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Subpart E—Cost Principles
(GENERAL PROVISIONS

§200.400 Policy guide.
§200.401 Application.
BASIC CONSIDERATIONS

§200.402 Composition of costs.

§200.403 Factors affecting allowability of costs.
§200.404 Reasonable costs.

§200.405 _Allocable costs.

§200.406 Applicable credits.

§200.407 Prior written approval (prior approval).
§200.408 Limitation on allowance of costs.
§200.409 Special considerations.

§200.410 Collection of unallowable costs.
§200.411 Adjustment of previously negotiated indirect (F&A) cost rates containing unallowable costs.
DIRECT AND INDIRECT (F&A) COSTS

§200.412 Classification of costs.

§200.413 Direci costs.

§200.414 Indirect (F&A) costs.

§200.415 Required.ceriifications.

SPECIAL CONSIDERATIONS FOR STATES, LOCAL GOVERNMENTS AND INDIAN TRIBES

§200.416 Cost allocation plans and indirect cost proposals.
§200.417 Interagency service.
SPECIAL CONSIDERATIONS FOR INSTITUTIONS OF HIGHER EDUEATION

§200.418 Costs incurred by states and local governments.
§200.419 Cost accounting standards and disclosure statement.
GENERAL PROVISIONS FOR SELECTED ITEMS OF COST §200.420 - §200.475
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Component of Costs

OMB Omni Circular Subpart E, §200.402 Composition of
costs.

Direct Costs
i ==

Indirect (F&A) Costs IE’

Credits

Total Costs
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What are Direct Costs?

§200.413 Direct costs (a) General. Direct costs are those
costs that can be identified specifically with a particular
final cost objective, such as a Federal award, or other
internally or externally funded activity, or that can be
directly assigned to such activities relatively easily with a
high degree of accuracy. Costs incurred for the same
purpose in like circumstances must be treated
consistently as either direct or indirect (F&A) costs. See
also §200.405 Allocable costs. Examples are:

= Direct Salaries

=  Administrative Salaries (if all conditions are met in
§200.413 (c)

= Supplies and Materials

= Travel
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What are Indirect (F&A) Cosis?

OMB Omni Circular, Subpart E, §200.414 Indirect (F&A) costs

= Indirect costs “Indirect costs are those that have been
incurred for common or joint objectives and cannot be
readily identified with a particular final cost objective...”

= Two broad categories - “Facilities” and “Administration.

= Facilities - depreciation on buildings, equipment and
capital improvement, interest on debt associated with
certain buildings, equipment and capital
iImprovements, and operations and maintenance
expenses.

=  Administration - general administration and general
expenses not listed specifically under one of the
subcategories of “Facilities” including cross allocations
from other pools.
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What are Credits?

Recelpt or negative expenditure type
fransactions, which offset or reduce
expense items that are allocable to
grants or contracts as direct or indirect

COSTS.

Examples include:

« Purchase discounts, refunds, rebates or

allowances el .
« Sales of scrap or incidental services

» Adjustments of overpayments or erroneous
charges




COST PRINCIPLES




Cost Principles

To be chargeable to a Federal grant/contract, indirect

Ccosts must be:

Reasonable

Allowable

Allocable




R
To Be Allowable

»Be reasonable and allocable

=Conform fo any limitations or exclusions set forth
INn the cost principles or the award

=Be consistent with policies and procedures
afforded all activities of the organization

»Be accorded consistent freatment
sBe determined in accordance with GAAP
*Be adequately documented




OMB Omni Circular, Subpart E, §200.420 Considerations fe
selected items of cost.

Are Costs Allowable?

Estaklishes principles for determining allowahikty of costs
Examplessof costs expressly unallowable;

= §200.423
= §200.426
= §200.428
= §200.434
= §200.435

proceedings

= §200.438
§200441

Alcoholic beverages.
Bad debts.
Collections.of improper payments.
Contributiops and donations.

Defense“and prose

ntertainment costs.
Fines, penalties, damages and o

tion of criminal and civil
aims, appeals anchpatent infringements.

qer settlements.

§200.442 Fund raising and investment manage

aent (unless

prior written approval from the Federal awarding agency

77—
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Are Costs Allocable?

= A cost is allocable to a Federal award if it is
treated consistently with other costs incurred for
the same purpose in like circumstances and if it:

=|s iIncurred specifically for the award

sBenefits the award and other work and can
be distributed based on benefiis received, or

=|s necessary for the overall operation of the
organization, although a direct relationship to
a particular cost objective cannot be shown

=Shiffing of costs between awards to overcome
funding deficiencies is not allowed




e
Are Costs Allocable?

=A cost is allocable to a particular cost
objective (grant) in accordance with the
relative

s AN allocable cost benefits a cost
objective -- either directly, or indirectly.

Examples: Housing Counselors salaries (direct),
occupangy costs (direct or indirect), Accounting
supplies (indirect)

(continued)
T
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Is the Cost Reasonable?

“A cost is reasonable if, in its nature or
amount, does not exceed that which would
be incurred by a prudent person under the
circumstances prevailing at the time the
decision was made to incur the costs.”

Some considerations might be:
-Effect on Federal program dollars
- Prudence under the circumstances
- Deviations from established practices
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INDIRECT COST RATE




What is an Indirect Cost Rate?

* An indirect cost rate is simply a device for determining
fairly and conveniently within the boundaries of sound
administrative principles, what proportion of indirect
cost each program should bear. An indirect cost rate
Is the ratio between the total indirect expenses and
some direct cost base.

* |ndirect cost rates are for a specific period

Pool

Base

= Rate




-
Computing a Indirect Cost Rate

Example
Indirect Cost Pool = S 10,000

Distribution Base = S$100,000

(Salaries & Benefits)

Indirect Cost Rate = 10%




Types of Indirect Costs Rates
-

Billing Rate Rate stated in the award to allow
recovery of indirect costs until an indirect
cost proposal is completed and
submitted.

Provisional rate Temporary indirect cost rate used for
funding, interim reimbursement, and
reporting indirect costs on awards

Final rate Based on the actual costs and not subject
to adjustment.

Predetermined Rate Negotiated rate for a specified time
period not subject to adjustment.

Fixed Rates with carry- Permanent rate used for budgeting,

forward obligations, and payment of funds by

awarding agencies based on actual costs
adjusted for the difference between fixed
and actual for any over or under
recovery. Not common to nonprofits




Indirect Cost Allocation Basis
Most Common Allocation Basis:

1. Direct salaries and wages including (or
excluding) all fringe benefits.

2. Direct salaries and wages including vacation,
noliday, sick pay, and other paid albsences but
excluding all other fringe benetfits.

3.  Modified total direct costs (“MTDC") consistin
of salaries and wages, fringe benefits, materials
and supplies, services, travel, and sub-awards
up to $25,000 each or all sub-awards.

Selection of allocation method should _ -
be based upon the commonality of

costs to all cost objectives and is
subject to negotiations by agency.




Indirect Cost Rate Calculation/Distribution Using "Total Direct Salaries"
as the Allocation Base

All Other
Total Unallowable | Indirect Total Funding
Costs Costs Costs Direct VETS Sources
A=(B+C+D) B C D=E+F E F
Salaries $589,000 $70,000f $519,000 $219,000 $300,000
Benefits $176,700 $21,000 / $15§/,?@/ $65,700 $90,000
Other Costs $171,000 $10,000 $59,090’ $102:000 | $40,00 $62,000
Total = $936,700 * $10,000 00 $324,700 a $452,000
Indirect Costs $150,000 " $63,295 b '$86,705
Total Direct Salaries  $519,000
Indirect Rate 28.9%
Total Costs per Cost Center $387,995 a+b $538,705




Indirect Cost Rate Calculation/Distribution Using " Total Direct Costs"
as the Allocation Base

|

All Other

Total Unallowable | Indirect Total Funding

Costs Costs Costs Direct VETS Sources

A=(B+C+D) B C D=E+F E F
Salaries $589,000 $70,000f $519,000 $219,000 $300,000
Benefits $176,700 $21,000f $155,700 $65,700 $90,000
Other Costs $171,000 $10,000f $59,000f $102,000 $40,000 $62,000
Total = $936,700 * $10,000| $150,000{ ~$776,700

$324,700 a $452,000

Indirect Costs $150,000 *$62,708 b $87,292
Total Direct Costs $776,700

Indirect Rate 19.3%

Total Costs per Cost Center $387,408 atb $539,292

..




Methods to Compute Indirect Cost

Rates
Three basic methods:

- Simplified,

- Multiple Rate, and

- Direct Allocation methods (Cost
Allocation Plans)
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Simplified Method

Used when major functions equally benefit
organization

Rent Expense

activities 0N © |

Indirect Cost

_— Pool

A ——/ / \ ___\(
L Grant B Grant




Simplified Method

Single Rate

Computation:

Total Indirect Costs (Pool)
= Indirect Cost Rate
Total Direct Costs (Base)

(continued)
a7




[ STEP 1 - Do Statement... | Federal Programs Non-Federal
Less Dwect
Exchussons and “Modified™ Total
. Total Federad Other Federal Total Non-Federal
Budget Category Totad Costs ncerect Indirect Costs (3 Direct Costs Dept. of Labor
UraSiowable mi MTDCs) oo upp— S— Eage—
Costs
A= BeC+D 8 [ D = E«F [ 3 F
Salanes $1.274,000 $373.250| $540. 750 sTes TS0 $515,000 $251. 75 $174.000
Fringe Benefits (30.73%) 403,746 114 o8t 289 000 235.3%¢ 158 242 77 354 53.464
Total Per | Costs 1717 748 m.s:nl 1223 80) 1,002 3s€] 673242 329 104 227 acs|
Consultant Services 26,000 14,000 12,000 10.300 10,300 1.700
Seaft Travel 54,000 20.000| T4 000 €7 300 43 600 23,700 6,700
Bad Debts 10,000 $10,000 "
Oftice Rent 170,000 170.000|
Comsumable Supplies 161,000 11,000 150.000 22 50 15,000 7.5%00 127.500
Subcontracts 175.000 107 000 @) €8 00C 10.200 8.200 2000 57.800
| Purchase. Lease of Equepment 82,000 22 100 @) 49_900
Telephone 109,400 55.000| 52 200 8200 6200 2000 46,200
1,800 1800 (1)
@ and Repr 48,000 11,000 37.000 3. so0 3.500 2000 31,500
and B =1 42,000 42.000|
| Postage and Delivery 34.000 S.100 28 30C 4 300 2.300 2. 000 24,0600
Depreciation 28.800 8 800 20 000 3 000 2.000 1.000 17.000|
Emergency Assistance ~4.000 54 000 @
Traéning Materials 82,000 82 000 12300 10,000 2300 63,700
| Participant Support Costs 184 000 184 000 i2)
Total Non-Personnel Costs $1.302.000 $378.900 $396_ 800 $52€.300 $143.600] $101.100 $42 500 $382 700
TOTAL P BMRIAIAE O 3378200 3884134 il 119) Ar14242 8371604 _m
indirect Cost Rate Calculation® Distribution of Indirect Costs =) - (S
Totad
a - ah
|mawect Costs 884,736 Metthod A 18] Allocation Base 1.002 346 673242 329104 227 Aca 1.229.8170
Method A - Total Derect Salaries &
| Bonefits 1zze810| Times Indirect Rate 71 5a%! 71.94% 71 548% 71.594%
indsrect Rate 7T1.94%| m‘ Allocable Share of ICs sma m‘& grn s:q«g
|nawrect Costs s884.730 Method 8 _(8) Allocation Base 1,145 5a0) $TT4 342 S3IT1.604 610,164 1. 7581y
Mothod 8 - MTOCs sLTSe 10| Times incirect Rate 50 38°%. 50.38% S0 38% S0.38%
inderect Rate S0._38%, Eguals Allocatie Share of ICs $577.333] $390.117 $187 216 3307 403
Difference between A& B S$143 768 $45 545
h;:zﬁ-ﬂ.‘-mmd!-ﬁmn!w.m. ) For he pur only. Other Slocation as =

o x:o:::::m;w-usnoumuma-mmun-(m onssme. and and | ot costs. C ocom(ué-minued)

(4) Must reconcile to the Financial Statements.
(5) Is the result of muttplying the indirect rate times the allocation base for each cost center Note: The costs included in this exhibit are for ilustrative purposes only.

Ii- |




Multiple Rate Method

Rent Expense

e, [ et o e e
| - _// ‘ _\ —
l Grant A | Grant B Grant j




Multiple Rate Method

Fringe Benefit Rate Computation:
Total Fringe Benefits (Pool)

— Fringe Benefit Rate
Total Labor (Direct & Indirect)
less Fringe Benefits (Base)

Indirect Cost Rate Computation:
Total Overhead and G&A Costs (Pool)
— Indirect Cost Rate

Total Direct Costs (Base)

(continued)
30




Direct Allocation Method

Used when organization treats all costs as direct costs
except general administration and expenses.

Ve ||nis the

00 ion
hairect po© Rent Expense
of ren ce a5 O

proe ol e

lk Pool

—_—

=S o S
| Indirect Cost |




VTR - DML s g erpepa e e =
1 - Do Statement... Federal Programs Non-Federal Programs
Less: Direct
Exchrsions and . - . Total Mon= -
Imdiirect Costs| Modified Total Diresct Total Federal Dept. of Private e
Budget Category Total Costs Indirect Dept. of Labor Dept. of HHS . Federal [Fusred-rasi sing
[T (e 1] Costs (MTDCs) Programs Eciuscation Programs Foundaton
Costs
A= BaCeD L] c D= EsF E F
Salaries $1.394000 T2 B840, 750 STo8, TS0 1184 T $183,250 S204.TH0 $174.000 F168L000 $6.000
Fringe Benefits (30.7I%) 403, 746 114,686 0&40 235,506 122 522 50,161 62,913 51 dfd 51,820 1,844
Total Personnel Costs 1LTIT T48 AET 938 i B0 1,003 346 5772 213,411 26T B8 ZIT an4 219,830 T B44)
Consuliant Services 28,000 14,000 12,000 10,308 T, 000 3,300 1,700/ 1,708
Sanfl Travel 84,000 20,000/ 74,000 67,300 8,900 12,608 28,600 L&, L
Bad Dobrie 10,000 10,000 (1)
Office Rent 170000 32 000 138.000 113,200 A w00 27600 38.700 24800 2000 2,800
Consumable Supplies 161,000 11,000 150,000 132,000 000 43,500 52.500 18,000 18000
Subcomracts ATS000 Wrome ) B4,000 50,000 50,000 18,000 18,000
Purchase, Lease of Equipment B2 000 2100 (3 10,700 48,200 39,900 16,700 B.400 14,800 9,300 9,300
Telephone 108,400 18,600 80,800 73,600 30,500 15,408 27 300 1T 208 13,608 3,600/
Endertainment 1800 1,800 (1)
Printing and Reproductien 45800 11,000 34,800 2,100/ 11,800 4,800 15,500 2100 1,900 8OO
urance and Banding 41,800 B.400) 33400 0300 LA 8709 11,400 4300 4,700
Postage and Dalivery FE.500 5.100) 30400 24,500 12900 4.900 T.500 5.900/ 2400 38004
IDIpr-dlﬁm 28,700 BBOD 20,900 20,000 10.00:0 10,0000 200 200
Emergency Assistance 54000 54000 ()
Training Materials B2 000 B2, 000 TE,300 361040 40,200 5. Tod/ 5.Tod
Participant Support Costs 184,000 184,000 (3
Total Non-Personnel Costs 1,302,000 178900 139,600 TB1.500 S50, 400) 244 T 138,900 8T 800 114,100 104,400 10,700
2187 [} 378 800 L S2013.310 J1 870 748 Jresery a1l S5 403 S 1id arg §18 544
STEP 2 - Rate Calculation... | | STEP 3 - Distribution to the Cost Centers |
| mdirect Cost Rate Cakculation Distribution of indirect Costs (s -
Total
2 =]
mdeect Cosls SEIT 5340 Mettod A (0]  Allgcation Base 1.0032 348 s.a2T2 213,411 T 803 IIT A4 21980 T.h44 1.279.890]
IM- Todal Direct Salaries &
Benefits 1229810 Jimes Incerect Rate S1.00%| S1L0Y% 51.00% 51.00% S1.00%] S1.00% 51.03%
lreddiresct Rabe 51.03%) Equals Share of ICs 5511, 468 205 o0 5108897 £136, 581 5116088 112,088 £4 003 27 536
imcireci Costs SEZT A3 Method B () Allocation Base 1,670,748 §TE8 872 $348.311 555 463 342 Si4 $324.008 S18 844 2813, 30
| Mo B - MTDCs 2013310 Times inclarect Rate I AT AT I1TH ILIATH I 1T%] IITH IATH
Inedlirect Rate AT Equais Adioc atde Share of ICs ] !mml §100,99% §5.780 o
Difference beteeen A & B (48] 49.209) 2T 240 19 1338554} i 38,293 | #1071 {81,777 ,-l
(1) and [2} - Refer o notes of Exhibit E for explanafions 8} For example purposes only. Other allocation methods may be proposed as long as it provides
[3) This column must be split to show multiple raie structures [(G&A, onsite, and equitable and rational distrimstion of indirect cosis Contact DCD for more details
offsite, if applicable.
(4] Must reconcile to ihe Financial Stxiements.
% is the resuli of mulliphying the indirect rale Bmes ihe allocation base for sach cost center Mote: The cosis mllﬂﬂnmﬂllﬂﬁtm'ﬁm.wwlm (ConTinued)
TIT 1




Common Indirect Cost Problems

 INnadequate fimekeeping systems (Personnel
Activity Reports)

 Inconsistent freatment and specific identification
of costs

 Failure to exclude costs of "Unallowable
Activities”

« Failure to offset credits

. Unacceptable indirect cost allocation base

- Failure to exclude expressly unallowable costs

- Failure to eliminate or value inter-organizational
transfers and related-party fransactions

- Budget limitations unsupported
33




COST ALLOCATION PLAN




What is a Cost Allocation Plan?

A document that identifies and explains,
the distribution of allowable direct and
Indirect costs, and declares the
allocation methods used for distribution.
=N )




Cost Allocation vs Cost Reimbursement
TWO SEPARATE CONCEPTS

= Cost allocation is the = Cost reimbursement is the
measurement of allowable process where Federal dollars
costs that are then allocated are used 1o reimburse

based on benefits received
by each program/agency.

grantee organizations for
allowable costs.

= The cost principles provide
the guidance for de’rerminin? = Use grant language/cost
a Federal program’s share o limitafions and legislafive
both direct and indirect constraints as guidelines in
COSts. Thev have no CIUThOI’lTV the pgymenf Process.
over the actual payment of
the costs. The payment is
governed by the terms of the
grant document or the
leqislation authorizing the s

N
program. Y~

W




Methods of Computation
Any method of distribution can be used if it results in an equitable distribution of costs
based on
Simplified Multiple Allocation Direct Allocation
_ = All programs do = All costs are charged
Federgdl r not benefit to the directly to programs
ehelfelNe e same degree to except for general
not material = Preferred method administration
= Organization fogj;?;?ﬁleonﬁd = Preferred method
hgs only @ | ggencies used by a majority of
single fUNGHIBAN | irect COSToS nonprofit
= All programs ~ pooled and organizations
benefit from g!loc?’redf’ro = Various bases are
gAY Irect Cos selected to "directly
Nt cost objectives based allocate’” costs to
to about the  on various orograms (for
same degree disiribution bases example, space
allocated based on
square footage
occupied)




e
Allocation versus Classification

= Allocation involves assigning costs to the
benefiting objective(s) equitably. This
process is covered by Subpart E.

=Classification of costs involves placing costs
INfo some category such as administration,
program, or some other category as
prescribed by statute.




R
Direct vs. Indirect Costs

=*The decision to freat a cost as either o
direct cost or an indirect costs depends
upon the freatment of that cost within
the grantee's accounting system.

=Cost Policy Statements (CPS) provide
documentation on how the grantee
freats costs within the accounting system.




IMPLEMENTING THE 10% DE MINIMIS
RATE




Criteria for Electing 10% MTDC Rate

§200.414 (f) - Any non-Federal entity (except
as described in Appendix VIl of Omni
Circular) may elect to charge a de minimis
rate of 10% of modified total direct costs
(MTDC)
=Never received a negotiated indirect cost rate
=Rate must be used indefinitely

= Must comply with §200.403 Factors affecting
allowability of costs

=Once elected must be used consistently for all
Federal awards until such time as a non-Federal
entity chooses to negoftiate for a rate




OHC'’s Implementation of 10% Rate

=Establish subbmission requirements for electing
the rate

=»Require grantee to certify to compliance with
OMB Omni, Subpart D, 8200.302 Financial
management which includes having an
adequate accounting system

=Obtain the required certifications pursuant to
Subpart E, §200.415 Required certitications

* Modify financial and administrative review
procedures to include the rate computation

= Train HUD staff on how to review indirect cost
rate subbmissions




Submission Requirements i

=Statement of Employee Benefits

="Indirect Cost Rate Proposal(s) reconciled with
the financial reports, audit report or budget

= A completed Certificate of Indirect Costs
(must be signed and dated!)

= A listing of grants and conftracts showing
source, amounts, and relevant dates




Submission Requirements £\

§200.415 Required certifications (See
Appendices lll through VII, and Appendix IX.)

=Certification of cost allocation plan or
indirect (F&A) cost rate proposal. Each
cost allocation plan or indirect (F&A) cost
rafe proposal must comply with the
following:

=Must be signed on behalf of the non-
~ederal entity by an individual at-a level
Nno lower than vice president or chief
financial officer of the non-Federal entity
that sulomits the proposal.

=Extensions of fime may be grantec

(continued)
T




Indirect Cost Rate Checklist

Indirect Cost Proposal Checklist'
Non-Profits and Commercial Organizations

1. Submit once unless changes are observed:

la. Organizational chart,
1b. Employee time sheet sample, providing for distribution of hours to direct/indirect functions.
lc. Signed Cost Policy Statement.

> B An indirect cost rate proposal(s) providing the following:

2a. Personnel Costs Worksheet. including fringe benefits breakdown.

2b. Allocation of Personnel Worksheet, providing indirect/direct time charges.

2c. Fringe Benefits Worksheet,

2d. Statement of Total Costs, supporting the indirect and direct costs incurred by expense category,
identified by Federal agency, specific government grant, contract, and other pon-government
activities.

2e. Statement of Indirect Costs. including indirect cost pool(s). allocation base(s). and indirect cost
rate(s) proposed.

3 Audited financial statements, if available. If audited financial statements are not available, IRS Form
990 (non-profits) or compilation/review financial statements (for-profits) for the final rate proposal
Approved budget for provisional proposal, if needed. OMB A-133 supplemental information, if available.
Note: The Statement of Total Costs (2d. above) must reconcile to Financial Statements. If not, please
provide a reconciliation statement.

& Certification that the indirect cost rate proposal is:

4a. prepared in a manner consistent with the applicable cost principles set forth in OMB A-122 for
non-profits, or the Federal Acquisition Regulations (Part 31) for commercial organizations.
4b. in compliance with the lobbving requirements of OMB Circular A-122 (Attachment B, paragraph
25) for non-profit organizations.
The certifications should be signed by the President/Executive Director, or Comptroller/ CFO.
3

- A listing of grants and contracts by Federal agency, subagency, program office funding source, award
amount, period of performance. and the indirect cost (overhead) limitations (if any) applicable to each, such
as, ceiling rates or amounts restricted by administrative or statutory regulations. applicable to the perniod(s)
of the proposal(s). This listing must be supported with copies of the approved federal grants or contracts
notification awards (1™ page).

Note: For organizations receiving funding from DOL’s Employment and Training Administration (ETA), please
ensure that the proposed individual compensation (salary and bonus) complies with the salary limitations
established in ETA’s TEGL 5-06. This document can be accessed in ETA’s website:
http:-//wdr.doleta.gov/directives/attach/TEGIL /TEGI 05-06 pdf. The Office of Job Corps has similar salary
limitations. Two additional proposal worksheets (see 2b. and 2d above) may be needed to show ETA and/or Job
Corps mates reflecting unallowable compensation and prorated amounts. If you have any questions, contact DCD.




e
De Minimus 10% Rate Common

Question

Question

“What do we do if some grants/contracts do not provide
for any indirect costs or provide for indirect cost rates that
are lower than those established, provisional or final?

Answer

All indirect costs, using the approved rate, must be
allocated to all grants/contracts regardless of any
restrictions or funding limitations. Any allocable indirect
costs that exceed any administrative or statutory
restrictions on a specific Federal grant/confract may not
be shiffed to other Federal grants/contracts, unless
specifically authorized by legislation. Non-Federal revenue
sources must be used to pay for these unrecovered costs.




Questions

Please forward any questions to

housing.counseling@hud.gov with
Indirect Rates and Cost Allocation Plans
in Subject line
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