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Pur.ose and Scooe
 

We were requested by AID's Contract Office to 
make a follow-up
 

review of the overhead methodology used 
by PPFA to compute their
 

(CY) 1975 and 1976. The overhead
 
cost proposals for calander years 


rates.were previously reviewed and discussed 
in Audit.Report No. 80-21
 

dated January 22, 1980.
 

limited review was directed toward evaluating 
unilateral changes


This 
made by PPFA to an overhead computation 

methodology not approved by
 

AID, cuestionable direct costs included in the overhead 
computation
 

and the recomputation of final audi ed 
rates for CY 1975 and CY 1976.
 

PPFA's Overhead Rate Should Be Adjusted Downward
 

For CY's 1975 and 1976, PPFA claimed and 
was re.Lmbursed $8,488,165
 

by AID. Our recomputation and analysis of overhead 
costs resulted
 

in an overhead rate but is lower than 
the rate proposed by PPFA and
 

our report of
 
lower then the rate previously reported 

in 

As a result, we believe the AID contracting
January 22, 1980. 


officer should seek a refund of $309,541.
 

our overhead evaluation are detailed 
in Exhibit E
 

The results of 


and are summarized as follows:
 

Auditor's Computation

Year Ended Grantee's Proposal 


December 31
 

15.48%
33.547%
1975 
 15.41%
37.279%
1976 


The above rates have been applied on the 
basis of total direct costs
 

less commodities, freight, AID/Mission 
payments, subcontracts and
 

The following is an illustration of a 
questionable


subgrants. 
application of overhead to direct costs.
 

Under Grant No. AID/Pha-G-1131, PPFA 
procured office equipment in 

the amount of with funds and applied overhead rate.$16,281 AID 	 the 

This was done despite the fact that both 
AID and PPFA agreed during
 

.prior cost proposal negotiations 
that commodities are not subject
 

BEt AVAILABLE DOCUMENT
 
O ON OM NO' 0

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan 	 (REV. 7-76) 

GSA PMR (Al CFR) 101-11.6 
5010..112 
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In our view, office equipment purchases 
should
 

to the overhead rate. 
 Accordingly,

be considered as part of the commodity 

cost category. 


(See Exhibit C)
we reclassified this cost. 


Recommendations Nos. 1 through No. 
5 in prior Audit Report No. 80-21
 

remain open pending resolution by the 
Contracting Officer. However,
 

recommendation Nos. 6 and 7 as originally 
presented have been con­

sidered closed and, as a result of this 
review, have been restated
 

as follows:
 

Recommendation No. 1 

SER/CM, Office of Contract Management, 
review the auditors' 

final overhead rates
of overhead and negotiateevaluation 

and 1976 pursuant to the requirementsfor the years 1975 

of the grants.
 

Recommendation No. 2
 

Planned
Office of Contract Management, review with

SER/CM, 
Parenthood Federation of America the 

principles for the
 

to the AID grant as a basis 
future allocation of overhead 

on written guidelines for 
for achieving mutual agreement 


overhead determination and audit purposes.
 

Management Comments 

We have discussed our recomputation 
of PPFA's overhead rates with
 

appropriate AID contracting officials, 
and they have agreed with
 

our methodology for computing overhead.
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PIA.. P.r-"-OOD "AE 	 A?_rCA, flaC.E ION OF 

Sua-v of Grant Data 

Grant Number AID/csd-3289 	 AID/pha-G-1131 

Ceiling Price $ 13,500,000 	 $ 27,720,317
 

Epiraztian Date Septe=mer 30, 197#,- December 31, 1978
 

Project Number 932-11-580-953 932-11-580-955 

Project Title FZmily Pla'ning Pro- Family Planning inter­
grams for CWS and national Assistance 
Chazitabl e 0= qra;izations 

Audit Period 1/1/75-12/31/76£ /  10/1/75-12/31/76 

b// triType of Audit Inze.--	 interim
 

a/ 	Although the e.i.-tion date of the grant is Seotember 30., 1975, 
Amendment No. 16 (da:_ I29/79) states that wzle no new sub­1 
grants and commodities may be awarded aater September 30, 1975, 
eazendirures for those ites may be made th-ough March 31, 3.977. 

b/ 	All costs claimed by PPFA rom inc.evtion through December 30, 1976, 
under this grant have been audited except for approximately 
$152,000 claind during 1977. 
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-A2X PARM OOD FE-D-E-R-_0N OF A.- ICA, IC. 

Grant No. A')/sd-3289 
Si ry of Costs C1;ai _d and Costs Questioned 

or=the Period Jume 36. 1971 throuzn Dece-ber 31. 1976 

Costs Previously Current Period 

Descr=iMijon 
Accep ted 

thru 12/31/74 
Costs CI.zied 

1/1/75-12/31/76 
Costs 

Questioned 

Direct Salaries $ 1,280.,111. $ 417,877 $ 
Fringe Benefits 113,820 45,450 

Consultants 216,344 450 

Travel 231,216 107,798 4605" 

Other Direct Costs 738.743- / 297.L85 - / 4.254A / 

Subtotal - Subject to 
Overhead $ 2,582,234 $ 869,060 4,720 

Overhead 720,735 234,4 7 
-3A/ 100 ,T164 / 

Subgrants 2,833,476 2,439 032 / 

Admiistration Charge on

Subg-r-ts 
 121,952 C 226)- / 

Contraceptives 
 ( 321) 

Co=nodities 
 1,529,056 646,319
 

Freight 

93.668
 

Total 
 S 7.665.521 
 S L.4OA.183- S 1OC,956
 

?ANXATo-Y NOTS
 

a/ During this audit period the g.n_...e had been reimbursed $718,303 for
overhead. Thereafter, i= CY-178 
following negotiations -ith AM, a 
refud of $483,830 was =ade covering overhead for CYs 1975 and 1976.T'e referenced aP-n=t of $234,473 :efleczs the 6vehead repaymet to 
AID ($718,303 - $483,830). Similarly, %e have reduced the current 
period rei.bursemems of S4,888,013 by $83)830 to a-"ve a: te adjusted
amount of $4.404.183. $ 
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b/ 	 Rerese=ns "eals purchased by ?PFA's e=mloyees, while in travel
 
szv-.s, 10r their guests. Such expemnit_,res are considered as
 
ea-er-a, =t, and are there6ore u.a1lo--able. PPFA concurs u-ith
 
this ad justent. 

c/ 	 1. The a-nunt of $4,254 represents the reclassification costs for
 
perfio=4g audits on subgrants that properly should be 
 included in 
the subg-a=ts cost category rather than part of other direct costs. 

2. For in-oTa"tion to. the reader, we present the follow-ing tabula­
tio= showing the various cost elements included under the caption
"Other Di-ect Costs" covering the period f.=m inception of the grant
through Dece-aber 31, 1976: 

T=poary Help 	 $ 40,101
Auditi=g and Legal 3,878 
Liabili-4ty insu--nce 37,240
 
Other ?rofassional Fees 147,546
 
Telephone ihd Talegraph 1-1363 
Postage. and Shipping 63,786
 
Occ=amcy Expemse 
 322,904 
Outside Art Wor-k 8,139 
Supplies 37,327 
Xerox Machine Expense 47,134
Subscr---= t=ios 4,714 
Office Equi.=ent - Pu-chases 42,705 
Office E.uipment - Maintenamca 

and Repair 70,860 
lMis ce!!aneous 
 94.277
 

TOTAL ($738,743 + $297,485 ­

$4,254) S 1.031.974 

d/ The anounts attributable to overhead for the current audit period 
are shown in Exhibit D. 

e/ 	 Auditors deferred acceptance of 	 these coscs pending YPFA's cilation 
of 	subg-znee audit reoor-s covering gra= costs and their ve.--icanion. 
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F-M EkI I-ON OF AEF.ICA, Ml.C.PTL-=ZE PAL-r=_-OOD 

Gr=_t No. AZIpha-G-1i31 

and Costs Questiomedof Costs Cia--dSu =--7 = er 31, 1976
For the ?eriod October 1. 1975 :r=ou:h Dece

Costs C ~aiad Costs 

bv Grantee Ouestioned
Des c=i tiom 


$ 688,840
Direct Salaies 

79,736"
Fring Bae-f-itS 

Travel ,118077 

19.554'a/506.545 

Other Diect 	Costs 

Subtotal - Subject to Overhead $ 1,393,198 $ *19,554 

4 o 6z3 o8, 85 k l 
ov = . 

420.,623
Overhnead. 

3.273)
1,360,03"i'
S.ab -rz. ts 

A -- Cha--g om Subg-ants "68,0016=*stzative 

(16,281)468, 899 
Ccod iies 

373.230
Freight 

4.083.982 S 208.825'-
TOT LS 

7,'-_" N0 _ZES 

of $3,273 represents the reclassi-ficz-ion of costs 

L-2 T.OL '.0 

z=ounta/ 1. The 	 should be included 
on suloremZs that properly

for perfor=ing audins 
pa-r- of other direct coss. 

in the subgr=n- cost categor-y rather than 

we the foI-1oTifL- tabula­
to the reader, present

2. 	 For ijforatio 
the various cos: elene-ts Ln-iuded under the caption

t.ion. sho-.-
he period from incepion of the granz 

"Other Direct Costs" certing 

throu;h Decenber 31, 1976:


(October 1, 1975) 
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Temporary Help $ 14,748 
Auditing and Legal 1,780 
Liability Insurance 7,233 
Other Professional Fees 82, 419 
Telephone and Telegraph 62,788 
Postage and Shipping .35,320 
Occupancy Expense 106,057 
Outside Art Work 4,330 
Supplies 14,069 
Xerox Machine Expense 18,730 
Subscriptions 2,475 
Moving and Relocation 10,024 

Miscellaneous (Fringe Benefits for 
Overseas Personnel, Travel and 
Per Diem for Non-Grant Personnel 
Attending Special Confurences, 
Alan Guttmacher Institute, etc.) 127,018 

TOTAL ($506,545 - $19,554) $ 486,991 

3. 	The amount of $16,231 represents the reclassification of costs for
 
office equipment purchases that should be included in the commodity 
cost category rather than part of other direct costs. 

Allowance of office equipment purchases under Grant AID/csd-3289 
as a direct cost subject to overhead was questioned during our audit.
 
However, we did not adjust because of acceptance by the grant officer
 
of this accounting application during the previous audit period.
 
Under Gr.ant .AID/Pha-G-1131 all office equipment purchased with AID 
funds will be treated as commodities not subject to overhead.
 

b/ 	The amounts attributable to overhead for the current audit period
 
are shown in.Exhibit D.
 

c/ 	Auditors deferred acceptance of these costs pending PPFA's compilation
 
of subgrantee audit reports covering grant costs and their verification.
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De.-if.uatiol of A.12.ocable Overhead r_ ense 

For Calendar Years 1975 and 197 

G(:rt Numbers
 
.Am/csd-3289 AI/pha-G-!! 3 

Total Direct Costs Subect to 
(A)
Over _ad 


$ 170.920
$ 803,943
cy-1975 

60.397 'l.202.724
CY-1976 

TAL S 864.340 9 1 ,373,644 

Audited Overhead Ra.tes () 

5.18%
15.18% 

CY-1975 


15. 411%
15.'4i% 

CY-1976 


Oveea. Acceoted "c Aitor (A x B)
 

$ 26.458..
$.'124.,5o
CY-1975 


;8.340
C Y -!97 062
cy-19769.307 1 ,9 
21,798(C) S 133,757
TOTAL 


$ 420,623u s $ 718,303
R BejbS2 a

Gran.-ae's Overhead 


Deduct: Overhead Refume- to AID 
---------­183 .830 
pursu. nai th 

S 420.623 
- (D) S 231.,73
rse ent
Net Overhead Reh 

bu


100,716 208.825Overhead Due from G:razee ( - C) S 

x4hibit CExhibit B 
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i)eterstnaLlon or Overhead FIntes 

For Calendar Yearn 19"5 end 1976 

IDeocr lplon Pool 

C-1915 
Overhead 

BaBe 
Overhead 

Riate !bol 

cy-1976
Overhead 

Banss 
Overhead 

"flute 
Note 

Ileference 

Ornntee' (iI'FA) flevined Overhead Proposal 1_ 1.659,509 I 3L651LA 1,926,110 4 5,1 6 6 ,72 31 .2"19% 

Audltor'n Adjustment and/or Reclase I fIcatlons 

Direct Proprtun 
Total Costs Allocated to 

Overhead Pool PPFA $ 639,275 $ 793.762 
Deduct: 
infonratiLon & Education 

1leiartment - Library $ 63;236 76.606 
Ilenearcn Ik:pnrtinent -

ArchIl ven 16.597 17.1,55 
Total Direct Program Coote 

to ileanaim In bol $ 79,033 4 911,11a 

I1iniruce flectnanifled rrom Pool 4 559.,h2 $ (559.h2) $ 699.621 $ (699.621) b 
into Overhead Dane 

t.ierantnted FPIA Direct 
l'rogrn, Costs ( 6,000) ( 20,036) C 

Administrative F.xplennes
letted Elxendituren 
Deprecniation Alpplicable to Direct Programs 
FI'IA Piiahi Icntion Coats 
Aial lt Fees on SJubgrnatn 
Legal Exleje.n Heinted to Abortion lattern 

1I11.516 
1.1,023 
011,513 

110 

( 1111,576) 
( lal.023) 
( 011,513) 

2,202 
( 37.0115) 

57.701 
1,709 

109.957 

( 57,01) 
( 11.709) 
(109.957) 

5,325 
( 09,1421) 

d 
e 
r 
g 
h 

Ftind Ihulalng Expennes for the Federal 
tervicen Crunpign 

5% Administrative Charge on Subgrant Costs 
Constiltation Expenne (Activity 5011) 
Other Professional Fees (Activity 5011) 
Conrerence - Meetingn (Activity 5011) 

Starf Travel (Activity 5011)Other P'rofessional Fees (ActIVlty 5012) 

11,517 

1111 

2.760 

( 

( 
( 

90.696) 

Iii?) 

2,760) 

6,6113 
9.507 
3.750 
1,602 

a 605O 

( 07.105) 

( 9.507) 
( 3.750) 
( 1,602) 

0.0)50 -iIR.0I 

J 
k 
k 
k 

k 
Conference - Meetings (Activity 5012)
staff Travel (Activity 5012) 

1.011(1,01) 
( 

17.093
,6) 0,012 

1,093 
I6020 012 

k 
k 

Total AdJi.tments and/or Ileclaamlications 77JPI'1 ' $ (070.1126) 95,090 $ (lLL656) 

TOTAl. (After Ad.unatmenta) _ 901o_25 $,825.1.. 15h0% 730.20 $ 6,313,313 15.111 

( ) Denolea nis Ticrenqe 



Page 2 of 5 
EXP LAIMIATO RY NOTES 

a. For overhead rate computakion purposes, AID program- costs, i.e., Family Planning International
Assistance are fully included an part of the overhead base; the Resources (fund raising), field 
offices, and training functional program coats are treated similarly. However, the individual 
cost elements in the remainfng five direct programs are arbitrarily assigned to el.ther the over­
head pool or the direct cost bane, 

The absence of well-defined costing guidelines for overhead rate computation purposes, coupled
with the inconsistent treatment of,Family Planning International Association program coots from 
most other program cysts, in the basis for: our adjustment, The coating inconl.antency referred 
to above and its inequitable resulta are presented in the following tabulation for CY-1976,

showing the nine direct program areas and, Planned Parenthood's disposition of their related 
coats to the overhead pool and base, notwithstanding the similarity of costs irn all nine 
program areas or whether benefits were received. 

PPFA's AssigRnment to Overhead
Direct Programs Tot9l Coas Pool Base 

FPIA (AID work) 1,256,0151 1,256,015 
Resourceo (Fund Raloing) 736,441 
 736,441 
Field Offices 605j421 685,421 
Training 96,72P 96,728 
Information and Education 698,782 176,921 521,861 
Conuunity Affairs 190,045 80,828 109,217 
Alan Guttmacher Institute 1,638,782 352,785 1,285,997
 
Med ical 336,162 165,773 170,389
 
Research 45.804 17,455 20,349
 

Total 
 56fl4180 793,762 $ 4,090,418 

b. Represents reclassification into the total direct copt base of those direct program costs except
Library (ess PPFA indirect expense whichgenerat&d incomes.)and Archives treated by Planned Parenthood 
as General and Administrative (overhead) expense. 
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Proposal submitted by PPFA for CYs 1975 
and 1976 understated both the actual claims 

reimbursed by
 

c. 

AID for direct FPIA program costs and 

FPIA project ledgers.
 

PPFA related indirect expense which generated 
income should be included in the direct 

cost base
 

d. The proposal
 
for absorption of its proportionate share 

of General and Administrative expense. 


included the indirect expense in the 
overhead pool.
 

Planned Parenthood Federation of America 
included an adjustment for Equipment Depreciation 

in
 

e. the category of depreciation
a direct-program basis, 

the overhead pool. Since all other costs are on 

The adjustment tepresents a reclassification 
of that portion of the 

should be treated similarly. asthe total direct cost base
from the overhead pool to 

to direct programsdepreciation allocable 
the following tabulation:shown in 

Depreciation allocated to: 

Direct Programs 

Fund Raising (Included in Support Services
 

by PPFA. We consider this area a
 

direct function and hence should be
 

included with other direct prograMs) 


- Amount reclassified fromSubtotal 
overhead pool to overhead
 

base by auditor 

Expenses)Services (AdministrativeSupport 

Total Depreciation 

1975 
Year 

1976 

$ hil,015 $ 37,471 

3,808 |I 238 

$4 |h,823 

1,60 

$ 62,428 

$ 11,709 

18,826 

$ 60,535 
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f.' 	 PPFA transferred to financial management expense $8h,513 in 1975 and $109,957 in 1976 from FPIA
 
(grant funds). We found these costs were reimbursed by AID as direct costs with the applicable
 
overhead. These transfers represent the cost of publications prepared by PPFA for FPIA. The
 
effect is dilutions of the base and an increase in the indirect expense.
 

g. 	Represents audit fees on subgrants (and related 5 percent Administrative Expense, applicable
 
only in 1975) incorrectly included in the category of Other Direct Costs. By this treatment,
 
these audit fees are subject to overhead at the full rate. These costs are part of the subgrant
 
costs, subject to overhead at the reduced 5 percent negotiated rate; this is accomplished by the
 
indicated audit adjustment.
 

h. 	The referenced amounts represent the reinstatement by the auditor of legal fees related to abortion
 
matters errcneously excluded from the base overhead expense by Planned Parenthood. We believe these
 
items should not have been excluded since they too generate overhead:­

Department/Function 1975 1976 

Legal Department $ 11,168 $ 20,372 

Alan Guttmacher Institute 25,577. 69,01i9 

Total $ 37,015 $ 89,_h2l 

i. 	The referenced amounts represent PPFA's fund raising expenses in connection with their participation
 
in the Federal Service Campaign. These amounts were eliminated by the company from the overhead rate
 
computation. These amounts are part of a direct program (i.e., Fund Raising) and should properly be
 
included in the overhead base in order to absorb its share of allocable overhead expense. The audit
 
adjustment reinstates the referenced amounts with the fotal direct cost base for computing overhead
 
rates.
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j 	 Iepresents 5% administrative charge applicable to affiliates and subgrants classified as unallowable in, 
the proposal by PPFA and not included in the overhead pool as follows: 

Activity 	 CY 1975 CY 1976
 

Administration $ 25,600 $ 51,61 
Board Affairs 100 250 
Information and Education 4,743 53,260 
Community Affairs 475 -
Alan Guttmacher 190 231 
Field 1,5110 -
Medical 11,950 1,500 
FPIA 	 192,7h9 25,972
 

Total Costs 	 $230,37 $132,854
 

Administrative Charge @5% $ 11,517 	 $ 6,643 

k. 	These costs, generally incurred for specific purposes, should properly be included (as direct
 
costs, and not as overhead items) in the total direct cost base for overhead rate computations. 
Accordingly, we have reclassified the referenced amounts from the overhead pool into the total
 
direct cost base.
 



LIST OF REPORT ECII -TS 

Deputy Administrator 

Assistent Administrator, Bureau for Development Support (DS) 

Conies 
1 

5 

Office of Contract Management, Director (SER/CM) 1 

Office of Contract Management,(CM/COD/PE) 

Office of Contract Management,(CM/SOD/OSC) 1 

Office 

Office 

of Population (DS/POP) 

of Financial Management ,(FM/PPD) 

3 

2 

Office of Legislative Affairs (LEG) 

Office of General Counsel (GC) 

Supprt Division,(CM/SD/SUP) 

Auditor General (AG) 

A-rea Auditor General.VWashington (AAG/W) 

1 

1 

3 

1 

1 

Office of Inspections and Investigations 
(AG/IIS) 

Communications and Becords Office (AG/EMS/C&R) 

1 

12 


