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INTRODUCTION
Scope of Study
Section 6.6.(a) of Session Law 2005-276 states that, “The General Assembly finds that the General Fund
supports many State agencies that provide services and administer programs that impact all of State
government. These agencies include the Office of the Governor, the Office of State Controller, the
Department of Administration, including the Office of State Personnel, State Property Office, Office of
State Construction, and the Division of Purchase and Contract, the Secretary of State, the Office of State
Treasurer and the Office of State Auditor. The General Assembly also finds that the General Fund bears
the departmental administrative overhead costs for many programs, activities, boards, and commissions that
are supported by non-General Fund sources. The General Assembly finds that an indirect cost allocation
program should be established to reimburse the General Fund for overhead and indirect costs incurred on
behalf of these programs, activities, boards, and commissions.”
Section 6.6.(b) directs the Office of State Budget and Management to study the allocation of overhead costs
and propose an overhead cost recovery program for consideration by the General Assembly. “In
developing its recommendation, the Office of State Budget and Management shall do the following:
(1) Determine a methodology appropriate for the calculation and allocation of overhead costs.
(2) For each program whose overhead costs are borne in whole or in part by the General Fund
and that receive overhead cost reimbursement from the federal government or other nonGeneral Fund sources, ensure that all future overhead cost reimbursements revert to the
General Fund in accordance with the State Budget Manual, except as otherwise required by
law.
(3) For each program whose overhead costs are borne in whole or in part by the General Fund
and that are not recovering overhead costs from other funding sources, establish an indirect
cost allocation methodology that properly reimburses the General Fund, except as otherwise
required by law.
(4) Estimate the anticipated reimbursement to the General Fund. ”
Section 6.6.(c) instructs: “The Office of State Budget and Management shall report its recommendations
developed pursuant to this section to the Chairs of the Senate Committee on Appropriations/Base Budget,
the Chairs of the House of Representatives Committee on Appropriations, and the Fiscal Research Division
by April 1, 2006. ”
Section 6.6.(d) states: “Overhead cost recovery recommendations developed pursuant to this section shall
not apply to overhead cost reimbursements collected under any grant agreement by the University of North
Carolina or any of its affiliated institutions.”

Methodology
To comply with the legislative requirements, the Office of State Budget and Management (OSBM)
performed the following tasks:
•
•
•
•
•
•
•

Examined the State’s current Statewide Central Services Cost Allocation Plan (SWCAP),
Reviewed several agency Central Services Cost Allocation Plans,
Reviewed FY 2005 actual revenues and expenditures relating to Nongeneral, Nonfederal funds,
Acquired budget information from OSBM Budget Analysts relating to programs with Nongeneral,
Nonfederal funded programs,
Reviewed policies and procedures, administrative codes, and relevant statutes,
Conducted Internet search of other states overhead cost recovery plans, and
Met with staff at the Office of the State Controller (OSC), private consulting groups involved with
overhead cost recovery, and Virginia Department of Accounts Financial Reporting personnel.
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BACKGROUND
To recover indirect costs from programs funded by Nongeneral fund sources, such as grants and contracts,
agencies use a cost allocation plan or an indirect cost rate proposal. Federal regulations allow the recovery
of indirect costs associated with federal awards to the State. North Carolina has a Cost Allocation/Indirect
Cost policy to recover those indirect costs (overhead costs)1. The policy, in the State Budget Manual,
states, “It is the policy of the State of North Carolina to maximize the recovery of direct and indirect costs
for administering and implementing federal grants. All state agencies use a statewide indirect cost plan
(SWCAP) and a state information processing services indirect cost plan (SIPS-CAP) to recover the State’s
central service costs as allowable per the U.S Office of Management & Budget (OMB) Circular A-87.”
The full text of the policy is located in Appendix A. A central service agency provides support services to
other state agencies on a centralized basis. Examples of types of central services include purchasing,
facilities maintenance, and accounting services.
The OSC is responsible for preparing the SWCAP, which is currently contracted out to a private consultant.
Once complete, the OSC must gain approval for the plan from the cognizant federal agency. The
methodology used to prepare the SWCAP plan is outlined in Table 1 below:

Table 1
SWCAP Methodology
Prepared in accordance with the policies and procedures contained in OMB
Circular A-87,
Used consistent approach in the treatment of direct or indirect costs; in no
case have costs charged as direct costs to programs been included as indirect
costs,
Computed on actual expenditure information obtained from State financial
statements,
Acquired statistics used to allocate costs from either performing 100 percent
counts, or in some cases, conducting a representative sample period, and
Utilized a double step-down2 allocation procedure to distribute costs among
central services and to other departments that receive benefits.

The SWCAP currently recovers an estimated $5.5 million for central services overhead costs from the
federal government.
The current 2006 SWCAP is located in Appendix B. Current and past SWCAP
plans are available for review on the OSC website: www.ncosc.net.
The administrative costs borne by the agency to administer federal programs are reimbursable under the
rules of OMB Circular A-87. These individual cost allocation plans are the responsibility of the agency
and are also included in the State’s Cost Allocation/Indirect Cost policy (Appendix A). Agencies may
either engage a contractor to prepare their Cost Allocation Plan or prepare the plan internally. OSBM
reviewed two agency plans; both of which were prepared by a contractor.
The State’s current Cost Allocation/Indirect Cost policy does not include a plan for overhead cost recovery
for General Fund support for Nongeneral, Nonfederal programs. These funds include but are not limited to
fees and licenses, sales, services and rentals, grants, and contributions and donations in Special and
Enterprise Funds.
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Throughout this document the term indirect costs and overhead costs is used interchangeably.
The double step-down procedure initially requires a sequential ordering of departments. Department indirect cost
allocations are then made in the order selected to all benefiting departments, including cross allocation to other central
service departments. To insure that the cross-benefit of services among central service departments is fully recognized,
a second step down allocation for each central service department is made.
2
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Some states already utilize a cost allocation plan for Nongeneral, Nonfederal Funds. A review of
Virginia’s plan shows that the state uses their Statewide Indirect Cost Allocation Plan (SICAP)3 as a
starting point for their Indirect Cost Recovery from Nongeneral, Nonfederal Funds (full costing plan).
However, because the full costing plan is not bound by the regulations of OMB Circular A-87, Virginia
elects to include additional general costs of government that are not allowable under the federal plan.
Another element of the Virginia plan is that agencies are instructed to develop operating budgets and
budget requests based on full costs. This results in the budget being increased by the amount of the agency
indirect costs and statewide indirect costs.
To put the different plans discussed in perspective, an outline of the attributes associated with each of the
cost allocation plans discussed in this section is shown in Table 2 below.
Table 2
Plan Attributes

Comparison of Plans
Statewide Central
Individual Agency
Services Cost
Cost Allocation
Allocation Plan
Plan
(SWCAP)

Nongeneral,
Nonfederal Fund
Overhead Cost
Recovery Plan

Allocates Central Services
Indirect Costs
Allocates Agency
Indirect Costs
Plan governed by Federal
guidelines (OMB Circular
A-87)
Determines support to
Federal Programs
Determines support to
Nongeneral, Nonfederal
programs

In the sections that follow, the proposed methodology for a Nongeneral, Nonfederal Fund Overhead Cost
Recovery Plan4 will be presented with an estimate of the anticipated reimbursement to the General Fund.

Calculation and Allocation Methodology
The OSBM and OSC worked together to determine the appropriate methodology for the calculation and
allocation of overhead costs for a Nongeneral Fund Plan. The purpose of the plan is to allocate general
fund support to Nongeneral, Nonfederal programs by identifying costs of central support services agencies
and institutions. It was determined that the calculation and allocation methodology for the Nongeneral
Fund Plan should be consistent with the calculation and allocation methodology of the SWCAP. The basis
of allocation for the central services used in the 2004 SWCAP is located in Appendix C. The Nongeneral
Fund Plan is an entirely separate plan and will not have any impact on the SWCAP.
There are no restrictions on the Nongeneral Fund Plan in regards to the agencies that may be included in
the central service agencies. In addition to the activities covered under OMB Circular A-87, legislative
services, executive services, taxation, and banking services may be included as central services. However,
the plan should only include those central service agencies in the cost allocation methodology that provide
a service or benefit to the programs charged for overhead costs.
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This is equivalent to North Carolina’s SWCAP.
For brevity, the term Nongeneral Fund Plan will be used to refer to the Nongeneral, Nonfederal Fund Overhead Cost
Recovery Plan.
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Table 3 shows the agencies and the responsibilities of each in the proposed outline of the Nongeneral Fund
Plan.

Table 3
Nongeneral, Nonfederal Fund Overhead Cost Recovery Plan
Proposed Plan Outline with Responsible Agency
Office of the State Controller

Use the SWCAP as the beginning point for computing the
Nongeneral Fund Plan.
Use the same calculation method and basis of allocation in
computing reimbursement.
Add in the general costs of government agencies as central
services agencies not allowed under OMB Circular A-87.
Prepare or oversee preparation of plan on an annual basis.
Periodically review cost allocation methodology to ensure
that the methodology represents the best allocation
attainable.

Office of State Budget & Management

Develop and maintain the policy in the budget manual for the
Nongeneral Fund Plan.
Identify funds meeting Nongeneral Fund Plan criteria.
Include user fees charged to the general public, but not to
other state agencies.
Evaluate and grant any applicable exemptions and
adjustments based on legislation or extenuating
circumstances identified.
Provide exemptions and adjustments information to OSC for
input into plan.
Ensure all Nongeneral, Nonfederal Funds are deposited in an
appropriate state budget code to be reverted to the General
Fund.
Transfer reimbursement to the General Fund at the end of
each fiscal year.
Notify agencies of transfer amounts.
Allocations should be reconciled to actual expenditures to
ensure all costs have been captured and allocated.
Reimburse OSC for costs associated with Nongeneral Fund
Plan contract.

Central Services Agencies

Provide information to OSBM and OSC as requested for
preparation of the plan.

State Agencies
(Applies to all state agencies and
institutions except for the University
of North Carolina or any of its
affiliated institutions.)

Prepare required data to OSBM in a timely manner.
Properly identify Nongeneral, Nonfederal fund activity.
Including all other Nongeneral fund expenditures except as
otherwise required by law.

Estimated Impact on General Fund
The actual expenditures for fiscal year 2005 were used as one of the bases in estimating the impact on the
general fund. The current recovery rate on federal funds was also considered in the analysis. As
previously mentioned, the University of North Carolina or any of its affiliated institutions were excluded.
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It should be emphasized that the amounts listed in Table 4 below are only estimates and that an actual cost
allocation should be completed to calculate the actual amount of reimbursement to the General Fund. The
estimates were calculated using two scenarios. The first estimate is based on Nongeneral, Nonfederal
Funds including Highway Funds. The second estimate does not include the Highway Funds.

Table 4
Estimated Impact on the General Fund
Reimbursement from Nongeneral,
Nonfederal programs including
Highway Funds
OR
Reimbursement from Nongeneral,
Nonfederal programs omitting
Highway Funds

$3.9 million

$2.3 million

RECOMMENDATION:
Reimbursing the General Fund for the overhead costs from Nongeneral, Nonfederal programs will not
result in an increase in revenues for the State unless the Nongeneral, Nonfederal Fund programs increase
fee, licenses, etc. to make up for the reimbursements to the General Fund. Because the plan would not
increase revenues without the increase of fee, license, etc., it is the recommendation of OSBM that North
Carolina not implement a Nongeneral Fund Plan.
If the General Assembly elects to implement a Nongeneral Fund Plan, the following components should be
incorporated into the plan:
A)
B)

C)

Implement the plan as outlined in the Calculation and Allocation Methodology section of this
report.
Include the plan in future contract bids with the SWCAP. The current base contract is
$23,500. Based on estimates from several private contractors, the cost to add the Nongeneral
Fund Plan will be approximately $10,000.
Take into account costs associated with the plan and reimburse OSC and/or other agencies
from the program reimbursements.

Note: Although not a part of the Nongeneral Fund Plan, OSBM recommends that the costs to prepare the
SWCAP should be taken out of the federal reimbursements.
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APPENDIX A
Cost Allocation/Indirect Cost Policy
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APPENDIX B
Statewide Central Services Cost Allocations
Fiscal Year 2006
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APPENDIX C
Summary of Allocation Basis
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