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New Research Paradigms Call for Regulatory Change

Executive Summary

During recent discussions initiated by the Office of Science and Technology Policy about new research business models, much attention was given to interdisciplinary research activities and the team efforts required to carry out such research. Expanding these thoughts further, this paper offers an analysis of the increased administrative responsibilities that are encountered when research projects scale up to more complex, multi-disciplinary and multi-institutional levels.  

Starting with streamlining that would benefit the administration of the basic assistance award, the paper recommends changes that would facilitate business practices commensurate with increasingly complex business relationships. The requested changes in current federal regulations described here are not new, but are gaining greater urgency in order to assure accountability and to reduce the administrative burdens and costs that impact both the government and its awardees as projects scale up.

Although this paper focuses primarily on the government-university relationship, it does not seek to diminish the importance of university-industry collaboration nor does it deny the many beneficial relationships existing between universities and their State agencies. The close nexus between education and research that exists in universities makes them not more important, but certainly different from most other research providers.  

Introduction: Premise for research business relationships

The essential premise for a new business relationship between the government and universities is the simple acknowledgment that both parties engage as “business partners”. This means, among other things, a recognition of complementary interests in the cost effective administration of awards and the providing of adequate funds to meet the joint expectations for the outcomes of research. These mutual interests exist in both the assistance and the procurement mode because in each both parties provide value. Towards these ends, regulatory requirements that create unnecessary burdens should be removed, and funding for administrative expenditures should be based on a thorough and fair examination of the universities’ F&A documentation. The term “rate negotiation” is inappropriate and implies a broken process. Equally important is the avoidance of cost shifting and imposing of caps and other restrictions by the government, which the commercial sector would describe as “price controls”.  It now appears that not only has the Congress called for new business practices, as evidenced in P.L. 106-107, but that the White House, through the Office of Science and Technology Policy has joined that call for change. 

Business Models for the Basic Assistance Award 

The simplest research platform is a basic assistance award, which may provide research support of up to $1 million in federal funding. An example of how a new business practice could remove unnecessary regulatory burden for even this simple platform is provided by the proposals of Robert Newton, a former NSF official. 

In the early 1980s, Newton proposed that a faculty’s entire research should be considered as one “research program” to be managed as an integrated whole rather than as individually sponsored and managed “research projects”. The key prerequisite to aggregation was the concept of “relatedness”, which the faculty researcher would be obligated to assert and demonstrate. Once relatedness was established, the researcher should be able to use all sources of funding to charge costs to serve research needs rather than be restricted by individual agency budgets. This concept was one of the motivating factors for forming the Florida Demonstration Project in 1983. It is not yet widely embraced in the Federal Demonstration Partnership of 2003.  

Several other unnecessary regulatory impediments to the cost-effective management of research could be similarly eliminated by simple changes to the current requirements. These include flexibility in starting a project, the ability to adjust expenditures according to the needs of the research without having to obtain agency prior approval for each individual action; and the authority to extend the timeframe for expenditures as dictated by progress on the project, without being accused of violating the “expenditure rate”.

The value of the business efficiency of such changes was recognized when OMB revised Circular A-110 in the early 1990s. OMB directed federal agencies to adopt a unified position on grant management matters and to provide “expanded authorities” to the grant recipient for management without the need for individual prior agency approval at each step. This recommendation reflected broad public support. Agency implementation however was uneven and even today federal agencies are far from uniform in granting such “expanded authorities” to research universities.  In 2000, public comment on the statutory requirements of P.L. 106-107 again indicated overwhelming support for granting expanded management authorities to all funding recipients under all government awards. Until these simple steps are taken to adopt sensible business practices, there is little point in discussing the more complicated issues associated with more complex research and funding efforts.

Recommendation: 

· Revise OMB Circular A-110 to direct all federal agencies to grant the “expanded authorities” for grants management in accordance with federal regulations to all research universities. 

· Endorse the concept that individual but related research projects by a single investigator can be considered one research program for purposes of management and accountability. 

· Rely on business system reviews and project audits at universities rather than prior approvals by individual federal agency staff.  

Business Models for Multi-Sponsor, Multi-University Projects
Awards for multi-sponsor, multi-university projects range from $1-5 million dollars. Coordination and leveraging of effort is critically important to their success. It is widely acknowledged that their management is complex because they involve teams of scientists working at different sites and on various aspects of one common research problem.  Yet, in most cases, none of the participating universities has enough support to cover more than their minimum share of the administrative burden. Because the federal agencies take a narrow view of the budget categories under OMB Circular A-21, sufficient funds are not provided to support the secretarial and clerical personnel required for such a sophisticated effort. 

Recently, some federal officials seemed to imply that a “new business model” would require that OMB Circular A-21 be withdrawn and fundamentally revised. We do not believe that such drastic cure is required. All that is required to meet research needs is to go back to Circular A-21 in its original form. That would delete a number of requirements which do not add value.

Several other modest changes to OMB Circular A-21 would further advance businesslike management of research. The language of the cost circular needs to be coordinated with the management circular to avoid discrepancies. Universities should be granted use of the cost of money, which other business sectors currently use. University responsibility for monitoring their sub recipient awards must be limited to reasonable procedures focused on scientific program objectives. The government should not expect universities to serve as auditors on one another’s projects. This becomes particularly important in multi-campus arrangements, where the designation of subrecipient vs. research partner may not be sufficiently well defined.

Another federal agency practice contrary to sound business principles is that not all federal agencies pay the negotiated F&A rate. They cite various reasons, some programmatic, some historical. This uneven approach to what is intended to be the government-wide rate becomes particularly visible and detrimental in multi-agency awards. The resistance by several agencies to fully fund the negotiated F&A rates of universities results in extensive under recovery of costs that the science projects can ill afford. Respective data have been provided by the Rand Corporation and more recently by COGR. It would be good business practice for all agencies to scrub their policies, some of which date from the late 50’s, and to eliminate restrictions to full rate reimbursement that have been carried forward without appropriate statutory justification.

Large multi-campus research projects may require institutional cost sharing. The capacity of the participant universities to come up with such funds is dependent on many factors. One might surmise that federal oversight over cost sharing as well as general project administration on multi campus awards would be facilitated by Cost Accounting Standards. However, internal consistency rather than commonality is the major objective of these standards. CAS standards add no value to multi-campus or to single investigator awards. They are duplicative and unnecessary because they reiterate A-21 standards. Doing away with these clearly unnecessary requirements, which the federal government admitted it cannot meet in a timely manner, would result in cost savings both for the government and for the universities that would clearly benefit research. Eliminating CAS standards is overdue. 

We recognize that the government has legitimate interests in the establishment of ethics safeguards and multi-disciplinary and multi-campus projects may provide special concerns in this area. A new business model for this platform would benefit particularly from agency implementation of the government-wide misconduct in science policy promulgated in 2000.    We also ask that all federal agencies follow the lead of NIH and NSF and develop conflict of interest regulations. 

 Recommendation:

· Return to the original language of OMB Circular A-21

· Allow the direct charging of secretarial and clerical staff

· Provide full funding of negotiated university F&A rates

· Reduce subcontract monitoring to reasonable levels

· Issue Government-wide ethics rules

· Rescind the CAS coverage for universities

Business Models for Large Center Awards

Institutions which compete for large awards for Centers or for specialized institutes for up to $15 million must commit substantial infrastructure support. Such support depends largely on available cost sharing resources. The size and complexity of these awards creates a big gap in management and operation between these awards and the single assistance awards. Yet, the same policies govern both. No reasonable business practice would expect to run a multi-million dollar automobile company like a neighborhood small business enterprise. The current restrictions in OMB Circular A-21 make no such distinction and as a result many of the large universities are stretched to the limit of their fund raising capacity for improvements of the infrastructure and for planning needed new facilities.   

For such large projects, the recovery of F&A costs is especially significant and consequently agency cognizance becomes a factor.  Universities report considerable differences between the two cognizant agencies in their procedures for rate negotiation. There is no basis for two federal agencies to treat universities differently. Good business practices would call for closer coordination between DCAA and DCA, with respect to their audit and their oversight over F&A rate negotiation.

The more one tries to scale up to a new platform, the clearer the impact of the cap on administrative cost will be felt. No other research performer is subject to caps, which were imposed in addition to three major revisions of the circular that took place in the 90s. While these OMB revisions provided a clearer definition of cost categories and eliminated “gray” areas, they also hold universities’ administrative rates at a level that was below average even at the time it was adopted.

After a decade without adjustment for cost increases, the university community is no longer able to cover the growing gap between regulatory requirements and the restriction in reimbursement. No other business is precluded by the government from recovering its legitimate business-related compliance costs. Since 1992, universities have had to absorb all administrative costs for new requirements and/or for the upgrading of systems that have become necessary in the intervening time.  One would expect that it is in the government’s own best interest to support universities in their effort to stay competitive and compliant, especially as new security measures become imperative for the nation. The cap needs to be lifted.

These large awards also reinforce the need for government-wide acceptance of regulations governing human subjects, and to overcome the apparent distrust of the “common rule” which leads agencies to establish duplicative reviews of protocols and IRB procedures. 

Finally, unnecessary administrative costs could be eliminated simply by the establishment of government-wide payment systems that would replace the labor intensive and outmoded system of grant-specific draw-down by each federal agency. 

Recommendations:

· Seek agreement between cognizant agencies 

· Implement rate determination, not negotiation

· Remove the administrative cap

· Adopt a uniform government-wide payment systems

· Discourage duplicative administrative reviews

The New Research Business Model in Review

As we propose it, the new business relationship between the government and universities is based primarily on trust. This trust relies on the understanding that it is in the university’s own best interest to self regulate and hold costs down but also on the understanding that the government will provide stable funding and that the recovery of  costs for facilities and for administrative services will not unexpectedly be capped. 

Universities face a growing perception that science can be separated from administration. That is a fallacy.  Universities also witness the encroachment of administrative procedures that siphon funds that could otherwise support research or teaching. A new business model would eliminate such duplicative federal requirements.

Recommendation:

· Treat universities as business partners

· Permit performance based budgeting

· Set reasonable audit expectations

· Replace certifications with assurances

· Do not permit budget decisions to drive policy

In this new business environment, the government will not be asked to appropriate more, it will merely be asked to allow universities to use resources the way universities determine necessary to support the mutual goal of obtaining the deliverable of sound scientific research.

In Conclusion

Scaling up to different research platforms entails responsibility for scientific, administrative and financial decisions.  It influences decisions regarding the workforce and infrastructure, including space and equipment, and calls for careful coordination between centers at different locations and subject to a variety of administrative regulatory requirements. It reaches into areas of regional and national security and raises fundamental questions regarding how one deals with potential restrictions on foreign scientists, with audit oversight and with the freedom to publish research results. 

The key to a successful research business model for increasingly complex projects lies in designing comprehensive but simplified administrative guidance and then permitting universities to take responsibility for management and oversight of the wide range of their projects. We believe that success depends largely on the extent to which the government will grant research universities the flexibility to make sound business decisions on campus, subject to subsequent review and audit by the government. 
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