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1. Purpose. This panphlet explains the unique manner in which
Corps District and Operating Division Ofices are funded and the
basi ¢ concept upon which the nethod is based. This panphlet also
explains the various types of casts charged to a project and the
manner in which these costs are derived.

2. Applicability. This panphlet applies to HQUSACE/ OCE

el ements, maj or subordi nate commands, districts, |aboratories,
and field operating activities (FOA) who do or anticipate doing
busi ness with Federal and non- Federal Agencies.

3. Funding of Corps District and Operating Division Ofices.

Unli ke other elenents of the Departnent of the Arny and the
Federal Governnent at |arge, Corps Districts and Operating
Division Ofices are primarily funded on a project-by-project
basis. Wth the exception of funds provided by reinbursabl e
orders and funds to acconplish specific mssions such as master
pl anni ng, the only funds these offices receive are those
appropriated by Congress for acconplishnment of specific projects.

4. Basic Operating Concept. The manner in which Corps District
and Operating Division Ofices are funded by Congress dictates
that these offices operate on a cost distribution concept. Under
this concept, general and/or adm nistrative expenses associ ated
with the day-to-day operation of these offices are equitably
distributed to all direct funded and rei nbursabl e projects
thereby rendering the offices self-sustaining. Wile this
concept was foreign to the Departnent of Defense community at
|arge until recently, it has been wdely enployed in the private
sector for many years. Project costs accunul ated under this
concept are all inclusive and portray the true cost of a given
proj ect .

5. Types of Costs Charged to Direct Funded and Rei nbursable
Projects. Project costs fall into two basic categories: direct
costs and distributive costs.
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a. Direct Costs. Direct costs are those costs which can be
identified to a specific project at the time they are incurred.
Direct costs benefit a specific project exclusively and include
the cost of contracts, equipnent, in-house |abor, travel, etc.,
directly related to the acconplishnent of the project.

b. Distributive Costs. D stributive costs are those costs
whi ch cannot be identified to a specific project as they are
incurred. Distributive costs include two cost categories
comonly referred to as departnental overhead costs and general
and adm ni strative overhead costs.

(1) Departnmental Overhead. Departnental overhead costs are
those costs incurred within the technical divisions (Engineering,
Construction, Operations, etc.) of Corps Districts and Operating
Di visions which either cannot be identified or are not readily
chargeable to a specific project. This distributive cost
category includes, but is not limted to, the | abor of section,
branch and division chiefs and their admnistrative staffs
(secretaries, clerks, typists, etc.) not readily chargeable to a
specific project. It also includes the | abor of technical
per sonnel associated with training, answering Congressional
inquiries, attendance at neetings, conferences and heari ngs,
staff visits, report preparation, managenent and manpower
surveys, preparation of state panphlets, revision of regulations,
etc. As appropriate, admnistrative expenses (training,
communi cations, furniture, equipnent, supplies, etc.) incurred by
the technical divisions are also included in this category.

(2) GCeneral and Adm nistrative Overhead Costs. GCeneral and
adm ni strative overhead costs include all adm nistrative and/or
support costs incurred in the day-to-day operation of Corps
Districts and Operating Divisions. This distributive, cost
category includes all |abor expended by personnel assigned to
adm ni strative functions (personnel, |egal, procurenent and
supply, resource nmanagenent, adm nistrative services, etc.) and
vari ous other adm nistrative and support costs (office rental,
equi pnent, office supplies, etc.) incurred by adm nistrative
offices. GCeneral and adm nistrative overhead costs are
continuously reviewed to ensure that they are fair, reasonable
and necessary to effective operations.

6. Accunulation of Distributive Costs. Departnental overhead
and general and adm ni strative overhead costs are recorded and
accunul ated in organi zati onal cost accounts at the time they are
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incurred. Separate accounts are established and mai ntained for

each organi zational elenent within the District or Operating

Di vision. Accunul ated costs remain in these accounts until they
are ultimately distributed to the various projects in which the

District or Operating Division is actively involved.

7. Distribution Rates. Departnental overhead and general and
adm ni strative overhead costs accunul ated in organi zati onal cost
accounts are distributed to projects through the use of
predeterm ned rates established by the applicabl e conmander at

t he begi nning of each fiscal year. The rates are conputed by
usi ng standardi zed formul as and net hodol ogi es. The formul as and
nmet hodol ogies currently in use were inplenmented Corps-w de after
intense testing and eval uati on of nunerous alternative nethods
and formul as and are considered to be the nost accurate and

equi tabl e neans of ensuring that indirect costs are distributed
to “custoners” in a fair and equitable nanner. The rates
established at the beginning of the fiscal year are periodically
reviewed and adjusted to ensure that all incurred costs are
recovered without incurring a significant "profit or |oss" for
the fiscal year

8. Cost Distributions. Once determ ned, current departnental
and general and adm ni strative overhead rates are progranmed into
t he applicabl e Finance and Accounting Data Base. Thereafter,
indirect costs are automatically distributed to a given project
based on the direct |abor charged to the project. Hence,

di stributive costs charged to each project are directly
proportionate to the amount of effort (direct |abor of technical
personnel) involved in acconplishnment of a particular project.
Wil e the manner in which the departnental overhead and general
and adm ni strative costs are distributed to projects is
essentially the same, there is one major difference in the actual
distribution of the two categories of distributive costs.

a. Since only those projects being perforned, in whole or
in part, within a given technical division benefit fromthe
indirect costs incurred within that division, departnental
overhead costs are only distributed to those projects in which
the technical division is actively involved. Accordingly,
departnental overhead costs incurred wi thin engineering divisions
are distributed to projects which involve direct |abor of
engi neering division personnel, departnental overhead costs
incurred within construction divisions are only distributed to
projects which involve direct |abor of construction division
personnel, etc.
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b. CGeneral and admi nistrative overhead costs on the other
hand benefit all projects in which a District or Operating
Division Ofice is actively involved and are therefore
distributed to all projects regardl ess of the particul ar
technical division(s) actually involved in project execution.

9. Variations in Rates Between Corps Activities. Even though
all overhead rates are conputed using standardi zed fornul as and
met hodol ogi es, rates vary w dely between Corps activities. These
variations are the result of many independent factors over which
a particular District or Operating Division has little control.
CGeographic location, conposition of the work force, overal
wor kl oad, and prevailing economc climte are but a few of the
many factors which inpact on the Overhead Rates of a given Corps
District or Operating Division. GObviously, it costs nore to
operate an office in a high cost area such as New York City than
it does to operate a simlar office in Vicksburg, Ms or to
operate an office staffed by senior |evel enployees than it does
to operate an office staffed by junior |evel enployees. Hence,
rate variations between Corps activities are unavoi dabl e.

10. Major Exception - Projects Subject to UniformMlitary
Construction Supervision and Administration (S&) Rates. The
basi ¢ busi ness concepts di scussed above apply to all services
provi ded by the Corps except supervision and adm ni stration of
mlitary construction projects subject to the uniformrates
procedure. Under this procedure, all direct and distributive
construction supervision and adm ni stration costs related to
uniformrate projects on which a given Corps District or
OQperating Division is working are collected into consolidated S&A
accounts. Costs are charged fromthe appropriate consoli dated
account to the individual projects at the appropriate Corps-w de
uniformrate based on work placed. At the end of each nonth, the
“loss or gain” in the accounts, i.e., the difference between
costs incurred and costs applied at the uniformrates, is
transferred to (or from central accounts nai ntai ned by HQUSACE
The business goal is to operate the central accounts on a “break-
even” basi s.

11. True Cost of Doing Business. The Corps of Engineers
approach to cost accounting is to identify and charge costs
directly to the benefiting project whenever practical. Those
costs which cannot be readily identified to a specific project
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are distributed based on direct |abor charges. This concept of
cost accounting allows us to determ ne the true cost of doing
busi ness for ourselves and for others.
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