommendations. The indi-
vidual agencies will endeavor to coordinate the resolution of
the disputed items with the negotiating agency. If, agreement
cannot be obtained through this procedure, the agencies, indi-

vidually, may proceed with separate negotiations with the

Institution concerned."55

Mutual Financisl Responsibillity.

4. It 1s hypothesized that there 1s s mutusl financial
responsibility of institutions of higher education and the Fed-
eral Government as related to negotlated research contracts.

The responsibility of the financial management officer
to the management of institutions of higher education 1is to
properly comply with Government regulations pertaining to the
optimum recovery of all costs incurred during performance of
research contracts. This is accomplished by the proper distri-
bution of indirect costs to the organized research function of
the institution and to other mctivities as well as proper
allocation of costs which are directly attributable to a
specific research or training project.

The responsivllity of the Government to the institutions

of higher education in their research efforts is to provide

K
3 ibid., p 4.
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regulations and procedures which are uniform and consistent in

application. The Government is also responsible for prompt re-

imbursement to the institution for costs incurred during per-
formance of a contract. Whereas, most research grants provide
for advance payment to the iInstitutions through the letter of
credit application, there are a limited number of institutions
which may use the letter of credit application for contracts.
This ﬁethod of reimbursement must in the near future be made
available to more of the institutions.

The volume of sponsored reseérch currently performed in
higher educational institutions has inevitably made a definite
impact upon the programs of these institutions. It has had a
profound effect upon their traditional policies and practices.
The acceptance of financial support of scientific and techno-

logical research from the Federal Government and other sources

has ralsed problems, many of them unique to the source of the
funas. In order to resolve these problems 1t has required insti-
tutional adjustments and has produced significant changes in

the pattern and direction of educational programs, of operating
procedures and even of institutional objectives. Without this
additional financial assistance, many institutions would find

it extremely aifficult to balance their academic budgets and

to maintaln and expand essential research and instructional

activities.,
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"Federal research funds have created business and
logistical problems for universitles which are inherent in
handling large-scale rezearch. These problems would be difficult
to solve even 1f the Federal agencies were to administer their

activitles with very great skill, and the fact that they are

less than perfect incresses the problems."34

The universities and the Federal Government have made
great strides toward solving mutual problems in theilr research
relationship, however, "desplite the remarkable adaptation of
structural forms within universities and Government to meet
demands of a rapldly expanding nationsl research effort, the lag
typical of the adjustment of organizational forms to the tasks
imposed upon them exist in universities and in Governments."S®

The internal organization of the business office within
the Institution of higher educatlion 1is of prime 1importance to
the overall structure of the institution. The authors of
"Accounting for Colleges snd Universities™ stated that, "The
internal organlzation of the business office has a direct
bearing on the adequacy of the operation of the accounting
system. Internal audit and control 1s an Important adjunct of

the properly organized business office."36 The business office

. 34Charles V. Kidd, American Universities and Federal
Research, (The Belknap Press of Howard UniversIty Press,I959) p. 155.

351p14., p. 222.

56Scheps C. and Davidson, E. E., Accounting for Colleges and
Universities, (Loulslana State University Press,l970) pp. 25-26.




should be fully responsible for the flnancial mansgement of

all research projects. It is stated that, "academlic officials
usually lack the training and aptitude for handling complex
financlal matters and also the assumption is that these

persons should not have to direct their energles and abilities
from instruction and research."37 "The Federal Government plays
two roles with respect tc university research. It purchases the
research needed to carry out the operatlng responsibililities of
the national Government, and 1t supports research on the
grounds that the increase of knowledge 1s 1tself in the
national interest."38 Writers usually distinguish the resesrch
pro jects between grants and contracts by stating that the Gov-
ernment purchases research under contract and supports research
under the grant.

It 1s said that, M"since Federal research funds are highly
concentrated in a few large universlties, the Federal support
actually may increase the aifficulties of nonrecipient institu-
tions. They may find it more difficult and expensive to maintailn
a good faculty and a stimulating atmosphere than if the Federal
research money were being spent entirely outside the academic

market place - or not at all."39 It 1s also stated that

37Ibido s Do 19.

SBAlice M. Rivlin, The Role of The Federal Government In

Financing Higher Educsation, (Brookings Institution, Wash. D.C.,
1961) p. 40.

391p14., p. 59.
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"universities heed support from Government, and Government
needs knowlédge obtalnable only by university research. As a
result, the two have been placed in a state of unprecendented
mutual dependence."40

The author of "The Effects of Federal Programs on
Higher Education," points out that "to alleviate demands on
their own unrestricted income, universities are requesting and
receiving from the Government increasing sums for the salaries
of both junior and tenured faculty for that portion of their
time which they devote to Federally sponsored research; and
they are alsc seeking reimbursement of the full indirect costs
of thls research in government grants as well as contracts."41

The relationship between the instlitutions of higher
education and the Federal Government has been a healthy one,
however, 1t requlres continual rsviewing to assure the
involved parties of the Government and the universities that
the current funding procedures come within the realm of sound
financial managemente.

The Department of Health, Educatlon, and Welfare has
issued a document which is a gulideline for the universities to

use in their financial management evaluation program. In thils

40x144, op. cit., p. 206.

41Harold Orlons, The Effects of Federal Programs on

Higher Education, (Brookings Institution, Washington D.C.,

1962) p. 294.




brochure, the Under Secretary of THEW says that the educational
institutions and DHEW "share a serious responsibility for the
stewardship of public funds for the improvement of the Nation's
health, education, and welfare. The Management Kvaluation Pro-
gram should advance our fulflllment of these goals."42 The
title of the document is MA Program for Improving the Quality
of Grantee Management,”™ which indicates that it is applicable
to grants rather than research contracts. The same guidelines,
however, are just as applicable to the financial management of
research contracts and should be followed whenever practicable.
There are three baslic objectives which should be followed in
sound financial management: (1)provide for control and use of
the financial resources of the university; (2) provide manage-
ment with a control mechanism over the utilization of resources
in accordance with the approved budget and to assign appropriate
responsibility for this control; and (3) maintain financlal
records on a conslstent basis in accordance with generally
accepted accounting principles for organizations of a similar type.
The Department of Health, Educatlion, and Welfare has pub-
lished a brochure entitled, "A Guice for Colleges and Unilversi-

tles - Cost Principles and Procedures for Establishing Indirect

2
A Program for Improving the Quality of Grantee

Management, (U.S. Department of Health, Education, and Welfare,
1970) p. Foreword.
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Cost Rates for Grants and Contracts with the Department of
Health, Education, and Welfare." This brochure provides the
educational institutions with guldellnes for the preparation
and the submission of indirect cost rate proposals. As
previously stated in this study, the DHEW is assigned the
responsibility for negotiation of indirect cost rates and
auditing of direct and indirect cost for 97 percent of the
educational institutions. The brochure contains four pertinent
sections: (1) indirect costs and HEW; (2) guidelines for
preparing indirect cost proposals; (3) OMB Circular A-21 -
Principles for Determining Costs Applicable to Grants and
Contracts With Educational Institutions - OMB Circular A-88 -
Policies for Coordinating the Determinat}on of Indirect Cost
Rates and Auditing in Connection With Grants and Contracts With
Educational Institutions; and (4) Appenaices.

Every university's financial management office must be
familiar with the third section of the brochure in order %o
discharge its responsibility to the university's management and
the sponsoring Government agency. The third section contalns cost
principles which are mutually acceptable to representatives of
universities and Government agencies. It 1s the responsibility
of the universities and the cognizant Government agency to
apply these costs principles to all research and training pro-

jects performed by each university. OMB Circular A-21, which is
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a part of section three, 1s divided into ten major headings:
(1) purpose and scope; (2) definition of terms; (3) basic
considerations; (4) direct costs; (5) indirect costs; (6)
ldentification and assignment of indirect costs; (7) determina-
tion and application of indirect cost rate or rates; (8)
simplified method for small institutions; (9) general standards
for selected i1tems of cost; and (10) certification of charges.
The ninth ma jor headlng covers the varlous costs applicable tc
research contracts and provides a brief explanation and "stan-
dards to be applied in establishing the allowability of certaln
items in determining cost. These standards should apply irre-
spectlive of whether a particular item of cost 1s properly treaﬁed
as direct cost or indirect cost. Fallure to mentlion a particular
item of cost in the standards 1s not intendea to imply that it
1s elther allowable or unallowable; rather determination as to
allowability in each case should be based on the treatment or
standards provided for similar or related ltems of cost. In case
of discrepancy between the provisions of a specific research
agreement and the applicable standards provided, the provision
of the research agreement should 5overn.“45

The Department of Health, Education, and Welfare provides
that contracts for research work with educational institutions,

in the United States, may contain a provision for advance pay-

43A Gulde for Colleges and Universities - Cost Principles
and Procedures for Establishing Indlrect Cost Rates for Grants and
Contracts With the Department of Health, Educatlon, and Welfare,
(U.S. Department of Health, Education, and Welfare, 1971) p. 15.
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menus and they willl be avallable in reasonable amounts, unless
prohliblted by law. The DEEW procurement regulations advises

that the letter of credit method of financing advance payments
may be used whenever feasible. Department wide blanket letters

of credit, which apply to the financing of all research con-

tracts and grants between the educational institution and all
agencles of the Department, shall be utilized to the maximum
extent practicable. Blanket determinations and findlngs autho-
rizing advance payments under a Federal Reserve letter of
credit have provided for twenty educational Institutions to
use the letter of credit as of October 1, 1971. It 1s
anticipated that additional Institutions will be brought under
a single Federal Reserve letter of credit payment system.

The letter of credlit method of financing was established
to permit reciplents of Federal funds to draw funds through

Federal Reserve banks as needed for program requirements.

Auditing of Research Contracts.

5. It 1s hypotheslzed that the audit functions of Gov-
ernment audit agencles regarding the auditing of research
contracts performed by institutions could be performed'by the
Institutions independent accounting firms.

The Federal Government at the present time, provides

audit service of all institutions for the purpose of determining

that costs claimed are reascnable, allocable, and allowable
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under applicable regulations and terms of the contract. The
audits are made 1n accordance with generally accepted auditing
standards and to the extent deemed necessary in the circum-
stances. The ilnternal control system and accounting practices
are reviewed. Particular emphasis is on the receipt and disburse-
ment of cash, recording costs, personnel practices, payroll
distribution, purchasing procedures, and property management.
The institutions of higher education willl eventually be
required to provide the Government with audlt coverage of con-
tract costs. At the present time, this function 1is actually
duplicated by the institution and the Government. Independent
accounting firms audit the Institutions and provide them with
detailed financial statements which include the same financial
data that the Government requires to support the costs incurred
during performance of research or speclal tralning contracts.

These data may not be in exactly the aesired form according to
the Government procedures, but the data can éasily be adapted

to comply with the required reporting. The Institutlons, at the
present time, prepare an indirect cost proposal which 1s audi-
ted by the Government auditors. The costs contalned in the pro-
posal may be accepted or not accepted by the Government auditors.
Independent audit firms could audit these costs and provide the
Government a certificatlion in the same manner they certify

financial statements for financlal institutions, stockholders,

and other interested parties.



The audit objective in the Government review of an
educational institution, is to ascertain that costs 1Included
in claims and financial reports under Government negotlated
cost type contracts are reasonable, fairly presented, appro-
priately charged or allocated, and determined in accordance
with the terms of the contract and applicable regulations. It
1s the practice of Government auditors to make their audit on
a comprehensive basis as contrasted with a contract by contract
approach, especlally if the university has substantial Gov-
érnment business. The auditor will evaluate the university's
policieé and procedures and examine selected transactions to
the extent necessary to enable him to reach an opinion re-
garding the accuracy and reliability of the university's
records and cost representation.

The Government auditor 1is primerily concerned with two
classes of costs which are incurred during the performance of
8 research project, these costs incurred are either direct or
indirect costs. Direct costs may be defined as those that can
be identified speciflically with a particular cost objective
and indirect costs may be defined as those that have been

Incurred for common or jolnt objectives, and are not readily
subject to treatment as direct costs of research contracts or

other ultimate cost objectives.

The direct costs are usually well defined in the
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research contract lncluding any pre-contract or unusual costs
which are identifled at negotiation and covered in the contract.
The indirect costs of an educational institutlon often present
a complex allocatlion as they must be properly and equitably
allocated between the instruction and organized research
activities of the institutlon.

The author of "The Effects of Federal Programs on
Higher Education,™ is in favor of suditors or accountants
being specialists ir certain areas. He says that "much good
would result from the formation of a corps of civlil servants
within each scieonce agency to speclalize 1In auditing and
administering research at educational institutions and build
up, over the years, experlence with and sympathy for the
problems of higher education."44

A study group gathered data from thirteen universitles,
including both public and private institutlons, for the purpose
of writing the publication, "The Administration of Government
Supporteda Research at Universities," which was issued in March,
1966. The study disclosed when Ycomparing agencles, diversilty
of procedure surrounds every aspect of research adminlstration:
proposal submission, review process, reportlng arrangements,

audit practices, etc. The universities visited were unanimous

440rlons, op. cit., p. 229.
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in their request for greater interagency uniformity."

The policy of some Government departments 1s that the
Government suditor 1s the authorized representative of the
sponsoring agency's contracting officer for the purpose of
examining relmbursemeut vouchers received directly from the
educational institution. The auaitor approves the voucher for
provisional payments and transmits them to the Government
financlal management officer for processing the payment. If
the auditor suspends or disallows any cost, he notifles the
institution of the-action. If the institution disagrees, it
may appeal in wriﬁing through the audltor to the sponsoring
agency's contracting officer who willl make his determination
in writing to the institution.

The DHEW's pqlicy is somewhat different as the
Government auditor Qcts strictly 8s an advisor to the
sponsoring agency's contracting officer. Relmbursement
vouchers are submitted directly to the Government sponsoring
agency and all suspensions and disallowances of costs are pro-
cessed directly between the iInstltutlon and the sponsoring agency.

The different policles of Government departments, re-
gardless of what may be minor in nature, creates a confusion

at the operating level and becomes & concern of auditors

45"The Administration of Government Supported Research
at Universities,™ op. cit., p. 61.
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whether they are Government aualtors or the educational
Institution's audlitors. If a university 1s rsguired to comply
with different policles of various Government agencles, 1ts
internal audlt staff is responsible tc see that the accountilng
system is adequate to adnpt to the operating needs.

The internal auditor of the university "should be
constantly vigilant concerning the adequacy of the system of
internal control and should check to see whether the policles
of the chief busliness officer, the presldent, and the governing
board are belng constructively obeyed. Included in the func-
tlons of 1lnternal audlting i1s a review of business systems and
procedures with suggestions for change and improvement.“46

Sound financial management principles provide for
adequate internal control through proper assignment of fiscal
responslibilities and a8 continued revisw of the rrocedures.

There should be an annual audlt by independent accountants.

"There are four purposes of the lndependent postaudit-verification
of the accuracy of the financial records, verification of the
integrity of the employees of the lnstitutlion, expert advice

on the accounting methods and business practices, and verification

of financisal statements."47

The internal auditor of the educational instituiion

4GScheps and Davidson, op. citv-., p. 342.

47 1p1d., p. 7.




should have a good working relationship with the external

aualtor as they are both interested in sound filnancial manage-

ment policles and procedures. The cooperation of the internal
auditor with the lndependent audltor will often reduce the
time required for the sudit, therefore, saving the university
audit costs. "Coples of all internal audit reports should be
made avallable to the external auditor."48

"The auditor's opinion should follow the standard form
recommended by the American Institute of Certified Public
Accountents, for reportihg on financial statements of commercial
enterprises, if the instltution maintains 1ts accounts in
conformity with generally sccepted accounting principles for
colleges and universities, as set forth in this volume,“49
"Colleges and University Business Administration."

D. W. Edens, Certified Public Accountant, a partner
with Haskins and Sells, wrote a chapter in the "Encyclopedia
of Audaiting Techniques," entitled "Audilt of a University." "The
writer believes that generally accepted accounting principles
have been clearly defined s to educational 1Instlitutlions and

that, therefore, the standard opinion should be used and that

no reference need to be made to generally accepted accounting

48"Colle59 and University Business Adminlstcation,"
2_20 Cit', P 217.

49

Ibido, po 220.




50

principles (or practices) for educational institutions.“so

The U. S. General Accounting Office, on a selective
basis, performs audits of contracts at educational institutions.
These audlts are usually in aacition to the audits performed
by tkhe sponsoring agency. "Institutions should be aware that
an sudlt by the sponsoring agency of the Federal Government
does not necessarily constitute a final audit of the records.
The U. S. General Accounting Office reserves the right %o
audit, within legal retention period, any rscords pertaining
to disbursements by a Federal agency."51

The Manager in Charge of the Government Contracts and
Grants Department of Peat, Marwilck, Mitchell & Co., a CPA
naticnal fifm, wrote an article for the December 1968 issue
of "The Federal Accountant,” which points out substantial
advantages of the Government using independent auditors. He
states that the advantages "include (1) in many cases the
independent auditor is already doing work for an organization
and has access to existing and independently audited finan-
cial data which has been paid for by the entity; (2) du-

L plication in examining bty various agencies of Government

(federal, state, anc¢ local) is reduced when the basic

50Encyclopedia of Auditing Techniques, (Prentice-Hall,
Inc., N.J.) p. 1484.

51"College and University Business Administratilon,"

9_2- Cit °y po 55.




financial statements are 1ndependently audited and are
accepted by all of them; (3) since Independent auditors are
geographically disbursed and locally knowledgeable, I believe
economies can be realized by using them at the site of the
organization rather than dispatchiqg Government auditors from
8 limited number of field offices; (4) in view of the very
rapid increase in the size ang Scope of many Feders} programs,
many agencies have experienced difficulty in éxpanding their
audit staff to meet increased demands. Thus, limited manpower
can be conserved. "9

There are five hypotheses presented in this chapter.

The next chapter provides the methodology for the research
regarding this s tudy.

52The Federal Accountant, (Federal Government
Accountants Association, Vol. XVII, No 4, Dec. 1968) pp. 14-15.




CHAPTER II
RESEARCH METHODOLOGY

Thls chapter describes the methods used in the

research study of evaluating sound financial management in

the institutions of higher education.
I. THE IMPORTANCE OF FINANCIAL MANAGEMENT

Sound financlal management will simplify and facilltaste
over-all management when certaln key functions are the respon-
sibility of the business office. These functions should include
"(a) assistance in the preparation and control of the budget,
(b) collection and custody of all institutional funda, (c)
handling the funds and properties belonging to endowments, (@)
establishment and operation of a proper system of acsounting
and financial reporting, (e) supervision over the purchasing
of supplles and the control over inventories, (f) financial

supervision over auxillasry enterprises, (g) supervision over

the financlel aspects of student organizations and loan funds,
and (h) participation in the long-range planning program for
the entire institution.“l The functions as stated are not all

primarily related to research contracting in the university,

1Scheps and Davldson, Accounting for Colleges and
Universities, (Loulsiana State University Press, 1970) p. 5.
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but they do establish the importance of financlal mansagement
to the overall operations of the university. There is evldence
that college administrators are seriously handicapped by the
necessity of conforming with laws, rules, regulations, and
business systems not specifically designed for all of the
university's needs. Standard budgeting, accounting, and
business systems should be designed, not only to fearﬁre 8
system of check and controls to protect the university agalnst
fraud snd misuse of funds, but the system should also provide
adequate information for efficient financial managemente.

“pederal research funus mske up 8 substential part of
the operating income of universities. The sheer volume of
monej affects ﬁhat they teach, how they teach, and the quallty
of instruction. A general understanding of the magnitude of
Feae;al research and development expendltures is helpful to
an understanding of the total effects of Federal research
funds on universities."2 It is pointed out in most of the
books written regerding universities performing Federal re-
search that Federal funds create problems in the realm of
finencial management. Unlverslties recognize the necessity
of Federal research funds and most of them have provlided

adequate operating procedures. However, "Complicated business

2Charles Kidd, American Universities and Federal

fesearch, (The Belknap Tress of Barvard universlty Press, 1959)
P 39.




affairs have made lt necessary to establish speclal organiza-
tions, ranging from sections of existing business offices to
research institutes which are in large part autonomous. These
offices have been staffed with people who know both univer-
sity and government business practices. In short, both univer-
sities and Federal agencies have adjusted structurally and
functlonally to rapid and extensive changes."s The financial
practices and administrative arrangements, that seem to be
characteristic of educational institutions, aid in developing
the climate in which research can best be perrformed. However,

1t 1s stated that "the administration of the university must
understand and foster the conditions under which research of
high quality will prosper. In short, a strong research program.‘
can exist in a university only 1f the total environmeni 1s

favorable, and research funds can provide only parts of that

environment.“4

The revised edition of "College and University Adminis-
tration," published by the American Council on Education, 1is
used as an operational manual by most institutions of higher
eaucation. This publication 1is referred to by Government
auditors in their audlt reports as the basls for accepting the
unlversity'is accounting system. The auditor will accept the

accounting system as being adequate for uovernment contracting

SIbid., pp. 217-218.

4Ibido s> Do 59,
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17 the accounting principles prescribed by the publication

are substantlally adherred to. The publication states that

"the success of the educational progzrams of a college or univer-
sity depends 1n part upon the adequacy of the administration

of its business and financlal operations. The magnitude of

these responsibilities in the administration of budgets and

the programs they support requires superior professional
training, experlence, management skllls, and persomnal
qualifications."5

Awards for research and other sponsored projects,
accepted by Institutlons of higher education, carry with thenm
respthibilities that have significant Implication iIn the
internal administration of the institution. Colleges and
universities must accept responsibilities for contract nego-
tiations, management of inventories, the maintenance of accounts
and records, the preparavion and submisslon of reports, and
compliance with property and security regulations imposed by
agenclies outside the institution. Both academic and business
administrators are involved in developing policies and proce-
dures to meet these responsibilities and to deal effectively
with other related problems.

"Phe business office should have primery responsibility

5College and University Buslness Adminlstratlon,
(American Council on Educatlon, Wash. L.C.) p. 1ll.
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for contractual negotiation, for accounting and preparation

of financisl reports, and for the collection of paymenta from
sponsoring agencies,,"6 The authors of "Accounting for Colleges
and Universities" state that "the business and financial
functions should be centralized in s single business officer
responsible to the president. The chief business officer shoulad
be appointed by the governing body upon the nomination of the
president.“7 The business officer plays a very important role
in the management of the university as pointed out by the above
quotations from two publications which were published with the
purpose of assisting the universities with their business |
operational problems which definitely include financial
management problems.

"Because of the increasing significance of research
grants and conﬁracts, separate estimates should be made of the
revenues sand expenditures related to such agreements. The
magnitude of the projects has an important Impact on all
operating areas, such as plant space, personnel, and position
control. Budgets for research operations should be integrated
with the regular budget'but adjustec during the year as new
projects are undertasken and others are terminated. The budgets

for research grants and contracts should be brought into the

SIbid., p. 50.

7

Scheps and pavidson, op. cit., p. 5.
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regular budget, nofi for contrel purposes in the same way as
for the unrestricted current funds budget, but for a compre-
hensive view of the total operating activities."8

The above quotation contains the term expenditures,
which 1is the actual payment of the costs incurred during the
performance of a research contract. Therse is a general recog-
nition on the part of both Government and university officisls
that certain restrictions on expenditures are appropriate
under research projects as a means of preventing or curtalling
the use of public funds for purposes considered to bé inconsiatént
with the Government's goals in entering into a research contract.

These restrictlons may be appllicable to both direct and indirect

expenaitures.9

Common interest in conservation of public funds requires
basic principles for the guidance of instltutions and Govern-
ment agencles in the management of public funds allocated
to research and special training. A study conducted by the
Brooklngs Institution, known as "The Kole of The Federal
Government in Financing Higher Educatlon,™ contains the
statement that "no agency can give away public funds without any
strings at all, and even the simplest grant Instruments include

descriptions of what 1s expected by the recipient, especlislly

8College and University Business Administration,
_O_Eo Cito, pc 1590

®Ibig., p. 52.
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with respect to accounting and reporting procedures. The
grant is usually paid in installments, and the balance may
te witkheld 1f the requirements are not met. Contracts tend
t0 be more complicated documents which place more speclfic
obllgations on the researcher, but this need not be carried
w10

o excess. A study performed by the 0fflice of the Controller

- General of the United States at one of the large universlties,
during'1970, revealed that each Federal agency supporting
research at the university required periodic submission of a
financial report for each contréct. Some of the agencies
require a report quarterly while others only require them
annually. It was found that the financial data, presented ln
the reports for the varibus Government agencies, were fairly
comparsable.

Financiai policies and fegulations agsist institutlions
of higher education in understanding and adjusting procedures
to satisfy necessary Federal policies and requirements. The
above statement relates primarily to Circular A-21 1ssued by
the U.S. Office of Management and Budget. The purpose of this
Circular is to provide principles for determining costs
applicable to research snd development under contracts wlth

educational institutions. "The principles are designed to

10Alice M. Rivlin, The Role of the Federal Government
in Pinancing Higher Education, (Brookings Institution, Wwash.

D.C., 1861) p. 43.




provide recognition of the full allocated costs of such
research work under generally accepted accounting principles.
The successful application of these principles requires
development of mutual understanding between representatives of
universitles and of the Federal Government as to their scope,
‘mplementation, and 1nterpretation."ll

Mutual financlal responsibility is necessary for sound
and harmonious financiasl relationship between institutions
of higher educatlon and the Government.

Thé Government, pro?iding large sums of money to
universities for research, has the effect of strengthening the
administrative capaclity of universities.lg Government agencles,
in exercising thelr stewardshlp responsibilities, expect all
universities to employ the same sound management practices in
administering Federally supported activities as they do in
administering activitles supported from their own funds.

By any accepted stanaard of measurement, Government-
funded research by educational institutions has become big
business. The relationship and complex problems of Government
agencles and universlties adjusting toc the ways of dolng
business and the adaptability, forbearance, and inventiveness

shown by both parties is impressive.l3

lgsrcular A-21, Principles for Determining Costs
Applicable to Research and Development Under Grants and Contracts
with Educational Institutions. (U.S. Office of Management and

Budget.)
12k14d, op. cit., p. 170.
131pid., p. 170.
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Most Government agencles prefer to place maximum
reliance on the financial controls and requirements univer-
sitles themselves establish to insure proper management of
all their funds, a substantial portivn of which ig derivad
 from their own operations and investments.

A study of a large university revealed that management
of Federally financed research was in harmony with management
| ”eeds and requirements prescribed by Federal agencies.

The auditing of research contracts, performed by
Government auditors or by independent public accounting firms,

is assessed in this study as an important financisl menagement

r01eo

It is essential that all educatlonal instiﬁutions
maintaln an internal auditing staff which Pserves management
by reviewing the accounting, financial, and other operations
of the institution. The internal auditor should be under the
direction of the chief business officer."14 The internal audit
staff should be independent of any of the operating functions
uhgt they are responsible to review and report. The audit
report of the internal audit should be available to the
uvniversity's independent public accounting firm or the state
auditor prior to the annual audilt of the university.

"Phe internal auditor, as an employee of the institution

14College and Business Administration, op. cit., p. 216.
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jrovides management with information about whether the business
and financial operations are being conducted in accordance with
approved policies and procedures. The independent suditor not
only examines the accuracy and integrity of the financial
reports, but also brings to the business office, asslistiance,

expert advice, and an independent polnt of view on accounting

and fiscal problems."15
II. THE IMPROVEMENT OF FINANCIAL MANAGEMENT

The improving of financlal management in the lnstitutlions
of higher education as it relates to research 1ls the theme of
interested Governmenment representatives as well as the
university's over-all management.

The Data Sheet of the publication "Management Accouhting"
contains an article which is eut %led "Colleges Resistance to
Cost-effectiveness Analysis Scorea.™ The article staves that
"Many colleges and universities in financlally-straltened
conditions today are under fire for their fallures to use good
management and cost accounting techniques. A study sponsored
by the Ford Foundatlion - 'Report on Higher Education' - sharply
criticizes universities' widespread resistance to cost-effective-
ness snalysils as ‘profoundly anti-intellectual'!. In a recent
address, G. Keith Funston, chairman of the Olin Corp., notes
that almost every current study of universlty administration

shows that in most of the basic management techniques ~ 1n

151,13, pp. 219-220.
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long-range planning, goal-setting organization, cost-sccounting
and information processing - most colleges and universities are
woefully behind the times. A standard chart of accounts for
example, 1s desperately needed to facil_tate unit-cost studies,
comparison of results and the establishment of results end the
utilization of common data~-processing facilities.“16

The Department of Health, Education, and Welfare issued
a brochure titled "A Program for Improving the Quality of
Grantee Management." This document is Just as applicable as a
guideline for institutions of higher education in all of their
research projects regardless whether the research is done
under a grant or contract. It 1s stated in the brochure that
"management review and evaluation guides for the following
systems have been developed:; (1) Flscal Administration; (2)
Frocurement; (3) Property Management; (4) Personnel; (5) Facil-
isies Management; (86) Planning and Budgeting; (7) Management
Informstion; and (8) Inventories and Patents. These particular
systems have been ldentified for review and evaluatlon because
they comprise an organization's overall management structure
and represent fairly distinct activities necessary to the

organization's baslic functioning."lv The brochure is the resulst

lsManagement Accounting (National Association of
Accountants, July 1971) p. 10.

174 Program for Improving the Quality of Grantee

Management, (U.S. Department of Health, Education and Welfare)
Pe 3.

N
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of & joint effort of represéntativeé of the Federal Government,
State Departments, hospitals, universities, medical schools,
and private nonprofit founaations.

The brochure contasins a statement made by the Under
Secretary of DHEW that "the management evaluatlon approach
provides for varying HEW policy regulrements based on the quality
of grantee management. I believe it is important that we recognize
organizations with management excellence by relaxing our
survelllance in certain grants management areas. By the same
measure, ﬁe‘must also identify grantees whose ﬁanagement is less
than adequate and establish more rigid requirements until the
management deficiencies are corrected."l8

There 1s a contlnued effort by Government and unlversity
representatives to relax controls, however, Federal guidelines
will always be essential to sound financial management.

"The growth of Federal funds in many universities has,
of course, proauced profouna changes in university administra-
tive organlzation and procedures. Experlence has led many
universitles to develop reasonable sophisticated management
systems for thelr sponsored research activities. However,

improvements are s%ill needed."19

The Federal Government chooses to support research at

181bid., p. Foreword.

19The Administration of Government Supported Research

at Unilversities, (U.S. Office of Management and Budget, 1966)
Pe 38,




universities rather than with other types of institutions in
many cases because "historically, university management and
faculty self-policing have been adequate to enable the
Government-university administrative relationship to be kept
reasonably simple. Universities should recognize more fully
the importance of both the quality of their business management
and the type of professional conduct of faculty members when
the univérsity accepts Federal funds."zo Closer cooperation
between university administration and faculty members engaged
in Federally funded research can be beneficial both to the
university and the Government, there should be a clearer
understanding by project directors of their responsibvlliities
when expending PFederal funds.

"Federal agencies are limited in what they can do to
assist universities in upgrading their internal administration
of Federal funds. Essentially, the Government must rely upon
the universities and should expect them to take the initiative
for improvement if they expect to continue to participate in
Government sponsored research."21

The universities have a responsibility for improving
the management of research funas provided by the Government

and the Federal agencies have a "responsibility for providing

2 1p1d., p. 38.

21Ib1do s Po 40.
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adequate audit coversge of research programs to insure that
public funds have been used in accordance with applicable
laws, regulations, agreements, snd program objectives. This
is an area which requires effective interagency coordination
to achieve economy and efficiency as well as improved
Government-university relations. "2

The formulation of financial policies and regulations
~are essential within the university and the proper 1ntefpreta—
tion of Federal policles and regulations as they relate to the
financial aspects of research sponsored by the Government will
aid 1n improving the image of the financial manager. Adminis-
trative "red tape" within the university, resulting from
misinterpretation of Governmental regulations or a failure to
provide the type of service the researcher needs to ald him in
his work, lowers his morale and reduces his productivity. "The
growth in funds, together with agency and congressional
concern over the effectiveness of research administration, have
produced increasling Federal administrative restrictions,
regulations, and controls on research grants and contracts."z3

The U.S. 0ffice of Management and Budget Circular A-21,
provides uniform cost principles for Government-wide use. The

policies regarding the costing principles and procedures

22 114., p. 44.

Ibide, p. 38
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contained in this Circular will, along with the regulations
found in the Armed Services Procurement Regulatlions and the
Federal Procurement Regulations, provide the financlal
guldance needed to maintain a good Governmsnt-university
relationship.

Circular A-21 1s designed to provide a uniform
Government-wide approach to determining the costs applicable to
research work performed by educational institutions under
Federal contracts. If an agency chooses to pay less than the
applicable costs, the Circular provides that, "The arrangements
for agency and institutional participation in the financing of
a research and development project are properly subject to
negotiation between the agency and the institutlon concerned in
accordance with such Government-wide criteria as may be
applicable.“24 The Circular does make 1t clear that no provision
for profit or other increment above cost 1s intended. This pro-
vision 1s one of the differences between Government contracts
with universities and those with industrial organizetions. The
latter include a fee or profit which 1s intended to cover the
full return on capital employed in the buslness. Circular A-21
applies the same principles concerning equlty, reasonableness

and sound business practices as do the principles applicable to

2401rcular A-21, op. cit., p. 1.
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industrial concerns but the Circular 1s tallored to the
varlous characteriStics of the educational institutions.

The time lag between the payment of project costs
and the reimbursement by Federal agencles, principally under
cost-reimbursement contracts, requires universitles to use
their own funds monthly. Universities maintain that since
they are not allowed a fee or interest on such funds, the
agencles should advance funds to cover all project costs
incurred.

In order to be accepted as direct costs of a
Government-sponsored research project, the 1ltems charged mus t
conform with certain standards provided in the Circular. In
general, these standards require that the goods or services
charged directly to an indiviaual project are for the exclusive
benefit of the work under the project, e.g., that any material
charged was consumed in or applied to the project, and that any
service charged, such as the salary of an individual, 1s based on
measured time or effort spent in furtherance of the work under
the project. These requirements are mentioned only because they
are indicative of the fact that the principles are designed to
measure resesrch costs with reasonable precision.

The inairecy cc..s for Federally-sponsored research work
is always a subject that 1s studled and discussed at great length

by representatives of Government agencles and universitles
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when Circular A-21 is revised. The subject 1s dealt with in
some detall in the Circulér principles because indirect costs
are an important element of total cost. In view of the general
interest in the procedure for aetermining the amount of indi-
rect costs applicable to Government research work, it might

be well to explain briefly the general approach and esssential
considerations involved but omitting the details and techni-
calities encountered at the various stages of the process.

As a first step, it 1s necessary %o ascertaln the total
éxpenses incurred by the educational Institution for the
operation of all administrative and central or supporting
service activities that qualify as "ovefhead" functions under
the Circular A-21. This process involves a screening and
recasting of the institutlon's financial data in order to comse
up with the total aﬁount cf indirect expenses deemed applicable
to the various programs of the institution, inc luding Government
research. Such indirect expenses are usually categorized under
the following headings; (1) gpeneral administration and general
expenses; (2) research administration expenses; (3) operation
and maintenance expenses; (4) library expenses; and (5)
departmental administration expenses.

The next step 1s to dlstribute the total amount of
Institutional indirect expense developed smong three basic

divisions of the educational Institution. These three divisions
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are defined for the purpose of Circular A-21 as: (1) instruc-
tion;.(z) reéearch; and (3) other Institutional asctivities.
The distributions of indirect expenses to the three divislons
are made in a manner designed to approximate relative benefit
to the respective divisions as far as ascertainsble. For
ekample, the total under the 1ndirect expense category for
opération and maintenance is distributed among the three
divisiqns on the basis of the relative amount of space occupled
by each. This distribution process establishes the research
indirect expense pool, by identifying the portion of the total
indirect expehse that is deemed to have been generated by
reseérch work at the 1nétitution. The final step}is to
establish the indirect cost rate, which is the device used to
spread the amount in the sponsored research indirect expense
pool among the individual research projects at the institution.
The indirect cost rate is established by computing the per-
centage relationship of the amount in the research indirect
expense pool to the total amount of salaries and wages charged
directly to all sponsored research at the institution. Each
research contract can then be assessed for its share of the total
reséarch indirect expense pool by applying the percentage rate to
the direct salaries and wages component of the contract.
Each time that Circular A-21 has been revised, it has

required intensive study by Government and university
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representatives. It is the mutual responsibility of both
‘Government and‘ﬁniversitiés to continue to study the verious
cost elements applicable to research in order to improve the
financlal management of research contracting.

There are many complex factors that must be considered
if the financiasl problems of educational institutions are to be
viewed objectively. They are better understood when Government
and university coordinate in their attempts to acquire
equitable solutions regarding costs on Government contraéts.

U. S. 0ffice of Mgpggement and Budget has 1lssued
Circular No. A-88 which "provides policies for coordinating the
establishment of indirect cost rates for, and the auditing of,
Federal grants and contracts with educational institutlons.

The objectives are to promote a coordinated Féderal approach in
these areas and to achieve more efficiént use of management."25
It is stated in the Circular that "one Federal agency may carry
out the 1ndirect cost rate negotiation while another may be
responsible for the auditlng but, wherever possible, the same
agency will perform both of these relatea functions at s

single institution."26

It 1s well recognized that mutual financilal

ZSCircular A-88, Pollicies for coordinating the deter-
mination of indirect cost rates and auditing in connection with
zrants and contracts with educational institutions, (U.S.
Office of Management and Budget) p. l.

261bid-, P 2e
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responslbllity is necessary for sound and harmonious financial
relationship between institutions of higher education and the
Government.,

"Continual upgrading of university business and
accounting staffs and procedures will lead %o more prudent
handling of Federal funds, but closer cooperation between
university administration and faculty members engaged in
Federa;ly funded research can be beneficlal both to the
university, and the Government. Regardless of the organizational
form through which this cooperative endesvop occurs within the
university, the objective should be a clearer understanding by
principal 1nvestigators of thelr responsibilities when
expending Federal funds. The university should strive to
strengthen its own role in managing its research enterprise
regardless of the source of funcls."z'7

The auditing of research contracts performed by
Government auditors or by independent public sccounting firms
is a financial management responsibility.

"As a means for achieving economy and efficlency, and
Improving Governmentéuniversity relations, all agencies should
coordinate thelr auditing requiremsnts with the objective of
having the audit work at a single Institution performed by

audltors of one agency for all agencies having research

27The Administration of __Government Supported Research
at Universities, op. cit., p. &9.
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agreements with that institution."za

The Assistant Secretary Comptroller, Department of
Health, Education, and Welfare wrote an article for the
"Federal Accountant™ titled "Increasing Use of CPA's by the
Federal Government®™ in which he statea that "the Federal
Government has recognized the contribution of independent
audlits and increased reliance has been placed on such audits.
The avoidance of unnecessary duplication of gudits betwéen
Federal and State or local agencies was the subject of a
recenﬁly-annéunced Government wilde policy which stated in parst
'While the Federal Government cannot automatlically accept audits
performed by a representative of the grantee, maximumbuse should
be made of audits performed by the.grantees’ internal or
independent audltors, so as to avold unnecessary dupliéation by
Federal auditors.! Thls new policy holds great promise for the
fuvure. We are at the threshold c¢f a new era In the relationship
of the Government to 1ts people and its institutions. The new
will emerge from the traditlorial swvrengths of our country.
Certified publlic accountants have an important role t¢ play in
this process. All of our efforts up to now to improve financilal
management for reciplents of Federal funds are really just
pilot projects. The real breakthrough is yet to come, and the

prospects are exciting.“29

28 1p1d., p. 45.

29Increasing Use of CPA's By The Federal Government,
(The Federal Accountant, Vol. XVI, No. 4, Dec. 1967) p. 85.
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This dhapter, so far, has glven emphasis to data
relating to the importance and improveient of financlal
management as found in the literature. The various aspects

of the current research of the study will conclude thls chapter.
III. THE CURRENT RESEARCH

The current research encompasses various steps carrled
out in sequence for the purpose of verifying and evaluating

the hypotheses as related to sound financlal management.

Interviewing Members of Certified Public Accounting Firms.

The first step explored was to conduct personal
{nterviews with members of Certified Publiec Accounting firms.
Twenty CPA firms were selected from Montgomery County,
Maryland. The firms were selected from the 1971 Annual Reg .ster,
Certified Public Accountants and Public Accountants of the
State of Maryland. The firms selected were convenient to the

researcher for conducting personal interviews but did in fact

e

represent all of the CPA firms located in Montgomery County,
in the Washington, D.C. metropolitan area.

The twenty firms were listed in alphabetical order
and a twenty five percent random sample chosen by starting

with the second firm listed. (It is recognized that this is

not 8 true probabillity sample since the 2nd, 6th, 10th, 1l4th,
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and 18th firms listed had a 100 percent probability of being
selecteda and the other firms no probability but since the
starting point, the 2nd listed firm, was chosen from a table
of random numbers the approximation to a probabllity sample
was seen as being sufficient for the research purpose.) A
senlor member of the selected firms was telephoned to arrange
a personal interview. However, during phone conversations

with each of the individuals called, it was determlned that
none of the firms contacted had audilt or accounting experilence
with eaucational institutions, therefore, they were unable to
comment on the mefits of the financlal management at educational
institutions.

Several of the accountants called volunteered that all
of the area educatlonal lnstitutlons are audited by so-called
national accounting firms and in the case of one of the
universitles, audlt 1is conducted by the State of Maryland. The
local offices of the natlonal accounting firms consider
Information regarding thelr clients to be privileged and refer
all inquiries to the educational institutions.

On the basis of the Information cbtained, it was
decided that perscnal interviews with members of the other
CPA firms would not provide beneficial information regarding

financial management at educational institutions. Thus this

phase of the study was eliminated.
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Discussions with Government Audltors and Government Procurement
Personnel.

The second research step was to dlscuss the study of
financial management in institutions of higher education with
Government auditors and procurement personnal.

The'auditors advised that they perform theilr audits
in accordance with prescribed Government regulations and
procedures and base thelr audit findings on those regulations
and procedures. No overall financial management review 13 made
at this time. They sald that the prime objective of their
review is to determine whether administrative and financial
1ntérnal controls are adequate to insure proper accounting
for and reporting of the funds provided and that the expenditures
were incurred only for purposes of the research projects and
in accordance with applicable agency regulations and terms of
the contract. They concurrently examine the accounting procedures
and system of internal control to determine the adequacy of the
university's management pollcies and decisions affecting costs.
The auditors also advised that examination was performed on a
selective basis in accordance with generally accepted auditing
stancards and included tests of the accounting records and a
review of the internal control and such other auditing procedures
as are consldered necessary in the circumstances.

According to the auditors, the universities are not
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required to follow any particular accounting system and 1f
the university under audit has complied with Government
Manuals and the various Circulars which identified research
cost by projects, the costs were accepted. The auditors
perform what 1s known as 8 comprehensive audit of most
universities. This is basically en audit of the universitles
accounting procedures. If the procedures are acceptable then
all the congracts completed during the period of the audlt
are considered acceptable for closing.

The study was also discussed with Government
procurement personnel in the Department of Health, Education
and Welfare who advised that they negotlate and administer
presearch contracts with universities accordlng to regulations
and procedures found in the Fedefal Procurement Regulatlon.
The section that primarily concerns the financial management
aspects of research contracts with educational institutions
is Section 15-3. Government procurement personnel are usually
assisted by Government financial management personnel in most
research procurement with institutions of higher education.

procurement personnel, particularly the contracting
officer, is responsible for the business evaluation. This
normally centers around cost analysis and analysis of the
university's financlal strength and management capability.

Elements considered in cost analysis generally include
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direct material and labor costs, subcontracting, overhead rates,
general and administrative expense, travel costs, etc. Elements
considered 1n evaluating the university's financial strength
and management capabililty include organization, past performance
or similar contractual efforts, reputation for reliabililty,
availability of required facilities, cost controls, accounting
policies and procedures, purchasing procedures, personnel
practices, property accounting and control, and filnanclal
resources.

The universlity must provide evidence and supporting
documentation for an adequate business evaluatidn elther

prior to or during negotiation of the contract.

Inguiries Mailed to Accounting Assoclations.

The third step was to mail letters to three national
accounting assoclations requesting Information as to avallable
publicatlons and research studies regarding the financial
management in ihstitutions of higher education.

The American Institute of Certifled Public Accountants
repliea that there is no AICPA literature on the subject. The
Institute made the following suggestions: (1) request information
from the Department of Health, kKaucation, and Welfare; and (2)

request Information from the Natlional Association of College

ana University Busliness Officers.
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The American Accounting Association replied that they
have only a small administrative office without a large
research staff, therefore, they are unable to delve deeply
into the subject or offer much asslstance., The Association dig
suggest that past issues of "The Accounting Review" be reviewed
for articles and book reviews.

The National Assoclation of Accountants responded that
they have no publications dealing directly with the particular
subject being investigated. The Assoclatlon suggested, bacsause
the topic 1s very specialized, that contact be made with
organizations iﬂvolved in_this type of work such as M.I.T.
and the Rand Corporatibn.

Most of the suggestions submitted by these organizations

were investigated and found to be helpful.

The Queétionnaire Pretest.

The fourth step was the pretesting of the questionnaire.
Based on the earlier steps a two page questionnaire was designed
and then pretested by mailing it to six universities which

included three privaté and three public schools. These

universities are located in Illinois, Massachusetts, New Jersey,
New York, North Carolina, and Virginils.

Response to this questionnaire was excellent. Five of
the six universltles returned completed questionnaires within

two weeks. A follow-up letter was mailed to the remaining
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university, howevér, the completed questionnaire was recelved
the day after the follow up letter was mailed.

Bach of the guestions in every qguestionnaire was
completed. No questionnaire was answered lnapproprlately and
none of the universities indicated any difficulty in answering
the questlonnaire. Based on this stfong evidence the original
instrument was adopted without modification to serve as the
mainstay of the mail survey. It should‘also be noted that
fifty percent of the unlversitles in the pretest expressed

an interest in recelving a copy of the completed study.

Malled Questionnaires to Unliversitles.

The fifth.stép wés the meiling oquuestionnaires to -
selected universlities to obtain essential data for the study.

The universe used for the sample included both public
and private educational institutions located throughout thé
United States. Thls universe 1s found in a listing prepared
by the National Center for Eaucational Statistics, O0fflce of
kaucation, Department of Health, Educatlon and Welfare.so
The list Includes a total of one hundred and sixty univer-
sitles of which ninety five are public and sixty five are
private. The publig universities include State and Federal

schools and the private universities include independent

3OOpening Fall Enrollment in Higher Education 1970,

(The National Center for Educational Statistics, Office of
Education, Dep't. of Health, Education, and Welfare, Wash.,
DoCe) ppo 29"50, Table O




non-profit and church affilisted schools.

The one hundred and sixty universities are listed
alphabetically by states and include student population
ranging from 3,121 to 74,125. Forty one universities, which
represent twenty five percent of the total unlverse, were
selected to be sampled. The forty one universities were
divided into two strata, the public and private schools.
bkvery third private and every fifth public university was
systematically selectéd for the semple. Starting with the first
listed (as determined by a random number table) the selection
of every third private and every fifth public university is
based on the ratio of 22 to 65 private and 19 to 95 public
universities. From the total 160 universities, 22 private
and 19 public universities were selected as the reciplents of

questionnaires for the research survey.

Review of Final Audit Reports from Files.

The sixth step somewhat relates to the second step,
"Discussion with Government Auditors™ and the fifth step,
"Mailed Questionnaires to Universities."

A review was made of final audit reports reporting
costs incurred for the period of performance under cost re-
lmbursement Government research contracts with thirty univer-

sities. The reports reviewed were those submitted by several
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Government audit agencies and taken from thé files of an
agency within the Department of Health, Education and
Welfare. The audit reports were submitteg within the past two
years and final payments were made to the applicable univer-
sity based on the report, therefore, they are considered
réepresentative of alil finél audit reports of acceptable costs
incurred during performance of research contracts with univer-
sities.

The thirty sudit reports consisted of fourteen public
and sixteen private schools ang included those with large as
well as those with small student populations. They are

geographicaily located throughout the United States.

The Questionnaire.

The questionnaire, ﬁsed in this survey, contained
eighteen items requiring the respondent to check an applicable
blank space and one item for comments including any desired
criticism (see appendix). The length of the instrument was
two pages. It was mailed to indlvidusls by name ang position
title. These questionnaires were mailed to forty one univer-
sitles which consisted of nineteen public angd twenty two
private universities. To 8eécure the attention of g top member
of the financial staff of each universivy, the initial

questionnaires were mailed with a covering letter signed by




the alssertation advisor.

The questionnalre and covering letter, along with a
self addressed stamped envelope, was malled in a nine by
twelve white envelope which was preprinted with the researcher's
name,vcertified public accountant, and address in the upper
left hand corner. The same size and color envelope, with the
researcher's name, etc. preprinted was used for the guestionnaire
replies.

A total of twenty seven replies were received from the
initlal mailing. Twelve public and fifteen private universities
responded. The universities respona1n6 were 63 percenn of the
public and 68 percent of the private for 66 percent of the
total number surveyed. o

Two weeks after the initial mailing, a follow up of
the same questionnaire was mailed with a covering letter
slgned by the researcher to those universities which had not
responded. There were six additionsal replies, two from public
and four from private universities. This was 80 percent of
the questionnaires, 74 percent from public and 86 percent from
private schools.

Two and one half weeks after the first follow up, a
second follow up letter was mailed to those universities that

hau not replied. Three aaditional public universities submitted




completed questionnaires.

The total number of questionnaires from the forty one
universities was thirty six, seventeen from publlc schools and
nineteen from private schools or 89 percent public and 86
percent private for an overall percentage of 88 percent.

The questlonnaires were fully completed by thirty five
universities and one university stated that they did not
perform research for the Government. Two publie and three
private universities did not respond even after the second
follow up, however, there 1s no indicatlion that those unlversities
were essentially any different than those that did respond. It
was verified that all five non-responding universities perform
research for the Govérnment.

BEach covering letter to the universities and the
second follow up letter stressed that all repllies are strictly
confidential, are for the purpose of the doctoral study, and
will be presented only in statistical form. Within the thirty
five completed questionnaires, all questions were answered
ana some expressed thelr interest by requesting coples of the
completed study. The researcher feels that he received excellent
cooperation from the administrators of the universities.

The first two chapters presented the research problem

and the steps used 1In the study of evaluating sound financial




-management in the institutions of higher education. In the

following chapter, an analysis of the findings regarding the

study 1s presented.




CHAPTER III

RESULTS: PROBABILITY SURVEY

The previous two chapters presented the research
problem, the theoretical meterial, and the methodology
including the sampling processes used in the Investigation
of sound financlal management in institutions of higher
education as related to Government negotlated research
contracting. The prior two chapters also stated the five
hypotheses which formulate the research study.

This chapter contains an analysis of the variables
found in the mail quest%onnaire. The findings are discussed

in more detail in Chapter V.

1. FINANCIAL MANAGEMENT IN INSTITUTIONS OF HIGHER EDUCATION
AIDS IN DEVELOPING THE CLIMATE IN WHICH RESEARCH AND
SPECIAL TRAINING CAN BEST BE PERFORMED

Research Agreements and Projects.

The research discloses that funding for Government
research performed at universities is provided through the
use of both grants and contracts. Only one out of thirty six
universities responaing to the survey performs no research
for the Government through the grant and contracsg mechanism.
0f the thirty five performing research for the Government,

all have contracts and 97 percent (34) have grants. By
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Government agency all of the public and 94 percent of the
private unilversities have elther research grants or contracts
with DHEW; 87 percent of the public and 90 percent of the
private currently do research for DOD; and 94 percent of the
public and 90 percent of the private do research for some
other Government agenciles.

There 1is only a minor difference between the number
of public and private universities performing research for
the Government, however, it 1s worth noting that about 10
percent more universities perform research for the civilian
agencles than for the defense agencies. Thls is primarlly

due to the type of research usually performed by universities

which is of a non-defense nature.

Independent Management Advisory Service.

Management advisory service has become an essentlal
function of many independent accounting firms. In additlon
to auditing the fiscal records, the service encompasses
over-all financiasl management review. This provides management
with lmportant financial informatlon and a sound basis for
entering into contract and grant negotlatlons.

Thirteen of thirty five universitles responding to the
questionnalre had management advisory services. Fifty percent

of the private instltutions avall themselves of the service
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while less than one half of that percentage or 24 percent
of the public Institutlons have advisory service. A chi
square analysis shows this difference to be non-significant
at a .05 level of confidence desplite a ratio of 2 to 1 of

private to public universities.

Staff Training for Financlal Management.

Staff tralning, in the field of financlal management,
is being encouraged in most Government agencies and within
many organizations, industries, and large businesses.

The current analysils of the unlverslities responding
to the survey revealed that 31 percent have some form of
staff training. Forty four percent of the private and 18
percent of the public iInstitutlons have a staff training
program. It is realized that the guality and degree of

training will vary greatly from university to universisty.

Summary.
An analysis of the first two variables, types of
research agreement and the Government agencies that the

research projects are with, only reflect mlnor differences

between public and private unilversities. Varlable three,
independent management advisory service shows a ratio of
2 %0 1 in favor of private universlties over public ones.

The final variable, staff training for financial management,
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TABLE 2

COMPARISON OF 17 PUBLIC AND 18 PRIVATE UNIVERSITIES WITH
RESPECT TO TYPE OF RESEARCH AGREEMENTS, FUNDING

~ AGENCIES, MANAGEMENT ADVISORY SERVICE, AND

STAFF TRAINING

f— e ———

——ﬁniversity Total Public Private
Characteristic Number Percent Number Percent Number Percent

Research Agreement:a

Contracts 35 100 17 100 18 100

Grants 54 97 16 94 « 18 100
Research Projects Withsa

DHEW 34 97 16 94 18 100

DOD 31 88 15 88 16 90

Other Agenclies 32 91 16 94 16 - 90

Independent Managemen+t
Advisory Service:

Yes 13 37 4 24 9 50
No 22 63 13 76 9 50
Total 35 100 17 100 18 100
_ Staff Training for
S Financial Management:
Yes 11 31 3 18 8 44
No 24 69 14 82 10 56
Total 35 100 17 100 18 100

| ———— —

—

8The same university may héve contracts and grants with
Government agencles. They may also perform research for more than
one Government agency during the same period.
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shows a 2 to 1 ratio that private schools provide training
in the fiela of financial management.

The study has shown that Government sponsored research
is performed by almost all institutions of higher ecucation.
However, utilization of management asdvisory service and
provision for staff training appear to be areas where many

universities can improve and thus foster s better climate 1in

which research may be performed.

IT. INSTITUTIONS OF HIGHER EDUCATION AND THE GOVERNMENT
HAVE A COMMON INTEREST IN ASSURING THE
CONSERVATION OF PUBLIC FUNDS

Type of Accounting System.

The survey of the instlitutions of higher education
verifies that they have integrated ADP and computers into
thelr accounting systems. Ninety four percent of universities
performing Government research had automated accounting systems.
This percentage 1ls constant for both the publlc and the private
universlties. Automated accounting systems are highly desirable
since thelr presence makes flnancial information readily

‘avallable both to management and Government agencies.

Indirect Cost Proposals Reviewed by Accounting Firms.

The survey also revealed that a large percentage of

the universities do not have indlirect cost proposals reviewed
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by thelr accounting firms. Eighty elght percent of the
institutions do not have the proposals reviewed. However,
eleven percent more of the private than the public universities
do have a review performed. The indirect cost is contalned in
the grant or contract proposal, therefore, accurate reporting

to Government agencles is essential to obtain an equitable

and accurate Indirect cost rate.

Maintains Individual Accounts for Research Costs.

The Government does not prescribes any particular
accounting system for universitles performing research but
1t does require that the system is adequate for accumulating
costs for all research projects. |

The survey shows that all universitles maintain

individual accounts for accumulating research costs. This meets

the Government's requirement.

Summary.

The first variable, type of accounting system, does not
show any difference between public and private universities.
Variable two, indirect cost proposals reviewed by accounting
firms, shows that ll percent more private than public univer-
sities have the 1ndirect proposals reviewed and the percentage

of universlties having thelr proposals reviewed is an oversall

12 percent.
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COMPARISON OF 17 PUBLIC AND 18 PRIVATE UNIVERSITIES WITH

RESPECT TO TYPE OF ACCOUNTING SYSTEMS, INDIRECT

COST PROPOSAL REVIEW, AND RESEARCH COST
ACCOUNTS

P e —

Total
Number Percent Number Percent Number Percent

University
Characteristic

Publlc

Private

4]
Typé of Accounting
System:
Automated
Manual

Total

Inairect Cost Proposal
Kkeviewea by Accounting
Firm:

Yes

No

Total

Maintains Individual
Accounts for Research
Costs:

Yes

No

Total

94

100

12
88

100

100

100

16
17

94

100

94
100

100

100

& I e &l

wlok

94

100

17
83

100

100

100




An analysis of varlable three discloses that public
ana private universitles are uniform and consistent 1In their
accounting for research cost.

The findings indicate that institutions of higher
education and the Government have & common interest with
respect to the type of accounting systems and the maintaining
of inaividual accountes for research costs as these areas
reflect soﬁnd financial management. However, the lack of
indirect cost proposals being reviewed by accounting firms
shows need for lmprovement. There could be a conservation of
time by having the proposal reviewed by the accounting firm
prior to submission to the cognizant Government agency. This

variable will be discussed more fully 1In a subsegquent chapter.

I11I. FEDERAL GOVERNMENT FINANCIAL POLICIES AND RECULATIONS,
AS THEY PERTAIN TO UNIVERSITIES, ARE PROVIDED TO
ENCOURAGE MAXIMUM REALIZATION OF RESEARCH
AND SPECIAL TRAINING PROJECTS

Costing Methods - Depreciastion or Use Charge.

The findings of the mall survey establishes that both
publlic and private universlities prefer the use charge rather
than depreciation to recover costs for the use of theilr
buildings, capital improvements, and useable squipment.
Ninety one percent of the institutions prefer the use charge.

Comparing the public and private unlversities, the percentage
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1s 88 and 94 respectively.

Title to Research Property Transferred at Negotiation.

The question asked the universities surveyed was if
they request Government agencies to vest title of property
acquired with Governmental research funds at the time of
negotliating the contract. Forty six percent of the universities
responded that they do request research property tc be trans-
ferred to them at the negotlatlion. Sixty one percent of the
private and thirty percent of the public universities requesst

transfer of title at the time of the negotiation.

Government Financial Regulations and Procedures are Uniform
and Consistent.

The universlties sampled do not acquiesce that regu-
lations and procedures established by the Government relating
to financial aspects of research contracts to be uniform and
consistent. Sixty six percent of the universities do not think
they are uniform, but, on this point, there 1is a difference
of opinion between the public and private universities. Eighty
two percent of the public and fifty percent of the private do
not find the regulations to be uniform. Chl square analysis
shows p to eqﬁal .05 but less than .02 and the ratio is 3 to

1 that private universities accept the regulations as beilng

uniform and consistent.
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Summary .

The findings show a definite preference for the use
charge rather than depreciation as an indirect cost.

There 1s a wide variance between the public and
private universities as to the title Lv research property
being transferreda at negotlation. The difference indicates that
private universities have more intsrest in obtaining the
research equipment.

There 1s also a considerable varlance between the public
and private universities regarding uniform Government regula-
tions. The ratio is 3 to 1 for the private universities.

The sampling reflects a consensus that both public and
private universities and the Government are in accord with the
treatment of recovering cost for use of buildings, equipment,
etc., however, there 1ls a difference of opinions regarding the
transfer of title of research property and whether Government
regulations and procedures are uniform and consistent. This
difference will be further discussed in a subsequent chapter.
Iv. THERE IS A MUTUAL FINANCIAL RESPONSIBILITY OF

INSTITUTIONS OF HIGHER EDUCATION AND THE

FEDERAL GOVERNMENT AS RELATED TO
NEGOTJATED RESEARCH CONTRACTS

The Use of Predetermined Indirect Cost Rates.

The sampling of the universities shows simllarity in
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TABLE 4

COMPARISON OF 17 PUBLIC AND 18 PKIVATE UNIVesRSITIES WITH
RESPECT TO COSTING METHODS USED, TRANSFER OF
RESEARCH PROPERTY TITLE, AND UNIFORMITY
OF GOVERNMENT FINANCIAL REGULATIONS

e e e e e e e — ]
University Total Public Private
Characteristic Number Percent Number Percent Number Percent

Costing Method Used:

Depreciation 3 9 2 12 1 6
Use Charge _ 32 91 15 88 17 94
Total 35 100 17 100 18 100

Title to Research
Property Transferred
at Negotiation:

Yes 16 46 5 30 11 61
No 19 54 12 70 7 39
Total 35 100 17 100 18 100

Government Financial
Regulations and
Procedures are Uniform
and Conslistent:

Yes 12 34 3 18 9 50
No 23 66 14 82 9 50
Total 35 100 17 100 18 100




all the udiversities'as well as the comparability of the
public and private institutions in the use of prudetermined
indirect cost rates. The universities are almost equally
divided and the ratio between the public and private

universities 1s nearly equal.

Receipt of Payment from the Government.

The perlod of time between submission of a contract
cost voucher and recelpt of payment from the Government
varies only slightly between the public and private univer-
sitles. The analysis shows that 41 percent of the payments
are received within 30 days, 41 percent received within 60
days, and 18 percent received within 90 days according to the
public universities, and 44 percent received within 30 days,
44 percent within 60 days, and 12 percent within 90 days

according to the private universities.

Assist in Preparation of Proposal Budget.

The cost budget submitted with a research proposal
contains the items of cost relating to the research project. A
question was included in the sampling which stated, "Are you or
a member of your staff consulted at the time the budgets for

proposed research contracts are formulated?" Sixty six percent



of the universities answered ALWAYS, while 34 percent answered
SOMETIMES. In comparing the public and private universities, 1t

was found that 60 perceant public and 72 percent private answered

ALWAYS and 40 percent public and 28 percent private answered
SOMETIMES.

The Use of the Letter-of-Credit.

The single letter-of-credit 1s a method of reimbursing
the universities for cost incurred under research contracts.
Sixty six percent of the universities are using the
letter-of-credit. Seventy percent of public and 61 percent of
the private are being reimbursed under the letter-of-credist.

The ratio of public to'private universities 1is 12 to 11.

Summary.

The first varlable, the use of predetermined indirect
cost rates, shows no difference between public and private
universities.

The second variable, receipt of payment from the
Government, indlcates very little difference between public
and private universities as to the period of time in being
reimbursed for cost incurred under research contracts.

The third variable, assist in preparation of proposed

budget, shows that 12 percent more private than public




98

universlties are always consulted at the time budgets for
proposed research contracts are formulated.

The use of the letter-of-credlt as reflected in the
fourth variable shows & ratio of 12 to 1l in favor of the
public ﬁniversities, however, this 1s not a significant
difference.

The responses to the four varlables 1n Table 5
establishes that there 1s mutual financial responsibility of
educatlonal Institutions and the Government as relateda to
research contracts. However, additlonal clarification 1s
essential to fully evaluate the mutual financial relationship.
V. THE AUDIT FUNCTIONS OF THE GOVERNMENT AUDIT AGENCIES

REGARDING THE AUDITING OF RESEARCH CONTRACTS
PERFORMED BY INSTITUTIONS COULD BE

PERFORMED BY THE INSTITUTION'S
INDEPENDENT ACCOUNTING FIRMS

Bngagement of Independent Accounting Firms.

The survey of the universlties included a question
regarding whether or not they engage an lndependent accounting
firm to audit thelr recocrds.

The response of the thirty five unlversitles performing
research for the Government and responding to the lnqguiry
specify that 66 percent engage accounting firms while 34

percent do not. However, when comparing the public and private
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TABLE 5

COMPARISON OF 17 PUBLIC AND 18 PRIVATE UNIVEKSITIES WITH RESPECT
TO PREDETERMINED INDIRECT COST RATES USED, RECEIPT OF
PAYMENT FROM THE GOVERNMENT, ASSIST IN PREPARATION
OF PROPOSAL BUDGET, AND USE OF LETTER-OF-CREDIT

University Total ' Public Private
Charscterilstic Number Percent Number Percent Number Percent

Predetermined Indirect
Cost: Rates are Used:

Yes 18 52

9 53 9 50
No 17 48 8 47 _9 50
Total 35 100 17 100 18 100
Receipt of Payment
from the Government: ‘
30 Days 15 43 7 41 8 44
60 Days 15 45 7 4] 8 44
90 Lays _5 14 3 18 2 12
Total 35 100 17 100 18 100
Asslst in Preparation
of Proposal Budget:
Always 23 66 10 60 13 72
Sometimes Py 34 7 40 5 28
Total 35 100 17 100 18 100
TLetter~of-Credit
1s Used:
Yes 23 66 12 70 11 61
No 12 34 5 30 7 39

Total 35 100 17 100 18 100
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unlversities, 1t is found that 94 percent of the private and
35 percent of the public institutions engageQindependent
accounting firms. A chli square analysls shows p to be .00l.
This is & ratio of sbout 3 to 1 for the private institutions.
Some of the varlation between public and ﬁrivate is to be
expected since many of the public universities are audited by
state auditors or by a central audit office of church

affiliated schools in lieu of independent accounting firms.

Number of Government Audit Agencies Auditing Cost Records.

The survey shows that twenty eight out of thirty five
or 80 percent of the unlversities have their research
contract cost records sudited by one Government agency. However,
when comparing the public and private universities, it is
found that 94 percent of the public but only 67 percent of the
private universities are audited by one Government agency.
The analysis shows 33 percent of the private and 6 percent of

the public institutions have two Government agencies auditing

their records.

Cost Records Audited by Government Audltors.

An analyslis of the responses received from the thirty
five universities completing the questlonnalre shows twenty

five universities are audited annually, seven are audited
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biennlally, and three audited every three years by Government
auditors. A comparison of the public ana private universities
shows ten public and fifteen private audited annually; five

public and two private auaited biennlally; and two public and

one private audited every three years.

Cost Records Audited and Indirect Cost Negotiated by Same
Agency.

In response to the question, "Does the same Governmenst
agency audit the costs of research agreements and negotiate
the indirect cost rates?", thirty two of the thirty five
universities completing the questionnaire responded positively.
Sixteen out of seventeen public and slxteen out of eighteen
private unlversitlies answered YES to the question or 94

percent for public and 90 percent for private.

Summary.

The first varlable shows a lerger percent of private
universities engaging independent accounting firms. There 1is
a ratio of a 3 to 1 varlable between prlvate and public
institutions.

The second variable shows there 1s a ratio of 4 %0 3
that one Government audit agency audits the cost records of

the public institutions. Eighty percent of the total univer-
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sities sampled are asudited by one audlt agency.

The third variable shows 71 percent of the universitiss
audited annually and 20 percent blennially.

The fourth variable provides that one Government agency
audite the costs and negotistes the 1lndirect cost rates for 91
percent of the universities sampled. No significant difference

exists between public and private universities.




TABLE 6

COMPARISON OF 17 PUBLIC AND 18 PRIVATE UNIVERSITIES WITH RESPECT
TO ENGAGING INDEPENDENT ACCOUNTING FIRMS, AUDIT OF
COST RECORDS, AND NEGOTIATION OF INDIRECT COST
RATES

University ' Total Public Private
Characteristic Number Percent Number Percent Number Percent

Engage Independent
Accounting Firms:
Yes
No

Total

Number of Government
Audit Agencles Auditing
Cost Records:

One

Two

Total .

Cost Records are Audited
by Government Audltors:
Annually
Biennisally
Other

Total

Cost Records Audited and
Indirect Cost Negotlated
by Same Agency:

Yes

No

Total




CHAPTER IV

RESULTS: FINAL AUDIT REPORT EXAMINATION

The previous chapter presented tables and analysis
for five hypotheses formulating the study of sound financial
management in institutions of higher education. The basis of
the contents of the previous chapter was responses from a
selected sampling of universitles.

The focus of this chapter 1s on the finﬁings in final
audit reports. The reports examined are the results of audlting
the costs applicable during the period of the research contract.
The technical aspects of the contract have all been satisfac-
torily performed and accepted by the sponsoring Government
agencies. Based on these audit reports, final payments were
made by the Government to the university.

This review will aid in either accepting or rejecting

some of the concepts of financisal management as previocusly

presented.

Audit Exception to Accounting System.

It is essentia)l that auditors include a statement in
their report regarding the university's accounting system.

Twenty nine out of the thirty universitles' audlt reports
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examined had acceptable accounting systems for accumulating
cost for cost-reimbursement research contracts.

The one university that the auditor found to be an
exception aoes not have an accounting system which provides
for the recording of expenditures by element of cost for Federal
grants and contracts. The university which did not meet the
Government's requlrement for acecumulating cost has an
automated accounting system and is a public university.

In cases where audlitors report an exception to the
acceptability of the acgounting system, the sponsoring
Government agency usually makes an administrative determination
by further reviews or other examination to justlfy the amount
of acceptable cost.

The university 1s required to lmprove its system to
provide auditable records to support all costs claimed for

the performance of the research project.

Audit Exception to Direct Cost.

The examination of thirty flnel audit reports, submitted
by Government auditors, of fourteen public and sixteen private
universities disclosed that exceptions of direct cost were
taken for two universities. One of the exceptions regarded
the disallowance of a small amount of cost claimed by a

private university. The dlsallowance was so minor that no




administrative action was necessary.

The other exception was disallowed cost due to an
Yoverrun" of cost on a research contract performed by a public
unlversity. An "overrun" is costs incurred during the
performance of a contract but 1s excessive of the amount
negotlated and written into the contract for the research -
project. According to Government regulations, the university
must notify the contracting officer of the sponsoring
Government agency that the funds negotiated are inadequate to
complete the required per.~rmance of the research project. If
there is a timely notification before the completion of the
contract, the contractling offlicer may modify the contract to
provide for the excessive costs. The Government 1s not
obligated to reimburse the university unless proper notifica-
tion is given by the university.

An "overrun™ can be quite detrimental to a university
since the costs may not be reimbursed and it may be necessary
to obtain funds from other sources than research for the
amount of the "overrun." A souna financial management system

will provide adequate safeguards to prevent this happening.

Audit Exception to Indirect Cost.

The indirect cost element provided in the final audis

reports for research contracis in fourteen public ancd sixteen
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private universities was examined and found that there were
seven exceptlions takeh to acceptable actuasl indirect cost.
Five publlic and two private universities had the exceptions
reported. One exception regarded a fixed indirect cost

amount in a research contract with a public university. A
fixea aesermined amount of indirect cost based on the scope

of work was negotiated in lieu of an indirect cost rate. The
amount was payable Iin equal monthly increments. During the
verlod of performance, the scope of work was reduced, therefore,
the fixed amount of indirect cost was cverstated. The
university claimed the total amount of the fixed indirect cost
despite the reduced scope of work. The error came to light
when the auditor applied the university's applicable indirect
cost rate to the services performed.

Under a cost reimbursement type contract, the
university is reimbursed for direct and indirect cost actually
incurred during the period of the contract. In this specific
case, the unliversity had claimed an amount in excess of the
costs incurreda, therefore, sn administrative determination
Was necessary.

There was also another exception where a public
university did not claim full indirect cost based on its
negotiasted final rate. The university acceptea the provisional

rate in closing the contract. The final indirect cost rate is




the rate negotiated between the Government and the university

for the university's fiscal year and is applicable to all

research contracts performed within the year. A provislonal rate

s a rate that has been agreed upon between thz Government and
the university for the purpcse of claiming indirect cost prior
to a final rate being negotisted. Usually the indirect cost
amount 1s adjusted by applying the final rate when the rate
has been negotiated. In thig case, the university accepted
indirect cost based on the provisional rate rather than the
final rate. The final rate was greater, therefore, the
university was not reimbursed for all of its Indirect cost.
According to the suditor, the university frequently
signs a relesse for the smount claimed without computing an
adaltional amount due for indairectv cost. Thnis 1is in the nature
of cost sharing by the university enZ should be fully approved
by the financisl management office since total cost 1is not
being recovered and other sources must provide the cost not
recovered.

The other five exceptions reported for two private and
three public unliversitles regarded limltations on 1ndirect
cost rates or what 1s commonly known as %"ceiling rates."

The unlversitles accepted a provision that the indirect costi
rate would not exceed a stipulated rate in the contract for

the period of the contract. The indirect cost reimbursed by




the Government may not exceed the stipulated rate regardless
of the final rate negotiated. In each of the cases examined,
the final rate exceeded the stipulated rate by a substantial
increased percentage. The universities were not reimbursed
for their totasl indirect cost.

"ceiling rates™ are often written in to a research
contract without the knowledge of the university's financisal
management office. Finenclasl management offiéers must be sware

of this arrangement since this 1is sharing the cost of the

research’project which may provide a financilal deficlency as

the amount of indirect cost not recovered must be provided

from other sources.

Negotiated Indirect Cost Rates.

The thirty final sudit reports examined, consisting of
reports of fourteen public and sixteen private universities,
disclosed that the fourteen public universities used three
aifferent methods for deriving indirect cost rates; aeven
used final rates, six predetermined rates, and one a fixed
rate. The sixteen private universities also used thres
different retes; ten used final rates, four predetermined
rates, and two fixed rates.

The indirect cost reste used by universities is the

ratio between the total Indirect cost and some direct cost
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base, usually direct salaries and wages but occasionally
total direct costs excluslve of capltal expenditures, etc.
1s used. 0f the thirty universities' audit reports examined,
twenty nine used the salary and wage base.

The final indirect cost rate used by the seven public
and ten private universities 1s established after the
universities!' actual costs for a given accounting period,
usually their fiscal year, are known. Once established, the
final rate 1s not subject to adjustment. The final indirect
cost rate 1s used to adjust the inairect cost amoun: which
was claimed on public vouchers using a provisional indirect
cost rate.

The provisional indirect cost rate is a temporary
rate established, usually the university's last final rate,
to allow the obligation and payment of indirect cost prior
to establishing a final rate.

The predetermined indirect cost rate used by six
publiec and four private universities 1s s fixed rate
negotliated and agreed to for a specified future period,
usually a year. Except in unusual circumstances, the rate is
not subject te adjustment. Some universities object to the pre-
agetermined rate because of fluctuation of theilr indirect cost

regardless of the exzpedlency of closing the research contract.
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The flxed indirect cost rate used by one public and
two private universities 1is a rate with a carry-forward
provision which has the characteristics of both the
provisional and predetermined rate. A rate 1s established
and fixed for a specified future period. It is not subject to
ad justment for the period specified. However, after the end
of that specified period, if the actual rate varies from
the flxed rate and the variation results 1h an over or under
recovery of Indirect costs, the difference is carried forward
as an adjustment to the next period for which s rate is
established. This method of establishing an indirect cost
rate is the most recent one mutually agreed to by Government

and universities. This msthod will probably be used more

freguently in the future.

The Stendard Auditors Statement.

One publlc university's final audilt report, of
fourteen publlic and slxteen private universitles' reports
examined, contalned a quallification statement by the auditor.
If there are no major exceptions to the claimed costs
incurred cduring performance of =a reséarch contract, the
auditor will include an unquallified statement in the audit
report somewhat as follows: We have examined the university's

accounting records and financial operating procedures for
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the purpose of determining whether the amount clalmed for
reimbursement by the university, as represented by blllings
submitted, constitute allowable costs undsr the terms of the
contract. The examination was performed in accordance with
generally accepted auditing standards and sccordingly included
such tests of accounting records snd such other auditing
procedures as were consldered necesaary in the circumstances.

Based on our examination, we are of the oplnion that
"Dollars™ represent costs which are allowable under the contract
and are therefore reimbursable. All Government furnished
and/or university acguired property under the contract has
been properly accounted for and/or disposed of.

In the clted case, the universlity claimed an amountg
in excess of the allowable cost which was reported by the

suditor and he qualified his statement to reflect the audit
finding.

Disposition of Government Research Froperty.

The thirty final audit reports examined disclosed thaﬁ
seventeen of the thirty universities did not have provisions
for the use of Government property in the research contract.
The seventeen universitlies were divided into seven public
and ten private. However, there were four public and four

private universities which had acquired Government research




property elther by transfer or purchased with research
funds and no determination had been mace as to the
disposition of the research property at time of audit. Final
payment to the university 1s not made until the disposition

of research property has been comfleted. The arrangements

" %o dispose of the property after completion of the contract
either by transferring title to the university or transferring
the property from one university to another may delay

the closing.of the contract for a considerable period of

time.

The analysis also disclosed that title to research
Property had been transferrea to three public and two private
universities prior to the final audit.

'Title to research property may be transferred to

universities at time of negotlation 1if requested by the

university.

Cognizant Government Audit Agency.

The examlnation of the audit reports revealed that
twenty four universities (80 percent) were audited by the
same Government audilt agency. However, according to the
Office of Management and Budaget Circular A-88, which is
currently being implemented, Department of Health, Education,
and Welfare is assigned the responsibility for the audit of

1,980 unlversities of a total 2,047 or 96.7 percent. DHEW




wlll also be responsible for negotiating indirect cost rates

for the same universities.

Negotliated Contract Amount and Acceptable Audited Costs.

The thirty final audit reports disclosed that the mean
negotliated contract cost is $53,545 with the mean audited
acceptable cost belng $48,600. The difference is due primarily
to the universities performing the research for less than the
negotlated amount of the cost reimbursement contracts.

Table 7 reflects that eighteen of thirty universities
or 60 psrcent had negotiated research contracts with cost of
$50,000 or less. Eight of thirty universities or 27 percent
have contracts with cost of between $50,001 and'$100,000 and
four universities or 13 percent have negotiated cost of over
$100,000. Seven of fourteen public universities or 50 percent
and eleven of sixteen private universities or 70 percent had
contracss with cost of less than $50,000 and éix public and
two private or 43 percent publlic and 13 percent private had
contracts with cost of $50,001 to $100,000. One public and
three private or 7 percent and 17 percent respectively had

contracts of over $100,000.

Period of Contracts and Perlod From Completion To Final Audlt.

The fourteen publliec and sixteen private universitles'
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TABLE 7

NBGOTIATED CONTHRACT COSTS AND ACCEPTABLE AUDITED COSTS OF
30 COMPLETED KESEAKRCH CONTRACTS

NEGOT IATKD COST ACCEPTABLE AUDITED COST
Number of Contracts Number of Contracts

Dollar Amount

Total Public Private Total Public Private

Less than $15,000 0

0 0 2 1 1
$15,000 to $25,000 10 4 6 9 4 5
$25,001 to $50,000 8 3 5 7 2 5
$50,C001 to $75,000 2 2 0 2 2 0
$75,001 to $100,000 6 4 2 8 5 3
over $100,000 4 1 3 2 0 2

Total 30 14 16 - 30 14 16
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flnal audit reports examined discloses that the greatest
number of contracts are negotiated for perilods between six
end thirty five months (Table 8). There were 43 percent
negotiated for the perlod between six and twenty three months
and 43 percent for the period between twenty four and thirty
five months or a totsl of 86 percent for the period between
six and thirty five months. Table 8 also reflects that twenty
four of thirty contracts or 80 percent were completed between
twelve and thirty five months before the final audit. Forty
.seven percent were completed between twelve and twenty three
months and 33 percent were completed between twenty four and
thirty five months before final audit. Twenty percent were
not audited until thirty six months or later after the contract
was completed. This analysis will be discussed in Chapter V
regarding the lapsed time from completion to final audit of
the contract.

The results in this chapter are utilized in Chapter V

which develops the conclusions and discussions of the

research study.




TABLE 8

RuSBARCH CONTRACT PBRIOD AND PhhIOD FROM COMPLETION TO
FINAL AUDIT OF 30 RESEARCH CONTRACTS

Period From :
Period of Contract Completion to Final Audit

Number of Number of Contracts Number of Contracts
Months Total Public Private Total Public Private
6-11 4 1 o 0 0 0
12-23 9 5 4 14 5 9
24~35 13 5 8 10 7 S
36-48 2 2 0] 4 2 2
over 48 - S | 2 o =
Total 30 14 16 30 14 16




CHAPTER V »

DISCUSSION, CONCLUSIONS AND SUMMARY

The previous two chapters presented the research

findings. This chapter's objective 1s to aiscuss the research
findings as they relate to the five hypotheses of the study.
The aiscussion will attempt to join and clarify information

obtained from the literature and the findings of the research.

Aids in Developing the Climate in Which Research Can Best
Be Performed.

The financial ménagement of a university definitely
alds in developing the climate or environment in which
research is conducted as Will be discussed in this part of
the chapter.

The researcher believes there are areas which require
improvement but weaknesses are always present in any expanding
and changing financiéi system.

According to the educational institutions sampled,

97 percent of the public and private universities negotiate
research contracts with the Government.

The Government expects souna financial management in
every institution of higher education, which 1t provides with

funds, to support research projects. Without sound financial




management, the Government cannot depend on the university
to provide the necessary assurance that the funds entrusted to
them are being properly adminlstered.

The overall management of universitles also depsnds on
financial menagement to provide them with the necessary assurance
that the cost of research projects being pérformed under cost
reimbursement ccntracts is being reimbursed by the sponsoring
Government agency . .

According to a study which was' included in the literature
material reviewed, Federal research funds are highly concentrated
in a few large universities and Federal support to these may
jncresse the difficulties for nonreciplent institutions in main-
taining a good faculty and a stimﬁlating a’cmosphere.l The current
sampling of public and private universities {with student

populations ranging from 3,121 to 74,125) show 37 percent perform
research for the Government. This disputes such a claim and in
fact supports the contention that small universities perform
research as well as large ones.

The mail questionnaire disclosed that only thirteen

(37 percent) of thirty five universities performing research

for the Government use an independent management advisory

la1ice M. Rivlin, The Role of the Federal Government
In FPinancing Higher Educatlon, (Brookings Institution,
Washington, D.C., 1961) p. 59.




service. A management advisory service can be described as
the function of providing professlonal advisory services,
the primary purpose of which 1s to improve the university's
use of its capabilities and resources to achieve the
objectives of the Institutlon. These objectives include the
functions of analysis, plunning, and organizing; the introdﬁction
of new ideas, cohcepts, and methods; the improvement of
policies, procedures, systems, methods, and organizational
relationships; the application and use of managerial accounting,
central systems, data processing, and mathematical techniques
and methods; the conduct of special studies, preparation of
recommendations, development of plans and programs, and
provision of advice and technical assistance in their
implementaticn.

The mail questionnaire also aisclosed that only eleven
(31 percent) of the thirty five universities provide staff
training for thelr financial management personnel. The
researcher belleves that an acceptable training program should
be designed to progresslively provide university personnel
with knowledge and skills necessary to perform the duties of
their present position and to keep pace with the demands of
advancing technologies. The program should meet the contin-

ued requirements for improving and enhancing professional
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development in the field of financial management. Changes

in management concepts and technological advances demand that
the staff of the financial management office engage in training
which broadens their knowledge ana provides new 1rsights into
their positions. The instructional materlal pertaining
particularly to research contracts should include evaluatilon

of pricing proposals, contract cost principles, stc.

The study provldes evidence that sound financlal
management in the uaniversities performing research for the
Government aids in developing the climate in which research cuin
best be performed, since it shows that research is performed
in almost all the institutions of higher educatlon. ﬁowever,
i1t is believed that the institutions would greatly enhance and
improve the climate if they would utllize management advisory

services and provide staff training for thelr financial

management personnel.

Common Interest in Conaervation of Public PFunds.

Response to the mail questionnaire discloses that 94
percent of the universities sampled have automated accounting
systems. This 1is true with both the public and privatge
institutions. It was found in our examination of final audit
reports of thirty universlties thav twenty nine of the thirty

schools had acceptable accounting systems. The auditor took




exception to one of the university's accounting.system
(automated) because it did not provicde for the recording of
expenditures by element of cosi for Federal grants and
contracts.

An automated accounting system may be defiﬁed as one
which controls an environment by receiving daﬁa, processing
them and returning the results sufficiently quickly to affect
the function of the environment at that tiﬁe. The benefits of
management from the system are significant because of the more
timely and accurate information that may be used for over-all
planning and declsion-making. The availabllity of cﬁrrent
information and the computational capability of the system
enables financial management to exercise budget and accounting
control not otherwise obtainable. In cocperation with over-all
university management and Government, the financisal management
officer should determine the financial information needed
for effecting control but he must be careful to prepar: only
those reports that are needed and not simply prepare reports
because they can be easily generated.

The financial menagement oiticer should recognize the
capabilities and limitations of his particular system and its
applicabllity to the areas related to financial control of

Government research projects. His office should consist of a




group concerned with the preparation of programs and be

concerned with-prbducing financial reports and also, as a
group, be concerned wlth measurement, system requirements,
and special studies or projects.

The Department of Health, Education, and Welfare,
is responsible $o audit and negotiate Indirect cost rates
for 96.7 percent of the universitles doing research for the
Government. These unlversities are requlred by DHEW to submit
a proposed final indirect cost rate no later than six months
after the close of their fiscal year, or such other period
that may be specified in the research contract. The proposed
rate is based on the university's actual cost for the period
ended. Supporting data is submitted with the proposal. Since
the proposal should be accompanied by cross-references, and
reconciled 1o the institutlions independenély audited financisal
statement, it is desirable to have the proposal reviewed by -
thelr external auditors. Only 12 percent have the proposals
feviewed.according to the mail questionnaire. The failure of
an institution to submit a timely inuirect'cost proposal may
result in the disallowance of indirect cost previously awarded
on a provisional basis.

An audit of the Indirect cost contained in the propossl

is conducted to ascertain whether indirect costs are reasonably
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iﬁcurred;.reliably'recorded, and assembled inté.appropriate
cost groupings for equitable qistribution to all Govefhment
research projects. Because of the multituade of income, expense,
and fund accounts maintained by educationsl Institutions, anl

institution's proposal for indirect cost rate should be

‘peconciled with the financial books of account and published

annual statement. The individual accounts should be-analyzed

to the extent necessary to determine their reasonableness and

ey

allowabilitye.

The researcher believes the university could provide
the Government with an indirect cost proposal reviewed by
their accounting firm which may be used for negotiating an
indirect cost rate without a détailed gudit by thé Government.
This would in many cases conserve time and cost.

All of the universities sampled malntaln individual
accounts for research costs. This is in compliance with
their agreement to meintain books, records documents, and
other evidence pertaining to the costs incurred during the
performance of the research contract. These records should
be_maintained to the extent and in such detail as will properly
reflect all net costs of labor, materials, equipment, supplies

and services, etc. for which reimbursement is claimed under

provision of the contract. These costs may be dlrect or




indirect.

The American Council on Education in thelr publication

s
"College and University Business Administration,™ which is a
referénce for university rusiness officers, provides in the.
chart of accountg for individual research project accounts.
According to the response, all of the universities comply
with this recommendation.

o

The study states that universities and the Government

have common interest in assuring the conservation of public
funds by the university having the capability of furnishing
the Goverﬁment with timely and accurate financial reports,
accounting for the stewardship of the research funds end

by mainteining the financial accounts in such a manner as to
readlly reflect the segregatéd costs épplicable Eo each
research project. The researcher believes i1t would be a great
improvement to the common interest of the universisy and the
Government 1f all universities had their accounting firms
review and approve their indirect cost proposals. The
Government should then be able to accept the proposal if
certified by the university's accounting firm %o be reliable

enough to use for negotlating the indirect cost rate without

an audit by Government auditors.
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Financlal Policles and Regulations.

The financlal policles and regulstions, as they relate
to universities pefforming research for the Government,
establishes essential princlples which will facilitate the
administration of research programs. The procédures and
methoas to apply the principles will be defined in this part
of the chapter.

The method utilized to compensate 91 percent of the
universities for the use of“buildings,'capital improvements,
and usable'equ;pment was the use charge rather than depreciation.
The cost principles agreed to by the universities and
Government provide an alternative to the conventional
depreciation computation by authorizing a use allowance. The
altsrnative 1s provided in recognition that accountiﬁg for the
expense of depreclation normally is not practiced by
educational institutions, and detailed records of asset
acqulsitions and dlsposals may be lnadequate. The use allowance,
in lieu of depreclation, is not what is considered a generally
accepted cust accounting principle but primarily as a method
of expealency to avold some bookkeeping and clerical work.

It 1s recognized that a considerable amount of effort might be

Involved, particularly for the older and smaller institutions,
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to reconstruct records of assets acquired in the past, to
provi&e a basls for computing depreciation, but the
maintenance of adequate records on future acquisitions might
be deslrable. The university could apply the‘use charge to
the assets acquired in the past and use depreciation for
assets acqulred in the future. However, a combilnation of the
two methods may not be used In-connection with a single class
of fixed assets.

In recent years, the use of accelerated depreciation'
has become common ln Industrisl organizations, in order to
pfovide a greater cash flow to the enterprise. In view of
the rapld obsolescence of bulldings and equipment, used in
Government research, it seems appropriate to use accelerated
depreciation in order to increase cash flow to the univer-
sities and thus stimulate their financial position.

Forty six percent of the universities sampled
‘responded that the title to research property acquirea with
Governmental research funds was reguested at the tims of
negotiation. A review of final audit repgorts of thirty univer-
sities discl. & that five out of thirteen had title to the
research property transferred prior to final audit. Research

property was not involved in seventeen of the audit reports.




In many instances, performsnce of research specified
in contracts requires the acquisitlion of equipment. Frequently
universities purchase equipment‘and are reimbursed by the
Government. In other Instances, Government-furnished property
is used by the university. Such property 1is transferred from
Government-stccks, from a completed contract, or purchased
| directiy by the Government and delivered to the university.

Government regulations provide that the cost.of
permanent equipment is allowable when approved by the |
sponsoring agency or provided for by the terms of the research
contract. |

The definitlon of permanent equipment is an item which
has an acquisition ccst of two hundred dollars or more and
has a life expectancy of one year or more. Approvel must be
obtained to acquire all general purpcse permanent equipment.
However, approval need not be obtained by educationsl
Inatitutions for permasnent research equipment which cost less
than one thousand dollars.

The title to scientific research equipment is to be
vested in the educational institution when it is acquired
or as soon thereafter as possible. The objective of this

Government policy 1s to strengthen the scientirfic capabllity
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of educational Institutions. This policy_also eliminstes

the university reporting to the contracting officer regarding
the custody of equipment. It also lessens the administrative
cost to the Government of accounting, shipping, storing, and
disposing of the research property at completion of the
research project.

The Government, in 1its contracting, does reserve the
right to require the university to transfer title of equipment
to the Government. However, this must be effected no later than
twelve months following the final fiscal report.

The sampling of the universitlies disclosed that 82
percent of the public and 50 percent of the private univer-
slties do not think Government financlal regulations and
procedures ars unifcrm and consistent. fhe concludlng question
in the guestionnalire suggested that the respondent comment
regarding financlal management of research agreements with
the Government. The ma jority of the comments were in regard
t0 the lack of uniformity and consistency of financial
regulations and procedures. However, most of the respondents
commented that there was some evidence of lmprovement. There
seems to be a concerted effort on the part of representatives

of universities snd the Government %o develop financlal




regulatlions and procedures which provide procedures designed
to recognize the fuli allocated costs of research under
generally accepted accounting principles.

The Office of Management and Budget Clrcular A-88

provides uniformity since it establishes that one Federal

agency willl negotlate the indirect cost rate or rates for

all agenclies at a single educational institution. That same
Government agency will also be responsible for the audit of
both direct and indirect costs. Office of Management and
Budget Circular A-21 provides principles as a policy gulde but
it does not dictate the extent of a Government agency and
educational institution participation in the financing of a
particular research project. Any arrangement for the financing
of a research project is subject wo negotiation. Only broad
financial criteria equitable to both the Government and the
institution should be applied. The application of the cost
principles contained in the Circular does not require the

university to make any changes in 1its generally accepted

accounting practices.

The research has established that financial policies

and regulations are provided to encourage maximum realiza-

tion of research. The representatives of universities and
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Government have worked together and made great progress in
formulating procedures and methods for improving the
financlal aspects of research contracting.

Some of the methods and procedures are presented to
provide evidence of the mutual endeavor of universities and
Government.

The method used by most ecucational institutions
provlding relmbursement for the use of buildings, capltal
Improvements, and useable egqulpment is acceptable urder
0ffice of Mansgement and Budget Circular A-21. This method
is also approved by the American Council on Educatlon and
according to the responses to the mail questionnaire, it is
preferred rather than the depreciation method.

The procedure for vesting title in the university at
negotlatlion is provided in Office of Management and Budget
Circular A-101 and should be considered as an improved
procedure since it clearly establishes title of the research
property and alds in adminlstering and closing the research
contract without undue delay.

The policy of one Government agency performing audlt
of direct and indirect costs, as well as negotlating indirect
cost rates for a single university, greatly 1mproves the

uniformity of mutually accepted cost principles by unlversities
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and Government.

Mutual Financisl Responsibility.

The hypothesis regarding the mutual financial
responsibility of institutions of higher education and the
Feaeral Government as relatec to negotiated research contracts
appears to be verified by the responses to the questions
regarding mutual financial responsibilities.

The responses show that eighteen of thirvy five
universities used predetermined indirect cost retes. Univer-
sitlies are the only recipients of research funds that are
authorized to use the predetermined indirect cost rate.

However, many unlversities are reluctant to use the rate because
of the fluctustion of thelr indirect cost since 1t is not subject
to adjustment except in very unusual circumstances.

The examinstion of final audlt reports of thirty
universities revealed that ten instltutions (one third) used
the presdetermined rate.

The universities may now use another method of estab-
lishing an Iindlirect cost rate. This rate is ¥nown as a flxed

rute with carry-forward provisions. The rate has both the

provisional snd predetermined indirect cost rate character-

istica. It 1s established and fixed for a specified period
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of tilme and is not subject to adjustment for the period,
however, if the actual rate is found to result in an over

or under recovery of indlrect cost; the difference 1s carried
forward as an adjustment to the next perilod.

It is the mutual responsibility of the university and
Government to prcvide equltable recovery of cost incurred
during the performance of contracts for research. Quite often
so-called "ceiling" rates are used, therefore, the university
in many cases does not recover the full.igdirect cost. This
is actually sharing the cost of the research by the miversity
and should be recognized as such and accounted for as this
cost will have to be recovered from other sources of funding.
Whenever cost-sharing arrangements are made, 1t is :dvisable
to have it clearly defined in the language of the contract.

The sample taken of the public and private univarsitiles
showed no difference regarding the period of time from the
submission of public vouchers and receipt of payment. Forty
one percent received payment within thirty days and the same
percent (41) recelved payment within sixty days. Therefore,
82 percent of both the public and private iInstitutlons
recelved payment within sixty days.

Universities find 1t necessary to use their own funds

for costs Ilncurred under research projects due primarily to




the time required to prepare and process payment vouchers
under cost-reilmbursement contracts. The researcher belleves,
since universities are allowed neither a fee nor recovery of

interest lost on funds used to finance cost-reimbursement

contracts, that Government should provide all of the univer. ities

with sufficlient advance funds to cover all cost on research
projects. This 1is another situation where the university does
not recover all of the costs incurred for a research pro ject
but it is not recognized.by the Government as cost-sharing.

Sixty six percent of the universities sampled, in
response to the question, "Are you or a member of your staff
consulted at the time the budgets for proposed research
contracts are formulated?" answered "always" while thirty
four percent answered "sometimes."

Research proposal preparation is generally the respon-
sibility of the individual desiring to perform the research.
However, the completed proposal is usually reviewed by several
management levels, incluaing the researcher's department and
the officer in charge of research for the university.

The proposal usually includes a detailed budget showing
the elements of cost, including costs for salaries, material,
equipment, travel, reports, computer time, and any other

antlcipated needs as well as the university's indirect cost
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rate. Since the proposal contains a detailed budget, the
financial management office should be consulted and the
elements of costs revliewed prior to submitting the proposal to
the Government agency.

Most Government agencles have the proposed budget
reviewed by an experlenced price and cost analyst to determine
the applicablility and reasonableness of the costs in relation
to the scope of work to be performed. If the Government
reviewing personnel has a question regarding any financial
aspects of the proposed budget, they will usually contact the
universlity's finance office. It would be helpful and conserve
time, for both the university and the Government, if the
financlal personnel of the unilversity is familiar with cosst
budgets for all research projects.

Sixty six percent of the responding universities use
the letter-of-credit as a financing mechanism. The policy of
the Department of Health, Education, and Welfare is to provide
all educatlonal institutions with advance funding for research
work in reasonable amounts. The Treasury Department's
letter~of-credit method of financing advance payments should
be utllized whenever feasible. Office of Management and Budget
Circular A-101l supports the objJective of strengthening the

research capabllities of educational institutions by providing




advance payments through the use of the letter-of-credist
proceaure to the maximum extent, whenever practical.

The universities, by using the letter-of-credit, will
not be required to provide funding for any period of the
research contract. They may insteaa draw on the letter-of-
credit funds as they incur research costs without waiting
for reimbursement of public vouchers from the sponsoring
Government agencies.

The study verifies that there is mutual financial
responsibility of universities and Government since
representatiyes of both contractual entities are making a
concérted effort to recover indirect costs of university
research through an equitable method and to provide a method
of advancing funds for research through the letter-of-credit
which alleviates the need of the university to use their own
funds. The researcher believes more emphasls should be placed
on the review of cost budgets of the proposed research to be
performed by the university. Every cost budget should be reviewed

and approvea by the financial menagement officer of the university.

Aualting of Research Contracts.

The audit functlons of Government audit agencles
regarding the auditing of research contracts performed by

universities could be performed by independent accounting firms
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and this should be accepted as en improvement in the area of
sound financial management of the educational institution.

Response to the mail questionnaire indicated that 66
percent of the universitles engage lndependent accounting
firms, however when public and private institutions are
compared it 1s found that seventeen of eighteen private bug
only six of seventeen public universities engage.external
audltors. Most public universities are audited by state
suditors or by auditors from a central offiée of church
affillated schools. This is a probable explanation for the
difference of responses from the public and private universities.

The universities, in order to fully comply with the
recommendations of the Amerlcan Council on Education, should
engage the servlices of an independent accounting firm. However,
the audits of those universities audited by the state or
central offices of church affiliated schools, should be just
as comprehensive as those done by public accounting firms and
should be in accordance with generally accepted suditing
standards.

The educational institution doing research for the
Government should maintaln their accounts in conformity with

generally accepted accounting principles for colleges and
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universities. If the accounts are maintained in this manner,
and accurate statements and scheaules are prepared, the auditor
will render an unqualified opinion as to the fairness wilth
which they present the financial condltion of the institution.
The sample also indicated that 80 percent of the
universitles have thelr research cost records audited by one
Government agency and the same survey showed that 91 percent or
sixteen of seventeen public and sixteen of elghteen private
universities have their research cost records and indlrect
costs negotiated by the same Government agency.
The Office of Management and Budget Circular A-88
provides that one Government agency will be responsible for the
« suditing of direct and indirect costs of a single university
and will negotiate the Indirect cost rate for the same univer-
sity. According to the Circular all Government agencies will
accept the negotiated rate. Whenever this policy 1s completely
implemented, the universities will no longer he subject to
various Government agencies' concepts and Interpretation of
applicable total cost as 1t relates to research projects. Since
all of the Government agencies will be accepting the one agency

concept of auditing the cost and negotiating the Indirect cost

rate, guldelines coula be provided to the educational Institutions'
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independent auditor or state auditor and have them submit
certifled cost repdrts to the responsible Government agency.

Twenty five of the thirty flive universities responding
to the questionnaire, show that thelir cost records are audited
annually by Government auaitors. However, there were three
universities which were not audited within a two year period.

The universities are required under the record retention
clause of contracts to retain their records for a period of
fhree years subsequent to final payment. Usually the final
payment 1is not made until a final audit has been conducted.

The university is not fully relmbursed for the cost incurred
under the contract until final audis.

The examination of final audit reports for fourteen
public and sixteen private universities disclosed that final
audits were performed within two years for fourteen of the
universities and up to four years for another fourtesn of the
institutions.

The examination also revealed that only two exceptlons
were taken by the aualtor regarding direct cost reported in
the thirty final audit reports. One of the exceptions was minor
and did not require admlnistrative action and the other regarded
an "overrun®" on a contract. Of the thirty flnal sudit reports

examined, the auditor qualified his statement in only one to




140

reflect that the unlversity clasimed an amount in excess of
the allowable cost.

The researcher believes the unlversity should be more
promptly reimbursed in full for the total cost of the research
project. This could best be accomplished by accepting a
certified cost report (adhering to Government guidelines) from
the university's external asuditors.

The study has supplied evidence that the sudit functions
performed by Government auditors of audlting research contracts
performed by universities could be performed by independent
accounting firms.

Most unlversities have thelr accounting records audited
by elther inaependent accounting firms or by the state or
some independent audit group. These audltors are external
auaitors and have professional integrity to malntain, therefore
the audit performed by them and the financial reports lssued
should be acceptable to any interested party provided the
reports contain an ungualified auditor's opinilon.

The researchgr believes that the Government agencies
could provide guldelines of any speciflc area they wlsh to
be emphasized which may be of interest to them and not to

other recipients of the reports. Since the external auditors
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of the universlity are expected to be familliar with the
over-all management of the university, they are in a position
to provide the Government agencies with comprehenslive stucdies
upon request.

The finalization of the research contracts could be
handled more expedlitiously 1f the Government would accept the
verlfication of the total costs incurred under cost-relmbursement
contracts. Since there were very few exceptions, according
to the final sudit reports examined, it seems feasible to
rely on the universities accounting procedures for accumulating

applicable research cost and process payments for the total

cost.

Additional Research Contemplated.

Addltional research in.the area of financlal management
In the educational institution 1is planned by the writer.

The objective of the research will be to obtain textual
material for a book suitable for use in educational courses
regarding financlal management in the universities as related
to Government research.

There 1s a need to promote greater recognition in
universities that financlial management concepts as pertalning to

Government resesrch require professional and technical skills,
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talents, and understanding. The additional study could have

a slgnificant impact on updating, expanding, and synthesizing
the available material pertinent to financial administration
in eaucational institutions.

The replies to the inquiries mailed to the three
natlonal accounting associations regaraing the current study,
disclosed that they have not conducted any research or published
any studies regarding the area of financial management in the

universities as releted to Government research.

Implications For Future Research.

Future research in the area of financial management
in the universities relating to Government support of
research through grants should be beneficial. The present
study shows the importance and the areas for improvement
regarding only research contracsts, however, a study related
to grants should prove to be useful since many of the cost
ana accounting principles are applicable to grants as well
as to contracts. The two techniques of supporting
Government research are probably quite aifferent as to the
procedures of initiating and administering the research

instruments.

Future research should also be helpful regarding the
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feasibility of establishing a central civilian Government
agency for the accomplishment of basic and applled research
procurement with educational institutions. This central
agency would be available to all civilisn agencies for the
purpose of procuring research. There 1s a probabiiity that
centralization of this type of procurement could eliminate

duplication by various agencles and could be more economlical

ena efficlent.

Racommendations.

The researcher recommends that the Naticnal Assoclation
of College and University Buslness Officer Committee on
Governméntal Relations develop a training program regarding
financial management as related to Government research for
both the public and private universities. This program should
be in the form of seminars and on the job training. It should
be designed to provide flexibility end be responsive to the
needs of the entire financial management staff as well as the
individusl. The objective of the tralning 1s to develop the
staff so they perform at s higher level of competence, therei.re,
they will contribute more effectively to the financial
management of the university. University financial management

personnel should also be encouraged to attend seminars glven




by the American Institute of Certilied Public Accountants
and the American Accounting Association.

It is also suggested that university and Government
financial management personnel develop joint seminars where
there may be an exchange of information regarding accounting
principles, cost principles, record keeping, reporting and
audlting requirements pertaining to research. This arrangement
wéuld be beneficial to both the university and Government
in proposing general uniformity for all universities and all
Government agenciles.

These Joint seminars sould also provide a basis for
better communication between the university and Government in
thelr research relationship. A better understanding of the
problems could be developed during aiscussion. Joint meetings
of the financial management and other university personnel
responsible for research contracting could provide better
unaerstandaing of the financial and technical aspects of
research programs.

It is also recommended that the universities request
the Government agencles to consider the acceptance of
certified statements of cost prepared by their independent

accounting flrms or external audltors in lieu of the Government
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auditing the research cost. Thls would definitely reduce the
delay 1in closing contracts and the recelpt of final payment.
The universities' external audlitors could also certify the
indirect cost proposals submitted to the Government. This
would expedite negotiation of indirect cost rates.

If these fecommendations are lmplemented, they will
improve the functions of the flnanclal management office and
should provide better understanding of all university and

Government personnel responsible for research programs.

Summary .

This study explored five elements pertaining to flnancilal
management in institutions of higher education as related to
Government negotlated research contracting. The research has
tested the feasibility of five hypotheses presented as elements
to be investigated in the study. Responses to a mail
questionnaire were analyzed and Tinal audit reports were
examined. The data obtained were used as evidence to support
the contention that sound financial management in unlversitles
as related to research negotiated contracting is important
and can be improved through these five elements:

l. Financial management alds in developing the climate

in which research can best be performed.




2. Unlversities and Government have a c¢ommon interest
in assuring the conservation of public funds.

3. Government financial policies and regulations, as
they pertain to universities, are provided to encourage
maximum realization of research.

4. Mutual financial responsibility of universities and
Government as related toc research contracts is essential.

S« Audit functions of Government sudit agencies
regafding the auditing of research contracts at univeréities
could be perférméd by the institution's external auditors.

The evaluation of the prescribed elements of financial
management. in the universities as related to Government
résearch contracts was elaborated on by comment$s regarding

each element in thils concluding chaptér.



SELECTED BIBLIOGRAPHY




148

SELECTED BIBLIOGRAPHY

"Colleges' Resistance to Cost-Effectiveness Analysis Scored.”
Data Sheet, Management Accounting, July 1971, p. 1lO.

College and University Business Administration. Amerlcan
Councll on Education, Washington, D. C.; 1969.

College and University Reports. Commerce Clearing House, Inc.,
Section 15-604.

Encyclopedia of Auditing Technigues. New Jersey: Prentice-Hall,
Inc.

Federal Procurement Regulation. Subpart 1-15.301.1l., Washington,
D. C.s Government Printing Office.

Kelly, James F. "“Increasing Use of CPA's By the PFederal
Government." The Federal Accountant, Vol. XVI, No. 4,
December, 1967, pp. 77-85.

Kelly, James F. "“Improving Financlal Management For

Recipients of Federal Funds." Journal of Accountancy,
January, 1968, pp. L3-54.

Kidd, Charles V. American Unlversities and Federal Research.
Mass.: The Belnap Press of Harvard University Press, 1959.

Kohler, Eric. Dlctlonary for Accountants. New Jersey:
Prentice-Hall, Inc.

Neuman, David. "The Independent Public Accountants'
Relationship With The Federal and State Auditors.™

The Federal Accountant, Vol. XVII, No. 4, December, 1968,
ppe. 4-20.

Orlans, Harold. The Effects of Federal Programs on Higher

Lducation. Washington, D C.; The Brookings Institution,
1962.

kevlin, Alice M. The Role of The Federal Government in
Financing Higher Educatlon. Washington, D. C.: The
Brookings Instiltution, 1961.




149

Scheps, Clarence and Davidson, E. E. Accounting for Colleges
and Universitles. Louisiana: Louisiana State Press, 1G70.

U. S. Bureau of The Budget. The Adminlstration of Government
Supported Research at Universities. Washington, D. C.:
Government Printing Office, 1966.

U. S. Government, Budget of The United States. Special

Analysis, 1972. Washington, D. C.: Government Printing
Office.

U. S. Department of Health, Education, and Welfare, 0ffice of
Education. Education Directory, 1970. Washington, D. C.:
Government Printing Office.

U. S. Department of Health, Education, and Welfare. Grants
Manual, P.P.0. # 142, August 28, 1967.

U S+ Department of Health, Education and Welfare. A Guide
for Colleges and Universities Cost Principles and Procedures
for Establishing Indirect Cost Rates for Grants ana

Contracts with D.H. E.W. Washington, D. C.: Government
rrinting Office, 1971.

U. 'S. Department of Health, Educatlion, and Welfare, Office of
Education. Opening Fall Enrollment in Higher Education,
1970. Washington, D. C.: Government Printing Office.

U. 8. Department of Health, Education, And Welfare. A Program
for Improving the Quallty of Grantee Management, 1970.
. Washington, D. C.: Government Printlng Office, 1970.

U. S. Office of Management and Budget. Circular No. A-21,
Revised, September 2, 1970. "Principles for Determining
Costs Applicable to Research and Development Under Grants
and Contracts with Educatlonal Institutions.”

U. S. Office of Management and Budget. Clrcular No. A-88,
May 15, 196&. YPolicies for Coordinating the Determination
of Indirect Cost Rates and Auditing in Connection wlth
Grants and Contracts with Educational Institutions.”

U, S. 0ffice of Management and Buaget. Circular No. A-100,

December 18, 1970. "Cost Sharing on Research Supported
by Federal Agencies."




150

U. 8. Office of Management and Budget. Circular No. A-101,
January 9, 197l. "Administration of Grants, Contracts
or Other Agreements with Educational Institutions.™

Washington Post. January 15, 1970,

Wright, Howard. Accounting for Defense Contracts.
New Jersey: Prentice-Hall, Inc., 1963.




APPENDIX A

Questionnalre and applicable letters mailed to
nineteen public and twenty two private universities, data

were analyzed and commented on as part of the study.
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Financial Management Survey

Name of University

Please check the appropriate answers to the following questions:

1.

2.

5.

€.

7o

8.

10.

What type of research agreement or sgreements does your
Institution have with Government agencies?
Grants Contracts

With which Government agency or agencies does your institution
have research agreements?

HEW DOD Other

Does your institution engage an Independent accounting firm
to audit your institution's records?
Yes No

What type of accounting system does your institution use?
Automated Manual

How many Government audit agencies currently audit your
institution's accounting recoras to verify cost incurred under
research contracts?

One Two __ __ More than two

How often do Government audit agencies audit the cost records
of your unlversity?

Annually Blennlally Or every years

Does an accounting firm provide management advisory service

as well as financial advisory service to the university?
Yes No

Do you have your 1institution's iIndlirect cost proposal reviewed

by an accounting firm before submlssion to the Federal
Government for audit?

Yes No

Loes the same Government agency audit the costs of research
agreements and negotlate the indirect costs rates for your
institution?

Yes No

Does your institution negotiate predetermined indirect cost
rates?

Yes No




ll.

12.

13.

14,

15.

16.

17.

18.

19.
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Which method 1s used to compensate your university for the

use of bulldings, capital improvements, and usable equlpment
under research contracts?

Use Charge Depreciation

Does your institution request Government agencies to vest
title of property acquired with Governmental research funds

in your institution at the time of negotiating the contracts?
Yes No

Do you maintain accounts by individual research projects for
costs Incurred under research contracts?
Yes No

What 1s the approximate period of time between submission of
e contract cost reimbursement voucher and receipt of payment
from the Government?

30 days 60 days 90 days More than 90 days

Do you provide a program for your staff to train them in

financial management as it relates to Government research
agreements?

Yes No

Are you or a member of your staff consulted at the time the
budgets for proposed research contracts sre formulated?
Always Sometimes Never

Do you consider the regulations and procedures established
by the Government relating to financial aspects of negotiated

research contracts to be uniform and consistent?
Yes No ,

Do you use the single letter-of-crealt as a method of
reimbursement for cost Incurred under research contracts?
Yes No

If the method were avallable to you, would you use 1t?
Yes No

Do you have any particular criticism regarding financial
management of research sgreements with the Government?
If so, please comment.

YOUR HELP IN THIS RESEARCH IS GREATLY APPRECIATED




HOWARD C. HAIRE
CERTIFIED PUBLIC AGCOUNTANT
5507 EpsoN LANE
ROCKVILLE, MD.

OL 2-6981

September 30, 1971

Dear

Mr. Howard Haire, a C.P.A. and a candidate for a Ph.D. degrese,
is currently collecting data about the financlel management
of public and private universities as related to government
negotiated research contracting. The resulting information

will form the basis of his doctorate dissertation which I am
alrecting.

Your university was selected for imclusion in his research

based on a probability sample of all public and private institu-
tions of higher learning, a sample which took into account such
variables as size of institution, type of instituticn, student
population, etc. I would appreciate your completing the enclosed
questionnaire at your earliest convenience and returning it to
Mr. Haire in the stamped, self addressed envelope, which is
enclosed. The questionnaire should take no more than five or ten
minutes of your time. Your answers will of course be held in
strict confidence and will be used only for the purpose of

statistical analysis in such a manner that no individual or
institution may be identified.

As you realize, the validity and reliability of s study such as
this 1s totally dependent upon getting a high response rate.
Your cooperation in this research will be greatly appreciated
and the findings, if you so indicate on the questionnalre, will
be sent to you as soon as they are available.,

If you should have any questions, please call me at home collect
Tel. No. 301-530-7726 or Mr. Haire Tel. No. 301-652-6981.

Very truly yours,

Michael S, Backenheimer, Ph.D.



HOWARD G. HAIRE 155
CERTIFIED PUBLIC ACCOUNTANT
5507 EosoON LANE
ROCKVILLE, MD., 20852

— %
0L 2.6981
AREA CopeE 301

October 18, 1971

Dear

Earlier I sent you a short questionnaire about the financial
management of puvblic and private universities as related to
Government negotiated research contracting. The resulting
information will be incorporated into my doctorate
dissertation.

Since I have not yet recelved a response from you and since
I realize that the pressures of time and business often

cause these forms to become mislaild or lost, I am taking the
liberty of sending you a duplicate questionnaire. It should
take you no longer than five or ten minutes to fill out and

it can be returned to me in the enclosed stamped self-
addressed envelope.

Your snswers will be held in strict confidence and will be
used only for the purpose of statistical analysis in such a
manner that no individual or institution may be identified.
Since my research endeavor is totally dependent upon getting
a high response rate from persons such as you, may I agaln
ask for your help and cooperation 1n this study.

Should you have any questions, please call me collect at

home (Tel. No. 301-852-6981) or my research director,
Dr. nichael Backenheimer (Tel. No. 301-530-7726).

Sincerely,

Howard C. Halre



HOWARD C. HAIRE 156
CERTIFIED PUSLID ACCOUNTANT
S507 EosoON LANe
RDEKV!LLE. MD, 20852

CL 2.6981
idEA CoOE 301

Nowvember 16, 1971

Dear

Earlier I sent you a short quéstionnaire about the financial
management of public and private universities as related to
government negotiated research contracting. The resulting

information will be incorporated into my doctorate
dissertations

Since I have not yet received a response from you and since
I realize that the pressures of time and business often

cause these forms to become mislaigd or lost, I am taking the
liberty of sending you a duplicate questionnaire. It should
take you no longer than five or ten minutes to f£ill out and

it cen be returned to me in the enclosed stamped self-
addressed envelope.

Your answers will be held in strict confldence and will be
used only for the purpose of statlistical analysis 1in such a
manner that no individual or institution may be identified.
Since my research endeavor is totally dependent upon getting
a high response rate from persons such as you, may I again
ask for your help and cooperation in this studye.

Shoula you have any questions, please call me collect at

home (Tel. No. 301-652-6981) or my research director,
Dr. Michael Backenheilmer (Tel. No. S01-530-7726) .

Sincerely,

Howard C. Haire




HOWARD C. HAIRE
CERTIFIED PUBLIC ACCOUNTANT
5507 EDEON LANE
RockviLLe, MD, 20852

—

oL 2.6981
AREA CoDE 301

December 1, 1971

Dear

I recently sent you a short questionnaire about financial
management as related to Government ne.otiated research
contracts. As of this date, I have not yet received a reply.
May I stress again that the data being collected will be the
basis of my doctorial cdissertation and that all information
supplied will be treated in strict confidence.

If you have not already done so, please take just a moment
to fill out and return the gquestionnaire to me.

Sincerely,

Howard C. Halire




APPENDIX B

Inquiries mailed to the three national accounting
associations requesting informatlion as %o avallable

publications and research studies related to this study.




HOWARD €. HAIRE 159
CERTIFIED PUBLIC ACCOUNTANT
E507 EpsoN LANE
ROckvILLE, MD, 20852

—

OL 2.6981
AREA DCope 301

September 9, 1971

Administrative Office,

American Accounting Association
1507 Chicago Avenue

Evanston, Illinols 60201

Gentlemen,

I have been a member of the American Accounting Assoclstion
for approximately twenty years and have enjoyed and benefited
from reading every issue of the Accounting Review.

At the present time I am in the process of writing a
dissertation for the Ph.[ degree and will appreciate any
information you may be able to furnish me, such as studies
and publications, etc., relevant to the dlssertation. The
title of the dissertation is "Evaluative Study of Financial
Management tror Institutions of Higher Education as Kelsted
to Government Negotiated Research Contracting".

Any asslstance you are able %o provide will be greatly
appreclated.

Thank you,

Howard C. Haire




HOWARD C. HAIRE 160
CERTIFIED PUBLIC ACCOUNTANT
5507 EpSON LANE
ROCKVILLE, MD. 20852

oL 2.6981
AREA Cnope 301

September 9, 1971

Americen Instituie of
Certified Public Accountants
666 P1fth Avenuse

New York, N. Y. 10019

Gentlemen,

I have been a member of the Institute since 1960 and have
enjoyed and benéfited from the membership.

At the present time I am in the process of wrlting a
disgertation for the Ph.D degree and will appreclate any
information you may be able to furnish me, such as studles
and publications, etc., relevant to the dissertation. The
title of the dissertation is "Evaluative Study of Financlsal
Management for Instltutions of Higher wsducation as Kelated
to Government Negotliated Research Contracting.

Any assistance you are able to provide will be greatly
appreciated. .

Thank you,

Howard C. Halre




HOWARD C. HAIRE
CERTIFIED PUBLIC ACCOUNTANT
5507 Ensan LANE

RockvilLe, Mpb, 20852

aL 2-6981
AREA Cooe 301

October 12, 1971

American Institute of
Certified Publiec Accountants
666 Fifth Avenue

New York, N.Y. 10019

uentlemen,
The enclosed letter was sent to you September 9, 1971l.
However, I have not recelved a reply.

Plesse advise me whether you are able to provide any

information regarding sources from which I may obtain
Gdata relevant to the dissertation.

Your assistasnce will be greatly appreclated.

Thank you,

161

Howard C. Halre




HOWARD €. HAIRE
CERTIFIED PUBLIC ACCOUNTANT
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5507 EpsSaN LANE
ROCKVILLE, MD, 20852

—

oL 2.65a)
AREA [opE 301

October 12, 1971

Netional Association of Accountants
919 Third Avenue
New York, New York 10022

Gentlemen,

I have been a member of the National aAssociation of

Accountants since 1951 and have enjoyed and beneflted from
the membership.

At the present time I am in the process of writing a
dissertation for the Ph.L. degree and will appreclate any
Information you may be able to furnish me, such as studles
and publications, etc., relevant to the dissertation. The
title of the dissertation is "Evaluative Study of Financial
Management for Institutlions of Higher Education as Related
to Government Negotiated Research Contracting".

Any ssalstance you are able to provide will be greatly
appreciated.

Thank you,

Foward C. Haire
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APPENDIX C

These pertinent items selected from final audit P
reports of fourteen public and sixteen private universities
were reviewed, analyzed, and commented on as part of the

study.
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Pertinent Items Selected from Final Audit Reports of Thirty
Universitles:

Audit Exception to Accounting System.

Audit Exceptlon to Direct Cost.

Auait Exception to Indirect Cost.
Negotiated Indirect Cost Rates.

The Standard Auditor's Statement.
Disposition of Government Research Property.
Cognizant Government Audlt Agency.

Negotiated Contract Amount and Acceptable Audited Costs.

Period of Contracts and Period from Completion to Final Audist.
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