
MEMORANDUM

TO:

All Directors

FROM:
J. Bruce Saltsman, Commissioner

DATE:

August 9, 1996

SUBJECT:  Department Policy on Consultant Contracts

The following limitations shall be observed with respect to future consultant contracts, either where this Department is one of the contracting parties or it has authorized another party to contract separately for consulting services.  The following limitations shall be provided for in the contract:

OVERHEAD LIMITS

The overhead charge effective June 14, 1996 shall be the actual rate up to a maximum of 145% of the consultant's direct labor costs.  Any Bonus, Employee Management Incentive Program, or any other type payments to an Owner, Partner, Officer or Associate, other than salary, shall be considered as a distribution of profit and shall not be allowed in arriving at the overhead rate.  Bonus paid to employees owning more than 2% of the out-standing stock shall be disallowed.

Supplements, work orders, addendums, etc. to contracts dated prior to June 14, 1996, shall not exceed the overhead maximum rate of 135%.

Effective June 14, 1996, a fixed overhead rate approved by external audit will be stated in the basic contract.  This fixed overhead rate will also remain in effect for supplements, work orders, addendums, etc. for the life of the basic contract.

INDIRECT SALARY LIMITS

Individual indirect salaries, wages or any other type remuneration in excess of $75,000.00 per year shall be disallowed in the overhead computation.

TRAVEL

Travel and subsistence charges shall be in conformance with State of Tennessee Comprehensive Travel regulations.

Actual expenses, up to the commercial rate, of company owned airplanes are allowable as a direct charge.

The remaining listed items shall be the department policy, but are not necessary items to be included on the contract.

NET FEE CALCULATION

The fee for profit is negotiable.  The allowable fee shall be based on the total of direct labor and overhead by using the following formula:


Net Fee = 2.35 x Direct Salary x Allowed Net Fee Rate


Maximum allowed Net Fee Rate = 13%


The profit shall be the same regardless of the overhead rate.  It

is noted that 13% is the maximum profit rate.  The rate should

be negotiated depending on the type work, complexity, time restraints, etc. of

the project.

STANDARD INVOICE

All invoices for contracts under this policy shall use a standard invoice (see Attachment A).  Any deviation from this standard invoice shall be approved by the Division of Finance.  All approved standard invoices shall be kept on file in the Division of Finance.  

CONTRACT, RETAINAGE AND PROJECT CLOSING

The project manager is responsible for the timely closing of contracts and the related project(s).  The project manager is responsible for keeping up with contract costs and knowing when a contract is complete.  By letter to the consultant, the project manager shall affirm that the contract or work order has been satisfactorily completed and that a final retainage invoice should be submitted for payment by the consultant.  If the consultant, for some reason, does not submit a final invoice within 90 days, the Division of Finance, by copy of the project manager's letter to the consultant, shall release all retainage on the contract or work order after the appropriate audits by External Audit Section have been conducted.  (Attachment B)

AUDIT REQUIREMENTS

Consultant contracts and agreements are subject to pre-award, interim, final, post and overhead audits or reviews by the External Audit section of the Division of Finance.  The audits or reviews shall be performed under Government Auditing Standards and applicable administrative and cost regulations.  Any partial invoices submitted for payment under these contracts and agreements are subject to review by the External Audit section of the Division of Finance.

Preaward review of contracts:  All engineering and specialized consultant contracts under this policy shall be reviewed before approval by the external audit section of the Division of Finance.  A copy of the proposed contract shall be sent to the External Audit section for review.

THIRD PARTY POLICY

This entire policy shall apply to all third party consultants.
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