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PREFACE

This guide has been developed to help nonprofit organizatiom­
and comr<tcts with the United States Agency for International r
the process for determining and reimbursing indire::t costs une

The Office of Management and Budget (OMB) Circular A-12:
Organizations" provides the cost principles that govern direc
nonprofit organizations. This circular defmes indirect cost as
common Qr joint objectives and cannot be readily identified wit
It also defmes a nonprofit organization as any corporation, t!

other organization which (l) is operated primarily for scientifir
or similar purposes in the public interest; (2) is not organized

. its net proceeds to maintain, improve, and/or expand its oper~

-- Provided within this guide are illustrative examples of vari~

which should not be viewed as required formats by Uf
structure chosen by an organization depends on spec

_organization.

t}
~:-t_~~__. _. __ . ._._.. ._

;

. ,

This guide was developed by Steven Tashjian and James Deery of the
Suppon Division, Office of Overhead/Special Costs arui Contra~

iii

: have assistance instruments
opment (US.AJ:D) understand
JS.AJ:D awards/contracts.

:ost Principles for Nonprofit
d indirect cost applicable to
e that have been incurred for
1articular final cost objective.
association, cOClperative, or

:ucational, service, charitable
-mily for profit; and (3) uses
15.

indirect cost rate structures
J. The indirec:t cost rate

factors appli~lble to the

"-"_ _. --_.cOo "',

~ of Procurement, Procurement
Jseout Branch of USAID.
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Definitions

For pUI-po~es of this guide, the following definitions are provided:

Administnative Expenses

All di.rect Iand indirect costs associated with the management of an organization's programs.
Nonprofit iorganizations need to refer to their grant/cooperative agreement/contral:t terms and
conditions ifor the applicable definition of "Administrative Costs" and any related limitations.

Allocatio9 Base

The costs ~'hich are used as the denominator in the indirect cost rate calculation. These cost
represent ~n organization's choice as to what activity has the best causal beneficial relationship
with the inbirect cost pool. The base chosen should result in an equitable distribution of indirect
cost.

Cost ObjeCtive

A funCtiOn~;organizational subdivision, award, contract, or other work unit for whi.ch cost data
are desire and for which provision is made to accumulate and measure the cost of processes,

p~~:~ts, J. bs,~~i~~~ ..?~oJ~~!.J.ete~. _.:;.:;:.;,-~.~ .:.;~ __ .,' . "';:~.::'-::'::'~ .. ' ._:;~:"'. : ':. ~:
Dfr~ct-c"ok' . _..~;:: "';.- "c- ,... --- - . ~ ~ _. -.

!

Those costjs that can be specifically identified with a panicular [mal cost objective, Le., a
panicular ~ward, project, service,or other direct activity of an organization.

Final Costl Objective

A cost objective that has an allocation of both direct and indirect costs and, in the organization's
accumulation system, is one of the fmal accumulation points.

Final Rate

An indirec~ cost rate applicable to an accounting period (fiscal year) which is based on the
audited actual costs of the period. A final rate h, not subject ~:) adjl:s!..-nent.
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Indirect Cpst

Those cost that have been incurred for common or joint objectives and canner be readily
identified with a panicular final cost objective.

Indirect Cpst Pools

Groupings of costs identified with two or more cost objectives but not specifically ider.,tified with
any tmal cost objective.

Indirect Cpst Proposal

An organization's supporting documentation for the establishment of an indirect cost rate(s), so
it can be reimbursed it's indirect cost.

Indirect Cpst Rate

The ratio of total indirect cost to its allocations base" expressed as a percentage. The indirect
rate serves as the vehicle for reimbursement/funding of indirect cost.

Nonprofit Organization
i._.......

Any 'corpotation, trost, association, cooperative, or other organization which (1) is::operatdi:I'
primarily for scientific, educational, service, charitable or similar pUrposes in the public interest;
(2) is not organized primarily for profit; and (3) uses its net proceeds to maintain, improve,
and/or expand its operations. .

Provisional Rate

A temporary indirect cost rate applicable to a specified period which is used for funding, interim
reimburseIl1lent, and reporting indirect costs on awards pending the establishment of:a final rate
for the period.

~ .: '~.-"'~
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SECTION II

A. Indirect Cost Rates

An organization's cost that are identified with two or more cost objectives but do not
directly beneifit anyone final cost objective are termed indirect cost. These cost are budgeted,
billed and ac¢ounted for via an indirect cost rate or rates. This rate is developed by determining
what·direct cost have a casual beneficial relationship with the indirect cost. This relationship
furnishes the basis for developing an indirect rate. The cost which are determined to drive the
indirect cost represent the allocation base. The base selected must result in an equitable
distribution of indirect cost. The indirect cost rate is derived by determining the ratio of indirect
cost to the allocation base cost. There are many different specific indirect cost rate
methodologies available to determine an organization's indirect cost rate(s). These: specific
indirect cost rate structures are explained further in Part B of this section.

A variety of indirect cost rate types are available, which are described as follows:

ProyisionaJ Rate

A provisional rate is a temporary rate for an established period of time to facilitate budgeting
and billing of indirect cost until a final rate can be established. These provisional rates are
adjusted after the incurred cost for the period are known ~d a fmal rate has been est!lblished.

Final Rate

A fInal indirect cost rate is established after the cost incurred for an established period are
known and the amount of allowable cost applicable to Federal awards is determined. A flnal
rate is not subject to adjustment once established. Final rates are used to adjust raWs which
were awarded on a provisional basis. Often, a final rate is used as the basis for estab:lishing a
provisional rate for the next accoUDting period, after it has been adjusted for known differences
in cost levels.

Predetermined Rate

A permanent indirect cost rate is <:. rate assi;ned fo:- c:L sp\..-.:ific fJcriud vf i.L""7le WhlC:J is lJO!.

subject to adjustment. A predetermined rate is used only when there is substantial assurance that
the predetennined rate will not exceed the actual rate incurred for the applicable period.

1



Fixed Rate with Ca;;-:-For-N3rd Provision

A fIxed rate with a ca..."7Y-forward provision is similar to a predete:-mined rate, exce:Jt that the
difference be!:V/een the est:ma!ed cOSt used to l;:s.ablish the fued predetermined rate and the
actual cbst for the period is "carried fonvard or as an adjusu::ne:lt tc the rate computation for a:
future ye:rr(s) .

Selection of Rate Tvpe

USAID ',prefers the use of the provisionallfmal rate indirect costing system for nonprofit
organiz3itions for a variety of reasons. Primarily, it necessitates an accounting system which can
generate! current accurate cost data. This ability helps both the nonprofit organization and
USAIDmake informed budgeting and funding decisions. Second. indirect cost are properly
funded ijl the fiscal year incurred. Thus. there are no prior year "carry forward" adjustments
to be ~de in furore years due to a difference between a negotiated predetennined rate and the
actual rate incurred for the period. which can effect currem and out-year fund:lng. Finally, it
allows fOr an adjustment of indirect coSt at year end to account for the differeIlCe bet\Veen the
provisi04aI rate and the actual rate incurred so a significant COst discrepancy doe~; not exist when
the award is being closed out. _

B. Determination of Indirect Cost Rate Structure

ne Governing principles for nonprofit organizatioDS regarding indirect costs are
prescn'b~ in the OMB Circular A-l22, "Cost Principles for Nonprofit Organizations.· This

;s~~b~i~~:r~~&~~~:r::p==_:est:=e:~~~~:~ves. These
:.tlW-:L__ ...l.t ;: ,-' ...... ...J .. ',: ~. . - - _.

SimpIifieg Allocation Method

When an organization's functions all benefit from indirect cost in the same degree or there is
only one major function, a simplified allocation method generally results III an equitable
distribution of indirect cost. In this scenario an organization would arrive at its indirect cost rate
by separating the total cost for the period into direct and indirect cost and dividing the total

.. allowable indirect costs by an equitable distn'bution base. Thus, this rate, e:xpressed as a
.' -.,p~rcenta.ge·, representS the relationship of the indirect cost to the chosen allocatiCln base.

.Care must be taken when choosing the allocation base to ensure it accurately represents the best
relations~p between indirect cost and the base available. Two examples of alloc.ation bases are
total direch cost (excluding capital expenditure and other distorting items, such as major
subcontraqts or subgrams) and direct labor COST.

Except wh~re a special rate is required as explained below, the rate(s) developed m.ust be applied
to all awarlds of the organization..
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An ex::.m.ple of 6e process involve:' when developing indire::: r:ites unde: t.1e Si.."!lplir"ied
Allocation Method is provided in Section N of this guide.

For more specifics regar:iing this rate metb.odology, see tb.e O?vIB Circular A-I:2, Se::tion D .2.

Multiwle Allocation Base Method

When an organj"'''ltion has more than one maior: function and these functions do not all benefit
from ipdire::t COS! in the same degree, the multiple allocation base method shDuld be utilized.
Under this method, the indirect coS! need to be accumulated intO homogenous cost groups, which
will be, allocated to the benefiting functions by means of a base which best measures the relative
benefits. The number of separate groupings should be minimized and based oc. the materiality
of the tost involved and the degree of accuracy required. An indirect coS! rat:: will need to be
developed for each individual COSt grouping. The indirect COsts are then aIlocatl:d to each award
and other direct activities included in the allocation base via the indirect cost I'ate(s).

In accordance with the OMB Circular A-I22, Section D.l.c., "the determination of what
constimtes an organization's major functions will depend on its ptL.'1'0se in being; the types of
services it renders to the public, its clients, and its membe~ and the amount of effon it devotes
to such activities as fund raising, public information and membership activities,."

Tne criteria required to justify the use of the multiple allocation base plethod raI'I:ly exists within
·-:USAlD awarding/contracting environment. AccordingIy, 'wehavenot included an~le of

the process involved when developing indirect rates under the Multiple Allocation BaSi:'Method
e:~~T Howevu~; an example:.of:tbiS method is -available :in-Lhe Depariment otaealth·ii:Ufliumm..

Services publication:.:OASMB~5,-emitled• A-.Ouide forNonprofit-btiaDizanoDs.;' ----..:-

For more specifics regarding this rate methodology, see the OMB CircularA-122,-Seetion D.3.

Direct Allocation Method

. The dir=ct allocation method is appropriate when an organization wishes' to treat all cost as direct
except for general administration and general expenses. These organizations ge:aerally separate

.~ their CO$tS intO three basic categories; (i) general admjnistration and general eXj?ense, (li) fund
raising~ i~d (iii) other direct functions. Joint costs, such as depreciation. rental (:C?sts, operation
and maintenance of facilities, telephone expense, and the like are prorated individually as direct
costs to each category and to each award or other activity using a base most appropriate to the
particular cost being prorated. Each joint cost is then distributed based on an equitable
allocation base. The bases chosen must accurately measure the benefits provided to each award
ur activiry and be b:is~c. ur: reasu!"Atle criteria and CU17ent datz... Examples of allocation base~

for common joint cost are listed in Exhibit E of Section IV. The allocation method for the single
indirect cost rate is the same as the simplified allocation method, except that the indirect cost
consist exclusively of general adminisL.a.tion and general expenses. .
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An ex::.mple of L.1.~ process involve::: whe:l develcpir.g inc:ire:::r rates unde: the Direc: .AJlocation
lYfethod is provided in S~c:ion IV" of this g'..lide.

For more specifics regarding this rate memodology, see the o!vm Circular A-I::, Section D.4.

Special lndirect Cost Rates

Generally, the use of the other three allocation rr:.ethods described above result in an equitable
distribution of indirect cost to [mal cost objectives. However, in some instmces, a single
indirect cost rate for all activities or for each major function of an organization may not be
appropriate, as it does not take intO account distorting factors which may substantially affe=r the
allocation of indirect cost. This scenario generally occurs when an activity pe::formed by the
organization is materially different then its normal line of business and thus generates a
significantly differem amount of indirect cost. In these cases, provisions should be made to have
the cost accumulated in a separate indirect cost pool and allocated on a more equitable basis.
The use of this rate methodology is only w.arranted when it is determined that l:he rate differs
significantly from that which would have been obtained under the other metho~; available and
the volume of work to which the rate would apply is material.

An example of the process involved When deveroping indirect rates under the S:pecial Indirect
COst RateS method, is provided in Section f\l of this guide.

For more specifics regarding the use of the special indirect rate methodology, see the OMB
Circular A-I22, Section D.S. ....

. ::.... ~ r . ~- - .
<...-::..~~S~~~n_![!Ute Methodologv .

f"q:;' rt .... ,.._·_;:.· ~.-.' .. ' ... ' t~·· -, :.•

.-- The'cnoice""of the appropriate rate methodology for an organization requires careful consideration
and review of such factors as the: (i) sophistication of the accounting system in place, (li) degree
of precision desired/needed, (iii) amount of funding involved (materiality), (iv) COst of degree
of accuracy desired verse benefits received, (v) number of awards involved, (vi) number of
employees, and (vii) availability of dara required (hours of machine use, square foorage,
transactions processed, etc.). These factors need to be evaluated with the intent ,:>f employing
a rate methodology that equitably distributes indirect cost to final cost objective:s. The goal
should be to use a rate methodology which results in an equitable distribution of indirect cost
(i. e., no material inequities exist) without being overly cumbersome or costly. As a organization
becomes more sophisticated by expanding into new areas of business, so should the level of
accounting data required.

4



Gene!"flI Information

For purposes of calculati..."1g the allowable incir~::t cost rate(s) for U.S. awards, all unallowab.
cost must be excluded from the total indirect cost pool before dividing by the aUocation base to

arrive at the resulting indirect rate. unallowable cost are identified in Section B of the O~!B

Circular A-122. Examples of unallowable COSt are bad debt expense, entertainm~ntcost, U:terest
expense. and losses on Fede:-al or non-Fede:al awards. Howeve:-, all cost which normally would
be in the allocation base re:nain in the allocation base whe~erdeeme~ allowable:: or unallowable
by the r:1ter..a in the OM.B Circular A-I22, so that they bear their pro ~ta share of indirect cost.

The base period used for the development of the indirect cost rate should be the same as the
organi4Ition's flScal year.

c. Changing an Indirect Rate Structure

?rior approval from the Office of Procuremen~ Procurement Support Division, Office
of Overhead/Special Costs and Contract Closeout Branch (OCC) of USAID must be obtained
before an organization can change the way it allocates cost. Once an organizalion bas awards
and coIiJ,tI'aCtS with USAID, based on an accepted established indirect cost rate stI'UCtUI'e,

. agreement has been reached on how cost are to be allocated to awards/contract.!;. Accord!n~ly,

.. any moc1ification of the allocation methodology constitutes a change in these agre:~ents and thus.=~~ approval from USAID. Failure to· obtain appro~ may ~~;..~~; .~ost .,.~

• _ _ • ~- ~ •• . ~ .- .c- ,~.-

When am organjzati.on has determined that it wishes to change the way it aIlocate:s indirect co~
it needs to prepare a proposal supporting such a change and submit it to the OCC Branch. Such
a propo~al would need. to include the following:

1. A narrative explanation of the proposed change and why it is wa::!'3Jlted;

2. A cost impact analysis showing the impact of the new rate structUre on each
aWard. This analysis should use acmal data from the most compll:ted fISCal year
and compare the cost for each award. under the old and proposed rate strucmre.
The major cost elements (Le., direct labor, ODCs, subawards, materials, and
each indirect cost grouping) should be shown for each award, and .

3" An accurate description of how the composition of the indirect co~: pool and base
cost changed from the old rate structure to the proposed new rate structure, both
~ narrative :orm anj ::ost s:::h~dul~~ frJ:7!:..
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tipon re::eipt of such a proposal the cogni.:an! Cont:"J.ct Spe::i::llist wir..1in oce will evaluate the
proposal and coordinate dire::tly witb. an Orpni73,tion' s repre~enrative. Once a ::nurual agreemem
has beeb reached regarding the proposed c:-.ang~:, a revisec NICRA.. will be iSS'Jed refle::ting the
ac:::epted rate s~crure.

It is important to remember that approval is required before the change has tak::n place. Failure
to obtain prior approval can result in a disallowance of co'S!.

D.. Approval Process

Every organization intending to establish indire::t cost rates applicable: to Gove:mnem
awards and contracts must develop an indirect cost proposal. This indirect cost proposal forms
the bas~ for all negotiations regarding the applicable indirect cost fate(s). Guidelines for
prepariDJg an adequate indirect cost proposal are contained in Sections ill & TV' and Appendix
B of~ guide.

. Establi$ing an Initial Provisional Indirect Cost Rate{s) When no Previous Rate(s) Existed

AD. indirect cost proposal should be submitted once an organization has been notified of an award
thaI will I. allow for the reimbursement of indirect cOst via an iDdirect cost rate. Generally, this
proposal II should be submitted as soon as possible after award. This proposallihould be based
on acmal cost data adjusted for any known or expected deviations from historical experience.

'. ci:~~!t~y_~.p~~~ional ~~.9..~_-~~:. will be establishedbascdim-the indirct:t cOst proposal.
.~ once an organization has established an adequate indirect cost rate structUI'e approved by

USAID, its provisio~ rates are generally updated on a yearly basis. They can be updated
sooner when circUIIlStanCeS warrant it.

Modifving Provisional Indirect Cost Rates

'. At the completion of each fiscal year an organization should update it's provisional rate(s).
Typically, provisional indirect cost rates are based on the previous year's acmal rate experience.
However, often an organization is aware of significant deviations from histOril:al experience,
such as the awarding or closing of a grant. Such deviations should be incorporated into the
indirect c~st proposal to improve the accuracy of forecasted rates.

If at any ltime an organization feels it's current provisional indirect cOst rate(~;) is materially
misstated" (i.e. nc~ reflective of actual cost to be incurred for the period) it shDuld provide a
revised in~irect cost proposal to USAID so a more accurate provisional rate can be established.

6



Fin3.Iiz~ng Indirec: Cost Ra!es

Most nonprofit e:ltities are gove:ued t
Highe:' Lear:ling and Other Non-Profl.: :
orga.....j:buion to submit an audit pe~orm:
of its fls;:al year e:::J.d. (Tills tine fr.l:
issuanoe of the revised orvrn Cir;:~ar j­

an orginization to include a Schedule 0:

and itssupponing data will allow USAr
cost principles in OMB Cir;::rlar A-l2:
the reasonableness, allowabilirv and alll

"

Audit procedure

Once qompleted the A-133 audit is .
Manag¢ment (CAM) Branch of USAI
Inspector General (IG) if it wishes to p
audit. If the IG does not wish to perfc
review. Tills desk review will determ.
ensure the audit was performed in ac:

_ Once completed, the CAM Branch wi!
the Overhead/Special Costs and Conm
If the IG determines it wishes to perfor

, • t~~ the CAM Branch upon completion of .
•J! Under both scenarios, it is possible t:

.;:. __ .;.,: ..recommendatioDS covering various ~

.l.s!oq~SAID.~:. Final indirect cost rates can:
"':i ~~"indirect cost rates have been resolved.
., t-

o •

Approval of Indirect Cost Rates witt

Prime grantees and contractors are respt
and subcontractors under the prime's
principles that apply to the prime, flo¥

__ organization is not required to approve
0:" _::;.. does not allow reimbursement of indire.

E. o' Negotiated Indirect Cost I

Formal approval of provisiona.
Negotiated Indirect Cost Rate Agreem~

OCC and is to be signed by an authc
AIDAR 742.770, these indirect cost rat~

in Part ill of the N'1CRA...

: O:MB Cir;::.llar A-133, "Audits of Institutions of
ltions." This circular c'.l:-:entiy .e::;uires a nonDrof.' .
accorda...'1c: with the cir::wa.r Wir...Wl th.ir:ee:l montt.
expecte:: tq be reduce:: to c;""e months with the

.) Although not technically required. it is best for
:-ec:: Cost as pan of the A-133 audit. This sche::'ule
J.na.lize the organization's indirec: I:OS:: rate(s). The
1st PrineiiJles for NoI'!.orofit O:-s::a.nizations" ~overn. .. - -
.iry of specific cost elemenrs for n(:Jnprofit entities.

itted by the organization to the Contract Audit
'Jle CAM Branch will ask the USAID Office of
:n a Quality Control Review (QCR) of the subject
QCR. then the CAM Branch will perform a desk
hat audit recommendations require resolution and
2ce .with professional and governmem standards.
·'aId·the report along with its recommendations to
:Jseout (OCC) Branch who will finalize the rates.
!CR, it will forward the A-133 audit and the QCR
~CR. A copy will be furnished to OCC. However.
.: audits provided the OCC 0 'Brax:~ch •Ylill _ip.clude
requiring resolution from~ branches 'withi ----1

·.e 0 determined until alr reCoIImlendatiooS' effectinb
--. .. ~. ".. . .- ~ :"-:;':.£:~::'.;..~.: :::, _:.:;..

!l"antees and Subcontractors

: for approving indirect cost rates with subgranrees
~ral award/contract. However, the Federal cost
n to the subrecipients/subconr:ractlJrs. The prime
indirect cost rates when the subaward/subeontract
;to

Ae,areement (NICR~)

['mal indirect cost rates will be provided in a
:JCRA). This NICRA is signed by the Chief of
representative of the organizatio:l. Pursuant to
automatically incorporated into the awards shown
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Three copies of the ~lCRA.. will be provided to t..i.e organization. The organi.=.ation shoulc sizn
the original and the two copies of the ~lCR.A... re~g one copy and returning t::le orig:nal ~d
ooe:- copy as soen as possible to the ace B.-:L."1ch Chief. -

By execution, the signatoI}' to this l'l'1CR.A.., acting on behalf of the organization, assumes full
responsibility in assuring USAlD that: (1) to the best of hislher knowledge l'he accounting
information provided is complete and free from all inaccuracies; (2) the indirect costs claimed
have not been and will not be claimed as direct costs or vice versa; (3) that similar types of costs
have been accorded consistent treatment; (4) the incurred costs are legal and. allowable in
acc~rdance with the governing cost prlllcipies and other federal regulations; and (5) that the
information provided by the grantee/contractor which was used as the basis for acceptance of
the rate(s) agreed to herein is not subsequently found to be materially incomplete or inaccurate.

For contracts, grants, or cooperative agreements which incorporate these rates, the: organization
should take the necessary actions to adjust their invoices for the difference betwl:en the billed
and the indirect cost rates reflected in the NICRA... However, these negotiated rates shall not
change any monetarj ceiling, obligation, or specific COst allowance or disallowanc:: provided for
in each award between the parties.

For the negotiation of new awards with USAID Washington and overseas Missions, we advise
the organization to provide copies of the NICRA. and use the indirect cost rates S1:ated therein.
For the negotiation of new awards with other U.S.. Federal Government agencies, we encourage
the organization to provide copies of the NICRA and use the indirect cost rates stated therein.

Any change in the accounting system which affectS any comp_o~.of the incurred cost requires
prior approval from the acc Branch. Failure to obtain such approval may result in cost
disallowances. I

Each NIeRA. will include the following:

1) Identification of the indirect rate as either final or provisional;

2) The effective period for each rate(s);

3) The rate(s) itself expressed as a percentage;

4) Desc~ption of the allocation base for each rate;

5) A listing of the Contracts/Grants/Cooperative: Agreements effected by the :N1CR.~ and:

6) General terms and conditions.

An example of a N1CR.A. is included in Appendix A of this guide.
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F. A.pplication of Indirect Cost Rates

Tne amount of reimbursable indire:::: cost allowable on Fede:-al awards w:l1 be dete=:llne
by mUltiplying the approvec indire:::t cost rate(s) by the approved allocation base(s) of eac...
award. T.J.e approved indire:::: cost rare(s) and allocation base(s) will be defmed in the
Negoti'il-ted Indirect Cost Rate Agree:ne:lt (NICRA..). Howeve:, in those mrumces where a
Fede:a~ award has an indirect cOst rate ceiling, indirect cost will only be reimbursed up to the
amoun~ of the limitation cited in the award. Also, whenever the perfor:na1lc: of an award cove:s
multipl¢ fiscal years, the approved indirect cost rare(s) for each year(s) must be applied to the
allocatipn base cost incurred.

For an !il1ustration of these principles assume the following data:

Period.
01-01-93 to 12-31-93
01-01-94 to 12-31-94

Approved !Ddirect
Cost Rate

15%
10%

The approved allocation base is total direct cost and the grant period ofperfoI'!l1ance is 03-01-93
to 12-31-94.

T.ae to~ direct cost iDcmed for the program is 5500,000, inctmed by year as follows:
Incurre4 in 1993 $100,000

. Incurrc4 in 1994 S400,000 ..~

~Petennipation of Indirect -Cost";::.. ~ -
: <~" 1993 ~o$t of $100,000 x .15 = S15,000 "

1994 cOSt of $400,000 x .10 = 40.000
To~ Indirect Cost 555.000

~.....-
:.

.: ... -. ,,". ...... -- ~ .- ..

Now assume that the gram had a ceiling limitation on the indirect cost rate of 12 percent.
Assuming all other data is the same, the applil:able indirect costs would be determined as
follows:

Determination of Indirect Cost
1993 cost of 5100,000 x .12 = $12,000
1994 cOSt of $400,000 x .10 = 40.000

Total Indirect Cost $52.000

9



G. Limitations on Indirect Cost

Incirect cost limiutiorl.S are negotiated into some Fede:-al awards/contracts. In these
instances, mcire::t cost will be· reimbursed up to the amount of the limira.tior:s cited in the
awards/cornrrac!S. If the amount of indirect cost incurred are above the ceiling limitations in a
federal award/contract, the excess amount may not be shifted to other federal awards/contracts,
unless specifically author..zed by legislation.

H.. Disputes

In the unlikely event that the Office of Overhead/Special COsts and Conlnet 'Closeout
(OCC) Bqmch and the Grantee/Contractor are unable to reach a munw agre:cment on an
acceptable iindirect cost rate(s),. the oce branch will issue a unilateral determination of the
rate(s). ne OCC branch will notify the organization of such a determination ami advise what
right of appeals apply and the appropriate procedures to follow. The effected grants!COntracts
will include a disputes clause which outlines the procedures to be followed.

-_0 _
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SECTION ill

A. Sifbmission of Indirect Cost Proposal

All adequate indirect cost rate proposal form.s the basis for all negotiations regarding the
allowability and"allocability of indirect cost for Federal awards. Accordingly it is very important
that this proposal be prepared with care and in a timely fashion.

Required Documentation for an Adequate Indirect Cost Proposal

Following is a list of required information for an adequate indire::t cost rate proposal:

1. In~irect cost pool schedules detailing the cost by cost element for each indirl:c! cost rate,
in~luding identification of unallowable cost, .

2. Schedule of labor cost for all employees, identifying annual salary, title, and whether
they are charged dirlect or indirect,

3. Detailed breakdown of the allocation base by cost element for each indirect cost rate.

4. Narrative explanation of the allocation base used for each mdirec! cost rate:,

5. Reconciliation of the indirect cost and base cost used in the indirect rate calculation to
the Financial Statements, and Statement of Functional Expenses if available,

6. A listing of·all Federal awards and contracts identifying the following information:

a. Total cost incurred for the fiscal year
b. Period of performance
c. Identification of any indirect cost limitations/ceilings
d. Schedule of non-Federal awards as al reconciling item

7. For development of forecasted rates which differ from the actual rates for the most
completed flScal year, provide a narrative explanation of assumptions made to adjust
hi$torical cost, and

8. Explanation of any accounting system changes that occurred during the applicable period.

For an example of an adequate indirect cost rate proposal submissioli, see }...pp~uc.::.. ... jJ c: this
guide.

11



B. Due Dates for Indirect Cost Proposal

The due dates for the submission of indirect cost proposals depends on whether the
organization has an established indirect cost rate with the U. S. Government.

No Previous Rate Established

If an organization has yet to establish an indirect cos't rate(s) with the U.S. Govemment, it
should submit it' s indirect cost rate proposal to the Government no later than three months after
the.award dat~. This proposal will form the basis for the negotiation of a provisional. indirect
cost rate(s) to allow funding of indiiect costs under the award.

PreVious Rate(s) Has Been Established

An organization that has an established indirect cost rare(s) with the U.S. Government, must
submit it's indirect cost proposal within nine months of its fIScal year end (which is based on
the expected revised due date for the A-133 audit). This proposal should be based on historical
actual experience adjusted for known or expected significant deviations from actual experience.

Extension of Due Dates
.

If an organization believes it has extenuating circumstances which will prevent it from p:roviding
its indirect cos~ proposal on time, it 'should request an extension of the due date in writing from
the Office of Overhead/Special Cos! and Contract Closeout (OCC) Branch of USAID.

Where to submit
..

A copy of an organization's indirect cost proposal should be sent to:

James J. Deery, Branch Chief
M/OPIPS/OCC, Room No. 1433, SA-14
U. S. Agency for International Development
Washington, D.C. 20523-1417

Phone (703) 875-1101
FAX (703) 875-1027

Four copies of an organization's A-133 audit should be sent to:

. Stephen Kroll, Branch Chief
MlOP/PS/CAM, Room 1425, SA-14
U.S. Agency for International Development
Washington, D.C. 20523-1416

Phone (7P3) 875-1825
Fi\X q03) 875-1027

12



SECTION I

EX.~LES OF THE Th"DIRECT COST A:

In this s~ction, we have provided examples of three
Attachmept A, Section D of the OMB Circular A-122.
for the SiIinplified Allocation Method, the Direct Allocat
Rate. Method. Vv'e have not provided an example of
because me criteria for it's use is rarely present with. orf
with USAID.

Also included in the section is an illustration and disC1
cost.
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SIMPLIFIED ALLOCATION l\1ETHOD

An example of the simplified allocation method, as defmed in OMB Circular A-I22, Section D.2
of Attachment A, is provided on Exhibits A and B on the following pages.

For purpo*s of this example, we are assuming that the organization's functions all benefit from
indirect cO$t in relatively the same degree. Thus they choose the simplified allocation method
to allocate ICOSt. For further illustrative purposes, we have shown the rate development based
on two different assumptions, depicted by Example A and B.

Example A assumes that it was determined that the allocation base should be Total Direct Cost
Minus Medical Equipment. This base was chosen because the organization determined that the
inclusion of Medical Equipment in the allocation base resulted in a significant distortion of the
allocation of indirect cost. This is true because this organization incurs a significant amount of
cost for a few high dollar pieces of medical equipment. In addition, the medical equipment :­
purchased was delivered to its final destination by the supplier. Thus the organizatlon did little ---­
more then pay for the medical equipment. -, -

Example B assumes that an analysis was performed by the organization that dl:terillined.a: ~

significant portion of the indirect cost had a strong relationship with the direct labor 'and'friDge .', - ­
be~tits expenses.. Thus, an allocation base of total direct labaT-plus applicable fringi:'benefit'~~-

cost was chosen to ensure an equitable distribution of indirect cost. -:- _. - _
l..:.~_' ~..:.= .._:'.. > _. _ _ .:~••_ ••,--_"- ':".:~~ --: '._::,--: __ .=_ ...._. :.~ _ ,. '.

For further illustrative purposes, it is assumed that the organization incurred certain cost which
were determined to be unallowable for Federal reimbursement in accordance with the cost
principles contained in the OMB Circular A-I22. Specifically, for this example, we assumed
that they incurred cost related to Bad Debts, Interest and Entertainment, which are all deemed
unallowable and thus not reimbursable on Federal awards per Attachment B of the OMB
Circular A-122. Attachment B of A-122 provides the regulations regarding the allowability of
selected cost items for Federal awards, and should be reviewed in its entirety before formal
submission of an -rndirect' castrate proposal. -

; , . . .~ - .. .... ., ... ~. . -.

14



EXHIBIT A

SAMPLE SCHEDULE OF TOTAL COSTS
SIMPLIFIED ALLOCATION METHOD

JANUARY 1, 19XX TO DECEMBER 31, 19XX

........ " . ~ -_... """ lJ.~...~..... - .._-

Total 1$3,332,650\'" $1,009,46cD:':~"~'<"'1 $820,8501 $",502,400!

Less Allowable Total I

!Total Unallowables Indirect Direct
ICosts & Exclusions Note Costs Costs

Salaries i $1,480,000 $450,000 i $'1,030,000;
IFringe Benefits , 414,400 126,000 I 288,400 i
IRent 180,000 180,000 Oi
Travel 78,000 8,500 69,500 !
Telephone 24,500 4,300 20,200 ;
Print & Repro 37,800 6,500 31,300 I
Postage & Deliv~ry 5,500 1,100 4,400 I
Depreciation 32,000 7,800 24,200 I
Bad Debts 4,000 4,000 1 0

~Interest _ 2,700 2,700 1 ,0
Office Supplies 3,600 1,200 2,400 I
DueslMembership 450 450 01
Insurance 35,000 35,000 0'
Entertainment 2,700 2,700 1 0

I
, 0',>.--.

~Medical Equipment 1,000,000 1,000,000 2 0 .. '. .0,
Training Materials '~", 32,000 .. 0 .,'. 32,000 i

' . "" , , -
" . -, , . ..:.. .. - . '·· ... r ..- .. - .....

- ,-.: . ~.r·... .,; .. ::r

Notes'

. 1. These cost are unallowable per the cost principles contained in Attachment S of the OMS
Circular A-122. '

, .....

2. F~r-fIi~strative purpos'es,' for exa~ple A,: we are defini~g the allo~ation base' as toi:al direct
cost minus medical equipment. Therefore, the cost of medical equipment is excluded from'
the allocation base for determining the applicable indirect cost rate.

1~',.J



EXmBIT B

SAMPLE INDmECT COST SCHEDULE
SIMPLIFIED ALLOCATION METHOD

JANUARY 1, 19XX TO DECEMBER 31, 19XX

Cost !

Incurred i
$450,000

126,000 .
180,000

8,500 ;
4,300 :
6,500 I

1,100 !
7,800 .

Less
Unallowable

Cost
Claimed I'

Cost
$450,000 '

126,000 ;
180,000 !

8,500 :
!

4,300 ;
6,500:
1,100 i
7,800;

rt e t

Bad Debts I 4,000: 4,000 i 0:
Interest ! 2,700 : 2,700 I O.

IOffice Supplies I 1,200 ; 1,200 !I

DueslMembershlp i 450/ 450
Insurance I 35,000 ~ 35,000
IEnte ainm n I 2700! 2700 1

°
Total I $830,250; $9,400! $820,850 I

_ .... .--~ .... _. .._ ... ... __.r . .,.:"::

, ~.... ," ... "'......... '.-'"

I Example A
IBase =Total Direct Cost Minus Medical Equipment

iPool Cost
iBase Cost
!Indirect Rate

$820,850 i . A
$1,502,400: B

54.64% I AlB

Example B
•Base =Direct Labor Plus Applicable Fringe Benefit Cost

Pool Cost $820,850 I, A
'Base Cost Calculcatio"

Direct Labor 1,030,000 :
Fringe 288,400 :
Total Base $1,318,400: B

Indirect Rate 62.26% i AlB
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DIRECT ALLOCATION :METHOD

An example of the direct allocation method, as defmed in the OMB Circular A-I:!:!, Section D.4
of Attachment A, is provided on Exhibits C and D on the following pages.

For purposes of this example, we are assuming that the subject organization has d~:termined it
wishes to treat all cost as direct except for general administration and general expenses. Under
this method, joint costs such as rental costs and telephone expenses are prorated individually as
direct costs to each category and to each award or other activity using a base most appropriate
to the panicular cost being prorated. Examples of such allocation bases are provided in Exhibit
E. For this example all of the indirect cost represent general administration ~nd general
expenses exclusively. For funher illustrative purposes, we have shown the rate development
based on two different assumptions, depicted by Example A and B.

Example A assumes that it was determined that the allocation base should be Total Direct Cost
Minus Medical Equipment. This base was chosen because the organization determined that the
inclusion of Medical Equipment in the allocation base resulted in a significant distortion of the
allocation of indirect cost. This is true because this organization incurs a significant amount of
cost for a few high dollar pieces of medical equipment. In addition, the medical equipment
purchased was delivered to its final destination by the supplier. Thus.the organization did little
more then pay for the medical equipment. ..-:: . :.' ~.- .. - .- -.. ".:'.:--- ':-:' .~--

Example B assumes that an analysis was perfonned by .:the:..organization 1hat ..determined a _':..
significant portion of the indirect cost had a strong'rel3:nonship-With' tiiidiieCi labol" and fringe ...::_.
benefits expenses. Thus, an allocation base of total direct labor plus applicable fringe benefit .. '
cost was chosen to ensure an equitable distribution of indirect co'S! '~::. .... - , .. _. : ._ '__ ,_- . ... .. '

For further illustrative purposes, it is assumed that the organization incurred certain cost which
were determined to be unallowable for FederiiI reimbursement in accordance with the cost
principles 'Contained in the OMB Circular A-I22.' Specifically, for this example, we assumed
that they incurred cost related to Bad Debts, Interest: and Entertainment, which are all deemed
unallowable and thus not reimbursable on Federal awards per Attachment B of the OMB
Circular A-I22. Attachment B of A-122 provides the regulations regarding the allc,wability of
selected cost items for Federal awards, and should be reviewed in its entirety before formal.
submission- of an indirect cost rate proposal. - .'.... - .
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'; :I.~ EXIIIBlT C :' .
0"- • I •

I! ~ i I I ! i ~ :I

SAMPLE SCIIEDULE OF TOTAL COSTS
DIRECT ALLOCA'flON METIIOD

I

JANUARY 1, 19XX TO DECEMBER 31, 19XX
q. .:
Ii! ' :-

..._ .... __ .. _. ••.•.. _ ..• -.;...L.l ._ ;_.

Less Allowable' /Total I,'

Total Unallowables Indirect', p'irect i USA1D -- USAID - - EPA -.- -- Private Fund
____. __ ... .__ . Cost~_ --.!.~~clu~io~~_ ~2!~ _~C?st~ ..... ...cosJ~_ ,,_ Aw~!~~ Aw~~~.~. ~~~r~.A_fQ!!nd~ti~n Raising

Salaries $1,480,000 $450 000 $1 030 000 $530,000 $187 000 $84700 $220,000 $8,300. . . ..._ ...... __ . . .__ . ...!.... __ ._~ __1 .. __. ... _ ... 1.... ._._.1 .. _ ....__ _ .. __ ..

Fring~J:!~!)~Ht~.... __.. 414!~QQ , J?~r9Q.Q _.~~~14QQ _J~~,4QO .._§?1~6Q _2~J'1~ _.._._ .~1,600 __ .?,324
Rent 180,000' 35000 ,'.145000 74,612 26325 11,924 31,039 1,100.... _.. . ._ .. _ .. . 1-. • .. __ 1. 1... __. _ .. .. .. _ .

Travel 78,000 8,500 ,')169500 36,322 12618 5,715 14,845 a. .. .. . .._.__ ... _ .... __ _. , _L .•. ..__1. ... _. __.. _ ... __ _.. .

Telep!lOlle ... ._?~!~QQ ._11~QQ :-. JI~Q,~QQ _1Q!~~4 ._.--1!~~Q __!!6~! .. _4!~15 J ,090
Prin~ ~ ~~p~o ..__~7!~Qq __ 61~QQ :~,31i~QQ __1~11Q~ _~~~~.__?,~14 ._._.§!6~5 _ 'LOOO
Postag~ & ()~I!yery_.. .?!~oq _.__. !11~Q _~.L4t1~~ ._~~~1 __.'§~4. _'_.JG?:- ~~O 250
Depreciatio_fl . ~~!OQQ . .. _> 7!80Q '2;21~Q9 _. 1211~~ 413~~ _. 2,1~.5 §!~~9 ._ 0
OadDebts . 4,000 40001 a r:i i 0 0 O' 0 0 a
Inlere~f ----~ .. ~~.:._.~-.~~~ ~~~ ?~?qQ =--·--~l:IQ~ -:J- ~[--:l ~-.=Q -=--==.Q ~=.==-~ __-. Q==~~~O .. __ Q
OUi(;~ Supplies _._..._~!~QQ .__ ~ !~l!Q . ! 2,40Q JJE~ 43~ . 1~I ~.1 ~ . ..?9.0
DLJes/Mell~~f~llip .__.. ~~O __ _ ~~q ~_'I._ J... iQ . ......__ Q__' __ Q__ . Q . __. .. 0 . 0
Insurance 35,000 2500 ,32,500 16723 5900 2,613 6,942 262. ..._ •.. ..._. _ .. -=.c:..::: .. _ ..__=.t..:...=._ .__..-::.t..:::_. .__ ~_.__.... ... __... .

~~t~i~::'~~~~~menl=_= --(QQ~;~~~ =-f,oo~j~~ -~-=_ g.' ±j'~~~=.~- .~~~ ~_~~. =-~ .~ ==~.-~~. __.=~_-.~=.g
Tfaif!Lng ~al~~~J~ 32,OQQ. _. _ ...-..!!. 32,OOQ. __1§!.1~~ ~10 2,889 6,835 __Q

00
r~

[~_=~~=...Tolal-=- r$3~ 33~,6~~r:=$1·,009:46QJ

Notes

[]6.43)®:r$1~6j!!t96oL$861,8931-$joD92IJf38,59~1 $35ff,?8~f[~·j11/!~~1

1. Tllese cost are unaUowable per the cost principles contained in Attachment B of the OMB Circular A-122.

2. For illustrative purposes, for example A, we are defining the allocation base as total direct cost minus medical equipn,ent. Therefore, the cost of
lIIedical equipment is excluded from the allocation base for determining the applicable indirect cost rate.



SAMPLE INDffiECT COST SCHEDULE
DffiECT ALLOCATION METHOD

JAiWARY 1, 19XX TO DECEMBER 31, 19XX

I
: Indirect Less I

Cost Unallowable rC1ail\led I
i Incurred Cost . Cost I

:Salaries I $450,000: $450,000:
iFringe Benefits ,@ 28% I 126,000: I 126,000 !

iRent I 35,000; I 35,000 i

iTelephone I 4,300 i I 4,300 !
!Printing & Repnp. I 6,500 I I 6,500 i
iPostage & Delivery I 1,100: I 1,100 i

IInterest I 2,700; 2,700: 0 !
IBad Debts I 4,000 j 4,000 i 0 i

IOffice Supplies I 1,200 : 1,200 :
'j-:-D_u_eS_I_M_e_rn_b_e_rs__th-l.iP__-:-1_--:=--::4=-::5:-::0:-:-1 ~1-----:=_='4-:::-50::_1
=In:--s,:-u_ra_n::-ce_'_o,,---:-_" ,+-,_--:=2",,":,5=-::O:-::0:-i-! -=-==-=-'L 2,500

0
I

IEntertainment I 2,700 i 2,700 i .

IndirectCostRate·Calculation

.": ,-' Exam Ie A ,-.~ .

-::.
.-

-,

;.->:" .....-.- --

:Base =Total Ditect Cost Minus Medical Equipment - - ­
i
!Pool Cost $643,350 i A

. IBase Cost $1,679,900 I~
1'--:ln.....;d.....;ir...:;.e..:;..ct:...:R.....:..a:.;.:t:.::.e :....-_---..;__~3:.::.S.;.,;;.3....;;.0...;.%.....;I:......~.

~ .". ~

i Total Base I $1,318,400: B I
I i
:7'"1n-d;:-ir-e""""';ct--;R==-a"""7t-e---------:',-'---4-=-S-=.S:-=O-:::-%~I---Af-=-=B:----;i .

I ~, .ExampleB, ,-- - ' ~
!Base =Direct L~bor Plus Appl,icable Fringe Benefit Cost. , _

iPool Cost - _ I $643,350: A
;Base Cost Calculation I
i Direct Labor I 1,030,000, I
I Fringe @ 28% 288,400 :
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EXHIBIT E

SUGGESTED ALLOCATION BASES USED TO DIRECT
CHARGE JOINT COSTS TO FEDERAL AWARDS

Clost Element Allocation Base
I

IAuditing IDirect audit hours
iAutomobile use. IMiles driven or days used
iData processing iJobs performed, hours used
!Disbursing servi4...;;.e ~IN~u~m,;.;,b::...e~r.....;o:...;.f....;c:.:..h:..::e..::.c...;,;ks;;;....:::.or.....;w,;..;"",;;,:,a;..;.rr.;;.:.an...;,;t;,;;;.s....;.;is;;..;:s:..;;u:..;;e:..::d ----'

IEquipment repair-:-~;-:-:-:-~_------:-:ID~i.;..;re;...;ct~h_:_o..;;;..urs~_=__----~:__----------'
IFacilities cost (r~_nt....:..,_u_ti_lit_ie_s....) -+.:S~g.....u-a~r-e-fe-e':'""t-o-f-s~p-a-ce-o-cc-u....P-ie_d . ~

IHealth services INumber of employees
i1nsurance management service IDoliar value of insurance premiums
ILegal servicesiDirect hours
~IM7a~il~&::-::-:m;..;.e...;,.;s..::.s.;;...e;:..ng-El!.,-r---------INumberof documents handled or people serviced

Printing & reproduction INumber of pages printed, direct hours, number of job~ ,
IProcurement sertv'ice INumber of transactions processed
:Telephone INumber of telephone instruments

~ ~ .... :a " .. .:. ~:.. ,,'

~~"_"·"'t~.·'J"'~;_.:.:i-.. ~'~_"'~ ..• o.;·''':.M~~" -~_ ..l.':t........_...•. _:.-_...~' •••••• _'....., .••-'-•..••.-•.•.• ;. •.::._ •. ' .- ..... - ••. : # ~r.:: 1.LW __. _~ _ ~-...... ~ .... ~. _ •.o.r .... .;._. ::.... ~-;. • ..:: ••.• _~ ~ _.;. ".",

... - ....
, ......... -- :~. -"
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SPECL~ Th"l>IRECT COST RATES

An ex~ple of an application of a special indirect cost rate, as defmed in the OMB Circular A­
122, Section D.S of Attachment A, is provided 011 Exhibits F and G on the following pages.

For purposes of this example, we are assuming that this organization has a home office in
Atlanta, Georgia, and four offsite locations. Three of the offsite locations are in West Africa
and sUPI!>ort three awards each and are all for the same type of work, humanitarian assistance.
Since all of these awards are: (i) for the same type of work, (ii) supported administratively by
the Atlanta home office, and (iii) the cost involved are relatively minor and even among awards,
they have created one overhead rate, the home ov~rhead rate, to distribute applicable indirect
cost to these nine awards.

The remaining offsite location is in South Africa and is in a facility being furnished free to the
organiza!tion by the U.S Government. This offsitc location was created to help the democracy
movement in South Africa." "This location also bas a separate payroll system. and its. own

,_~~o~gst.a!f!~aratcfrom theAtIanta office. Since this offsite location: (i) is not supported
by the Atlanta staff in any material way, (ii) is supported by its own accounting and

.. -r3dmjnimative staff, (iii) is for a different line of work then the other offsite lO~ltions and (iv)
" bas no rent cost, a"separate offsite rate" was dcveloPeci, which is applicable only -ic~ those awaius·,,;:·:-· ...

performed out of South Africa, Le., USAID awards D through F. _.. .... - ,...~~

For funher illustrative purposes, it is assumed that the organization incurred certain cost which
were determined to be unallowable for Federal reimbursement in accordance with the cost
principles contained in the OMB Circular A-I22. Specifically, for this example, ~e assumed
that they incurred cost related to Bad Debts, Interest and Entertainment, which are all deemed
unallowable and thus not reimbursable on Federal awards per Attachment B of the OMB
Circular A-122. Attachment B of A-122 provides the regulations regarding the c:illowability of
selected cost items for Federal awards, and should be reviewed in its entirety before formal
submission of an indirect cost rate proposal.
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EXHIBIT F

SAMPLE INDIRECT COST SCHEDULE
SPECIAL INDIRECT COST RATES

JANUARY 1, 19XX TO DECEMBER 31, 19XX

Rent 180,000 I 180,000'

3ad Debts 1,300 ; 1,300 I 1 0 :

Travel 8.500 I 8,500 !

5.

7
8

3 10

98

43:

3 I 32

4

2

i 1$1,234

, I
I

01 1
4,300 I 1 !

; Clair.­
Less LJ Offs:

UnaJlowables INote Overh

Incurred
Offsite I

Overhead.

300; - I I,
6,800i . 6,8001 1 I
5,3001 I : 5

! 34,000:

I 4,300:

1$1.234.543 .

I 32.345:

0'i 98,000;

I 10,000 i

I 8,000:

I 0:

I 7,500;

I 432.090'

I 4,000\

! 5,400 :

nterest 2,900 I 2.900 i 1 0 i

! Incurred I Claimed i
I Home Less kd Home ,

Indirect Cost i Overhead Unallowables ,Note Overhead :
Salaries $450.000 i $450,000 :
r=rinae Benefits 125,000' I 126,000 i..

=ntertainment 2,700 ! 2,700 I 1 0 I
Misc. 3,200 , I 3,200 I

Dues/Membership 450 i I 450 I

Payroll Processing 4,800· I 4,800 i

Accounting 14,000 I ,'14,000 .

:Jffice Supplies 1,200 : I 1,200 i

-==T...,.el-::..el7-ph.....;o;;...,n~e=- ---'-_--=4..:..:.3=-=0~0_, 1 4,300 i
Printing & Repro. 6,500: i 6,500;
=P-::..o~st;.;;;;a;MLge~&.....;D;;...e;;.;.li....;.,v~ery-'--_~_-=1,..:..,.1~0,...,:,0_: , 1,100 :
Depreciation 7,800 " I 7,800:

Total $811,550 : $6.900 i [Jf04,6501 .1$:.:;....:....!1,.:::;.;8n:......;...:;:,2;.;..7,.;;..8~i __. ...;:;$..;.1.1.:.l.,1,;.;:0~01 ~ 1$1,866
." ..J,..,- ... : ....\:. .." - ... 0"- • .... oW _ . •• •__

- - " ...

\lotes

--. '--'''-'- - ~-- _._---_._-_._---._4... _ __.._.._..__ ____. . .. __ __ .--____. . _
"~'-":- "-" .-~ ~ "':'::.i - .'\ .';"; L .",..-... .:.,~ ": .:r-"~~------ ---- - . - .- _. - - -.----- --- _.. _., -_.... _- -_.- .--- ._--.- --- .-

1. These cost are considered unallowable for reimbursement on Federai awards in acco!"danCI! with the cost
:Jrinciples contained in Attachment S of the OMS Circular A-122.

2. ,This organization has developed an offsite rate in Africa which is based out of a facility that i~; being paid for dire
Jy the U.S. Government.

3. This offsite location has its own accounting staff and payroll processing.
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EXHIBIT G

SAMPLE INDmECT COST RATE CALCULATION
SPECLU INDmECT COST RATES

JANUARY 1, 19XX TO DECEMBER 31, 19XX

Dlirect Cost 'Home I Offsite
IUSAID .f'-.ward A I $456,789!
IUSAID ward B I 234,567 i
USAID ~ward C I 123,456 i

USAID Award E i I 765,432 :
IUSAID Award 0 i I 654,321 ,

USAID Award F I I 987,654 :
USAID Award G I I 456,654 :

!USAID Award H I I 876,678 !
IUSAID Award I I I 987,786 :

iUSAID Award K I I 456,786 :
I

USAID Award M I I 345,345 I

1$2,195,794! $7,519,209 ;

i~U~SA~I~D....;.,rA~w..;;.;,;ard~o__-;-1~2...;...34"....:.,54~31 ,~

I~~~:g i::~ ~ : ~:~;: --l
.' lUSAID ward R , "123,221 ~

IUSAJD ward S 213,111 i ==1
ITotal Direct Cost

Indirect Cost Rate Calculation

Home Overhead Rate Note
IPool Cost
IBase Cost
Iindirect Rate

I $804,650 I A
1$2,195,794 i B
I 36.65% I, AlB

1
2

I Offsite Rate I Note

2
1

IBase Cost 1$7,519,209 1 B I

IPoolCost 1$1,866.178; A I

_i1n_d_ir_e....;.,ct....;.,R_a_t....;.,e ----:..i__2_4_"8_2_%_~ Al_B_~

i~ote' "- ,,-..
1 The pool cost for the home and offsite overhead rates are detailed on

Exhibit F on the preceding page.

2 The base cost applicable for both overhead rates are shown above.
The allocation base is total direct cost.
See notes at beginning of this section for further explanation.
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Fringe .Benefit expenses consist of the cost of paid absences such as vacation leave, sick leave.
holiday .leave and jury dUty, and employer contributions such as social se:urity. employee
insuranqe, workmen's compensation insurance, and pension plan costs. For th.ese costs to be
allowabI'ie and allocable to Federal awards they must be absorbed by all organization activities
in proportion to the relative amount of time or effon actually devoted to each and are granted
in accordance with established written organization policies. Attachment B, Item 6.f. of the
OMB Circular A-122 discusses the cost principles governing fringe benefit expenses.

Fringe b~nefit costS my be treated as either direct or indirect cost. To treat the cost as direct,
an o~ganbtionmay identify all cost specifically applicable to each employee and allocate it on
the same basis as the individual's salary or hourly wage, or they may allocate it based On a
fringe benefit rate(s). Each individual type of fringe benefit cost (Le., paid absenc:es or pension)
does not need to be treated in the same manner, as long as each type of fringe benefit is treated
consistendy. If the costs of benefits provided :to groups of employees (executives, hourly
employ~s) vary significantly in relation to the salaries and wages of employees :in each group,
then separate fringe benefit rates must be established for each group.

If the fringe benefit cost are to be treated as purely indirect cost, then the fringe benefit cost are
not specifically identified to each employee, only groups of employees. TILe fringe cost
applicabl; to each group of employees would be included in the overhead pool for the indirect
cost rate 'i that includes :that group of employees labor cost in the allocation base: If an

. ,~.prganization has .only. one indirect cost rate, all fringe benefit cost. would ~Iy l,e iDcbided in
:...••1;;:::..'--- h' d "'J' ...• ,. ~. --'~." ,.-':..;:... •... ..... ..: .•••.- '':~'''.'- ~~:. ::. '-~"~" .. ':. '•..-. :"J~... ,
. ~ over. ea pooJ.. '. .-. '" ~'.-.. . .., . _. _ .
:~':.-''-'_-='" -. _I _:..--.... •. ,. _;":::~_..:J,. ''':~''''-=- '::': -_ ..:.~ .L.... ~ .• --",.-__ .'!':~;~~ ~:: .-:._.:-~' _. ~._~~ ~~(",~.~..", ................ ~_e

..-:..:"-_.: J:,,: ............, .... "."'....- ... ...... .

A fringe benefit indirect cost rate would be developed by dividing total fringe benefit cost by
an equitable alloCation base.. Generally, the allocation base for fringe beDefits is total salaries
as most of the fringe benefit cost are tied to the cost~of labor. . .

When an organization's indirect cost rate stIUcm:re includes a fringe benefit rate and other
indirect cost rates, then the fringe benefits applicable to indirect salaries would be included in
the overhead cost pools by applying the fringe benefit rate to the indirect salaries included in the
overhead pools.

When an organization uses it's fringe benefit rate for billing and bidding it takes on the
characteristics of an indirect cost rate. The Offic:e of Special/Overhead Costs and Contract
Closeout (OCC) Branch will review and approve fringe benefit rates in the same manner it
addresses other indirect rates. The approved fringe benefiT nte wm hf" iDC"O!'pn!"?,tpd jT"'to Ll'Je
Negotiated Indirect Cost Rate Agreement (NICRA).

To illustrane how fringe benefit cost can be allocated, example schedules have been developed
and are shown on Exhibits H through L. For purposes of these examples we have made some
assumptions which are explained on the next page.
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For Exhibits H through J

The orga$ation has decided to develop a fringe benefits rate with an allocation base of total
labor cost; They also have an overhead rate. For further illustrative purposes we have
developed ithe overhead rate based on two different allocation bases, depicted by Examples A
and B.

Ex~ple -1 assumes that it was determiD.ed that the allocation base should be total direct cost.

Example ~ assumes that an analysis was performed by the organization that dete:rmined the
majority of the indirect cost had a significant relationship with direct labor and fringe benefits.
ThuS, an ~ocation base of total direct labor plus applicable fringe benefit cost was chosen to
ensure an ~quitable distrIbution of indirect cost.

For Exhiljits K and L

The organization has decided not to develop a fringe benefits rate and simply put all fringe
benefit cost into it's single overhead pool.

- *

For all Et4bibits

;~. Foifu.rther illuStrative purposes, it is assumed that the orgarijzation incurred certaiIlcos(wbich
---" were determined· to be unallowable for Federal reimbursement -in accordance- -with'the; cost ~

~ '~:Jffiifdfpletco~-iIi"theOMB CircuIar-A-l22.· Specificany:fotthisexample~'we'"assumed
that they incurred cost related to Bad Debts, Interest and Entertainment, wlllch1lie-andeemed

" unallowable and" thus not reimbursable on Federal awards per Attachment B of the OMB
> Circular"A-l22. Attachment B of A-I22 provides the regulations regarding the allowability of

selected COst items for Federal awards, and shoUld be reviewed in its entirety before formal
submission of an indirect cost rate proposal.

). -
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SAMPLE SCIIEDULE OF TOTAL COSTS
WUEN ASEPARATE FRINGE i1ENEFIT RATE EXISTS

JANUARY I, 19U TO DECEMBER 31, IOU
:,

r----to,ai---r,:~,~:~:h,P_:--I---·--r ~I~~:~~e 1·-·-~~~~--·~lflr-II~i.·ln- r--i:Di.·--T--D,i..~'n·-·- i·- c,'~~·- I
---------- .---.. _-- _ ... --.. -_.,.- -_..._ _." .,,"u,'" 4 tUllY

__ __ __ C<?~!~ _.!-Exclusion_~ _. No~~ ~~~!~___ : QC?~t~ _~_ard A_ __A~ar~_ B _.Awar~ A f~undation 1_ ~~ising
Salaries ._ J!!~76!34~ -l~~9,90Q _UJ~~~I~~~ _I?Q?,OQQ _~~Q~!?8~ . _1!~1t?QQ ~.?Q!9.~4 __ ~~~!B25
Frinye Ll~Il~~I~ ~F,~~~ ._j~1,~~~ ~~~!~?~ __1~3...?~~ _~~I~~~ ~Qr~7? __~0'.7?9 4~644

Rent lBO,OOO 35,000 145,000 74612 26,325 11924 31,039 1100____ _ _ _ _ •• _. • __ .. .•.• .1_. .. .• ,_•. __• • 1 _

~~~~~llOne--=~~_-__ :=~-_~ ==~~~~~~ -==~~~~_ =~~:~~~ -'.i~~~~~ _~~:;~~ J~~~ 1t~1~1= (00~
P,inl & Repro . __ .l7,BD.Q . ~,~Oo. ~~l~gQ _J~,~o.~ __~,~3~ 21~71 ~!6B51---_1!000

Posla9~ & Deli~~ry__ . __ . ~,~QQ . 1,199. ..~11QQ f--.~!?~1 ---~~~ --~~? ..J}49 i ~~O
Depr~ciali~f1 ~ ~?,O~~ _. .J~Q~ _ 24,20Q __1~152 __4,~~1 __2_,1B~ __...E!1~~ 0
Bad Debts 4,000 4,000 1 0 0 0 0 0 0I 0
Inleresi--------~~~-_-_-_=__:_~~:~;jO'o .t700 -=-C __._~~ ._. .Q ==~Q Q -__. 0. :===-_~Q -=-=-_~_~o

Olfice Supplie~ ~6.QQ ----.t~~() __MQQ __h154 1~~ _.J~? 41~11 .£Qg
Dues/Merllber~!~I!. 1~Q ~~Q Q Q . _Q Q Q 0.
Insurance 35,000 - 2,500 32,500 16,723 5,900 2,673 6,942! 262-

1If;~~~0~1~;~I~~~~-~--===- J~~~~:~~~I==~~j 1 ~ ----32 OO~~~46~ ---5:81U_2,8~~1 -6.~;~rH ~__'J '"N

c. ~__-=!q!~L-~~~_-==---r$2:i3j2,~rn==-=$9AOOI l-$641;5so"[$2;ftHJ1if\U,082,24[[J450,1oI[f26s;B5aT-$-fsr,~1§! -$25~~~1]

... _.. ..__ USAID USAIO-' Ep:-:r::p,lvaie-1-Fund-
Ig~;~~t~nA~ ~d~i:i:~~1i~se _~~~sioiald,recfcoSfanaraie-';- 29.41%--J- -1~~f:s50 A~f~d2~ 1 ~~\~~- AW;~d&t=u~g~~~ll~~~§
l~x~'!1.E~~·j.J!9~~li2!! base eguaisdirecilaborpiusfringeand raiii-;-3525o,;, I e.H;S50[ 315;7501 136,189-' 83,075] 98,968J=I;56~1

1he separate overhead rales are based on two different assumptions which are explained on the previous page. The individual Indirect overh~ad rates
are calculated on bhilJit J. .

Noles

1_ These cost are unallowable per the cost principles contained in Attachment B of the OMS Circular A-122.

-'.
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EXHIBIT I

SCHEDULE OF FRINGE BENEFIT COST
JANUARY 1, 19XX TO DECEMBER 31, 19XX

I (tost Element
IVacation Lea\le Accrued
:Sick Leave
!Holidays'
iFICA
!SUTA
IWor!<mens Compensation Insurance
!Medical Insurance
IPension

Cost
Incurred I

63,4Ei6,
21,456
48,976 '

123,000,
21,342 !

15,43.£j
101,345 1

122,876 !

~~~onBase
. otal Salaries·

I .- .- Total Fringe Benefits $517,881j

$1,876,345 IReconciles to Exhibit H----
IFringe Benfit Rate 27.60%1

a.: ~ ..;;:. .
?j~ ..

,~

-~

~ ,. - .. '
.'. ~.;. -. _. -, - .

_:... :.- -., "'. ;. ~r ~-:.. .~ ~- ~

r)--.¢.!~~~:::::::;;c·~ :;:'~·.o··
--._--~.-_ ~ - _.. '.-.

.... -' ---: .,# -'.- ._.- . .: ........
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EXHIBIT J

SAMPLE INDmECT COST SCHEDULE
WHEN THERE IS ASEP!RATE FRINGE BENEFITS RATE

JANUARY 1, 19XX TO DECEMBER 31, 19XX

4,000; 4,000. 0 i

1,100 I '1.1 00 !
6,500 I 6.500 :

2.700 2.700: 0:

4.300 I 4.300 i

2.500 : I 2,500 :
2,700; 2,700: 0 i

I

7,800: I 7,800 I

$450,000 i $450,000 :

~;..;..;...;~~~~,....-__-+- 1~,2;;",,;0,....;-0i_____ 1~-...;..:1.~2~00~1'
4501 -1 450.

~~~~~~~~~__1~2~4~.2~0~0~i ~_~12~4~,=2~00~tFringeBenefflffi~is

35,000. 35,000 icalculated on Exhibit I
~~----i-------';""';'''':'''''''.,...--------~-~::;'':''''';''~

8,500 I 8,500 !

Indirect I Less
Cost Unallowable Claimed I

Incurred Cost Cost I

Total $650,950 I $9,400 I $641,550 I
~.

-.

Indirect Cost Rate Calculation

1=-_-=_~:--~ E_xa_m_pL-l_e_A , --!-1
1Base =Total Direct Cost i

. :Pool Cost
IBase Cost
!Indirect Rate

$641,550 :
$2.181,516 :

29.41% :

A
8

AlB

IBase =Direct L bor Plus A e Benefit Cost

$1,820,016 B

_____$_6_4-'L.?_~~~_'__~ _

. 393,671 i
I

1,426.345 ;
, Fringe @ 27.6%
I Total Base

;Pool Cost
IBase Cost Calc4lation
! Direct Labor

il ... rjirect Rate 35.25% IVB
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........ ".&.1 ... ...

0'1
N

5
o
o
o
o
o
o
o
o
o
o
o

~~I

I ~
.' ~ i ~ - I,

\,1 I I I

;·1' I ~ I
, t..\'
• : I

I

Cosls Costs ! 'Award A Award B AwardA· Foundation _B~l~L~g
--$45irooo c- --- ....----

~·$302,j~~ :-$1~fioQ:-i220~Oj4_$1~261345 . $702,OOQ __ }~6.~~__._. _I •.•.•.

-_.~~!.,~~~
, : 0 i .i '0 0 0 0-_ .._- --_._-- -_ •.._-- -_._--- ----_... -----_.

35,000 145,000~!~g __2~,~~~ __111~~1 __3!.Q~~ -~.JJ.Q--8500 =-6~~QQ.~I~~~ 12,618 __~l!~__1~1~~§__._1___ -
_ I 2,~~Q ==j:QQ--~,~QQ __2Q~Q. _;_1!!t~~~ -----.1661 4,~~~

_~J!Q~ _~!JQq 161!Q~ __4~~~ ~~!~ 6,~~~ _J1Q~
__1,WQ ~L400 __2~~1. ___E~1 362 940 25---7,80Q 24,200 ' 12145~_ 4,391 . 2,18~ 5,16~ --_._-

,0 '0 i '0 0 0 0
~---

0 y--O '0 0 0 0
1,20Q -~40Q 1.154 436 197 413 --20

450 0 6 0 0 01---
2,500 ~.32;5oo 16,723 5,9"(io - 2,673 6,942

0 0 0 o . 0 0
-'32000 16.466 2889 6835

--
0 5810 .

e

2,700E!.

& Exclusions Nol-_._---
--
---

_.-
--

-

~~QQQ -1

2,700 1

SAMPLE SCIIEDULE OF TOTAL COS1...
WilEN TIIERE IS NO SEPARATE FRINGE BENEFITS RATE

JANUARY 1, 19XX TO DECEMBER 31, 1911 !
t I! t : I . ' I _, .,".!!
~k..! ; I Iq . . IJ :.
~ \ 1 :I '. ~ j _ \ " t

r--Less--I---I-Allowabie~r-Toiaj"ltl";' .; . )~/II;'
'-----T"b. ---I Iln"lIn,••"hl..a Inrii....... nl...".: f ~lnI-liC;iiin - -1- - <-'no.· -r-....:-,~;:..i:..---I---..:_.:.j-h., ..

........... ,-••_ ..,. I I _ v. ,I ""'''''1'''1'''1 I "'''''''ILI ( U\"I"IU I ~rn I rllVcua I ru"u I ~ '\A1l~\J'

Cosls
Salaries -$1~8i6)45
Fringe-Benerils------ ----517;iuij

-----..--------- -_ .... _.-
Hent . __1~~!9gQ
Travel __?~!099

Tel~p!lon13 __. ~~,~QQ

Prin! & R~p~c:> _00 3!,~QQ

P()slaY13 &. [)~Iive~__. ~!~QQ

Depllaciation . 32 l QQQ
Bad De~~ 1!QQQ
Ililere~!. _ _ ~!?QQ

()ffice ~upp'li~~ .____ 3,~QQ

D~~~/~~!nbership _4§Q

I
!nsurance 835'0001-
Ei1lertainmerii --2}OO
Tr~!~lllg M~!~~ials 32!QQQ

I -_-:---:-=~~_~Jotai _ ~-$2:83~1!8 r $9~00·1 1ll035,illIT!J87~86,493]$366:a181 $2~297;2fi02o~6jil

~
Fund

~~~~$~U~O- ---

lTotlil-
' USAID usAio EPA. Prlval

~!~~sfl _______ ._____________ Award A Award B Award A Founda
uals lolal direct cost and the rate =57.90% I $f035,233 $514473 $212,286 -$124424 $172,~~~~::l~~ ~~~:~:ij

The overhead rate is calculated on Exhibitl and Is based on the assumption that the organization has no separate fringe benefits rate.

Noles

1. These cost are unallowable per the cosl principles contained In AttachmenlB of Ihe OMB Circular A-122.
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EXHIBIT L

Sk\1PLE I1'i""DIRECT COST SCHEDuLE
"VEIN NO SEPARATE~GE BE!'i"EFITS RATE EXISTS

JA~1JARY 1, 19XX TO DECE1\1BER 31, 19XX
~---:------,---'.,

Indirect I Less I

Cost I Unallowable I---=C~:a-:-im-ed-:---
Incurred Cost Cost

:Salaries $450,000 $450,000,
iFringe 8enefi~s 517,883, I 517,883:

ITravel 8,500 i I 8,500 i
iTe1ephone 4,300; I 4,300 !

!Depreciation 7,800; I 7,800 i
IPostage & Delivery 1,100 i I 1,100 !

iEntertainment 2,700, 2,700 I 0,
!

llnsurance 2.500; I 2,500 I
IDues/Membel"$hip 450 ' I 450 !

IBad Debts 4,000 • 4,000; 0 ,
IInterest , 2,700 I 2.700 i 0 !
iOffice Supplies-----...;~-...;.:1,;..,,-2-=-00~:---...;.:.-.-~,---:-1,~2-=-0-::-10!

Total 1$1,044,633 : $9,400,1$1.035,233l

... :, .. ' -'~ " -.. l~< ::... ::_..
- - .. : -. , . _.. -.

Indirect Cost Rate Calculation'
~ . ~ . . "

I_'=_-_-_-_.-._'-=.~.~.~.~.:;~~~~~::~~~Ex~a~m~_p"-l~e~A~~~~~~~~=~-,!Base =Total Direct Cost
,
I

. iPool Cost .
IBase Cost
/Indirect Rate

I -' $1,035.233 i A
I $1,787,845 I B

. I ,57.90% I, AlB

1,_ '.~_ ::~I ..• ~ ~-:..._:
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Identification of Problem Areas

In this section, a few common problem areas as identified by the USAlD IG, Contract Audit
Management Branch (CAM), and the Office of Overhead/Special Costs and Contract Closeout
Branch (OCC) are discussed. These deficiencies seem to indicate an insufficient tmderstanding
of the applicable Federal regulations and cost principles. Accordingly, we are providing this
guidance in hopes of improving the comprehension of the subject regulations and cost principles.
The .topics covered are as follows:

1. Claiming Unallowable Cost for Reimbursement

2. Indirect Cost Allocation Bases

3. Changing of the Indirect Cost Rate StIUCOJ.re Without Prior Approval From
USAID Officials

..
4. Timekeeping Systems

5. Subrecipient Audits . _

1.
.. .

Claiming Unallowable Cost for Reimbursement
.-----. __._.. _ ••• 0- ._._---

Certain cost are deemed by the U.S. GOvemment iO:-be jiD~1io~able:-·fu~ ~~b~emem;':­
on U. S. Government awards and contracts. For nonprofit organizations', AttachDlent B-o(tlie
OM:B Circular A-I22, "Cost Principles for Nonprofit Organizations," covers the allowability of
selected areas of cost. It is the organization's responsibility to directly identify unallowable coSt '
upon cost incurrence and segregate and classify these cost as unallowable. This helps ensures
that these cost will not be claimed on subsequent Government billing as either a direct cost or
as an indirect cost through the indirect castrate. Generally, an efficient organization will
establish separate account numbers to identify and track unallowable cost.

Some cost are "expressly unallowable" and thus should never be claimed for reimbursement on
Federal awards. Excerpts of these "expressly unallowable" cost as defmed in Attachment B of
OM:B Circular A-122 are shown below. The numbers to the left of the cost title c:orrespond to
the numbering sequence of Attachment B.

"2. Bad Debts. Bad debts, including llosses (whether actual or estimated) ar4Sing
from uncollectible accounts and other claims, related collection costs and related
legal cost are unallowable. "
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"7. Contingencv provisions. Contributions to a contingency reserv(: or any similar
provision made for events the occurrence of which cannot be: foretold with
certainty as to time, intensity, or with an ~ssurance of their happening, are
unallowable. "

118. Contributions. Contributions and donations by the organization to others are
unallowable. "

"12. Entertainment costs. Costs of amusement, diversion, sodal actlvmes,
ceremonies, and costs relating thereto, such as meals, lodging, rentals
transportation, and gratuities are unallowable.... "

"19. Interest. fund raisine. and investment management costs.

a. Costs incurred for interest on borrowed capital or tem.porary use of
endowment funds, however, represemed are unallowable.

b. Costs oforganized fund raising, including fmancial campaig:as, endowment
drives, solicitation of gifts and bequests, and similar expenses incurred solely to
raise capital or obtain contnbutioIl5; are una11owabl~.

c. Costs of investment counsel and staff and similat eXpenses :incuITed ,solely
to enhance income from investments are unallowable."· . ""..

'. ' ........... - _.-.:-",;

"35.

- P .1 • _~...... •

a. NotwithstaDding other provisions of this Circular, costs associated with the
following activities (for example, e~1ablishing, adniinistering, comnbuting to, or
paying the expenses of, a political party, campaign, political actil:>n committee,
etc., and attempt to influence the enactment or modification of any pending
Federal legislation through communication with any member or employee of the
Congress) are unallowable. ".

Professional service cost.

d. Costs of legal, accounting, and consulting services, and related costs
incurred in connection with defense in antitrUst suits, and the prosecution of
claims against the Government are unallowable."

"37. Public infonnation service costs.
. .

b. Public information service costs are allowable as direct· costs with prior
approval of the awarding agency. Such costs are unallowable as indirect costs."
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The problem encountered by USA,ill officials regarding unaL
are not fully aware of these cost principles and thus are claim:
are not reihJbursable per the cost principles contained in th
organizations need to educate their employees on c:ost allo'>
subject circular. Extra special care should be given when
proposal, to ensure all unallowable cost have been excluded f

2.. Indirect Cost Allocation Base

Many organization have chosen indirect cost allocatior
equitable distribution of indirect cost to fInal cost object:
organization put careful thought into the development of its in(
common problems identified with indirect cost allocation ba:
inequitable allocation base, (li) the exclusion of some awards
the allocation of indirect cost, and (iii) the exclusion of una!
base.

ble cost is that organizations
:imbursement for cost which
Y.fB Circular A-l:!2. ,.Thus,
:ity criteria contained in the
"Jaring the indire:t cost rate
the indirect COSt pools.

es which do not result in an
It is imperative that an

t allocation bases. The most
nvoIve: (i) the choice of an
:racts or Cost activities from
ble cost from the allocation

""Anorgamzation must continuoUsly evaluate whether the allocar Jf its indirect cost to its final
cost objectives mirrors' th~_benefi~ ~eiv~d that these final ( objectives receivl~ from the
indirect cost activities being allocated. Attachment A, Paragr: 4.a of the OMB Circular A-
122, states ;that "A cost is allocable to a particular cost obj~ ~, such as a graIluContraet,
project, serYice, or other activity, in accordance with the reI, . benefits received.. " The key
here is "relative benefits'received." Accounting is not a perfe;' t :ience'and thus the: goal is to
develop an allocation base which allocates indirect cost to final : objectives, in a I1:Iationship
that approximates the relative benefits received. Since indirect ..: by thek very natllI'e are not
directly identifiable to anyone final cost objective, the ir: :t relationship m:eds to be
identified~ Paragraph D.2.c of OMB ciIcuIar A-l22 provide' "-ne guidance as tel generally
accepted indirect cost allocation bases by stating:' "The dim' :)0 base may be total direct
costs (exclutling capital expendimres and other distoning item 'ch as major subcontracts or
subgrants), direct 'salaries and wages or other bases which reSt:l an equitable distribution. "
The fact that they specifically identify total direct cost and dir ,>alaries as exampl.es implies
that these bases generally result in an equitable distribution of "And, in fact. the majority
of USAID grantees/contractors appropriately utilize one of the~ ses. However. the specifIcs
of each organization need to be evaluated before an allocati, , '- ase is chosen. 'One of the
problems USAID has encountered involves organizations who 'e to exclude items from the
allocation base, which in fact are generating indirect cost in I: or less the same amount as
other items which are in the allocation base. Thus, by exclu these items fron:, the base,
some awards/contracts are not' getting their fair share of i:' ·ct cost allocated to them.
Conversely,' some organizioonS are including cost items in t: ~oca.tion base whlch do nO!.
generate cost in the same proponion as other cost iII the aHo' ':.n base, and thus should be
excluded. Such items tend to be high dollar activities which req. jttle management. oversight
or suppon. The use of an inequitable allocation base may resu questioned cost.
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For an allocation base to be acceptable it must be capable of allocarin,g indirecT cost equitably
to all a~ards and contracts. The fact that a cenain award or contract has an indirect cost
limitatiqn should have no bearing on it's allocation of cost for purposes of der::rmining actual
cost inc~rred, and reponing of these costs fo: fmancial reponing. These indirect cost limitations
only ap~ly to the amount reimbursable by the Government. Thus, if an organization has an
award tliat does not allow indirect cost as a reimbursable cost, and the allocation base for the
orl!anizapon's indirect cost rate is defmed as total direct cost. this award would nonetheless- ,

require the allocation of indirect cost. However, these cost must be excluded from any amounts
billed. The same principle applies if an award has a ceiling limitation on it's indirect cost rate
which is lower then the determined actual rate for the period. In this instance, the full share of
indirect costs must be allocated to this award. and the amount billed will be limited to the ceiling
limitation. This is true, because Attachmem A, of the OMB Circular A-I22 provides. that any
costs allq>cable to other cOst objectives may not be shifted to a Federal award to "overcome
funding ~eficiencies."

Similarly, all cost which normally would be in the allocation base, remain in the allocation base
whether ~eemed allowable or unallowable by the criteria in the OMB Circular A-I22, so that
they can bear their pro rata share of indirect cost. Thus, for example, although fu:rld raising cost
are deemed unallowable as a reimbursable cost for Governmem awards, they are nonetheless
included in the allocation base for the distnbUtiOD of indirect cost.

3. Cbangine; of the Indirect Cost Rate Structure Without Prior' &1proval :From USAID
n!"ICJ'als ,,".,,-' -__..' -', :.' ,', - - . •.. ,1 ••• .:-.-

. ..::::~-:':.:-. '~~ .. _"_ ... a";'.~.__ . ~L.; ~~..; ~ .. - _ ",\0- •• ~ ... _, ••.•

~ • _': 1:"'~;;~ ... ; ,~-=-~:;..c;.~.:." ~-::,...
. __ ~ ".4'_' .... ~ ... .6., ....

Prior approval from the Office of Overhead/Special Costs and Contract Clc:>seout Branch
(OCC) of USAID must be obtained before an orgamzation can chaDge ~e way it allocates cost.
Once an organization has awards and contracts with USAID baSed on an accepmd established
indirect cost rate structure, agreemem has been reached on how cost are to be: allocated to
awards/contracts. Accordingly. any modification of, the allocation methodology constitutes a
change in these agreements and thus requires prior approval from USAID. Failure to obtain
approval may result in cost disallowances.

More on this issue is presented in Section n C. of this guide.

4.' ,-' TiJpekeepine; Svstems '

Since the majority of organizations doing business with USAID are labor intensive,
- USAID h4s considerable interest in the propriety of an organization's timekeeping ~yste~. I:

has beco~e apparent that many organizations do not effectively account for labor c~ffon and it's
. correspon4ing cost..USAID has questioned substantial amounts of labor cost du(~ to deficient

timekeeping procedures. Often, these organization.s had no real method of allocating labor cost
to fmal cOpt objects.
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Guidance regarding the attributes of an acceptable timekeeping system are contained in
AttachIiJ,ent B, Paragraph 6 of the orvrn Circular A-122. This section states that compensation
cost, whether treated as direct or indirect costs, will be based on documented payrolls. In
additio~, the distribution of this compensation expense to fInal cost objectives must be supported
by persbnnel activity reports (timesheets). It explains that the labor reports must reflect "an
after-th~-fact determination of the actual activity of each employee." That is, labor reports must
be baseti on how employees actually spent their time. Estimates do not qualify as support for
chargesi to awards/contracts. In addition, these reports must be prepared at least monthly and
coincid¢ with one or more pay periods.

5. Subrecipient Audit

Under the requirements of 01vfB Circular A-133, prime recipients have a responsibility
to ensute that Federal awards passed through to subrecipients are expended in accotdance with
Federal laws and regulations. Specifically the prime recipient auditor's responsibilities are to
determine whether:

o The prime recipient's accounting system is adequate for monitoring subrecipients
and obtaining and acting on subrecipient audit reports;

o The subrecipient has complied with A-128 or A-133 audit :requiremems, as
applicable, and subrecipient audit reports are current; and

.' . 0 .... Subrccipient questioned costs or compliance findings which'may be inateriaI or
otherwise require 'adjustment of the prime reciPient records are pioj;>erly reflected
by the prime recipient. .-'- - - ...

The USAID has experienced a high number of organizations who have completed their A-133
. ". audit without obtaining' the "required A-133 audits for applicable subrecipients. The prime

recipient is required to ensure that subrecipients to whom it provides $25,000 (expected to
increase with the revised Circular) or more in Federal awards meet applicable audit
requirements. Possible consequences for lack of subrecipient audits are modifications to the
prime recipient's audit reports, disallowed costs, or other adverse actions by Fedc:ral agencies., -

An alternative when a prime recipient is unable to obtain a subrecipient audit is to expand the
their audit to include testing of mbrecipient records for compliance. Even though the expanded
testing could permit a clean prime recipient audit: opinion and show proper ~cc()untability for
Federal awards, there would still be a compliance fmding for lack of subrecipieIlt audits.

. .- ...
Under the proposed changes to the orvrn Circular A-133, the Circular will not apply to non-U.S.
based entities receiving Federal awards either directly as a recipient .or iIJdirectly as a
subreciplent. - However, this does not negate the responsibility of the prinie recipient to ensure
Federal awards passed through to non-U.S. based subrecipients are expended in accordance with
Federal laws and regulations.' .. ' ~,
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APPEKDIX A

EX.~LE OF A NEGOTIATED
INDIRECT COST RATE AGREE:MEN1'

(NICRA)

." " ' .:.. . -..' .... . - ~;.I '. ,
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SA.\;IPLE

Mr. John Doe
Vice President, Finance & Administration
International Nonprofit Organization
1111 Hth Street, S.W.
Washington. D. C. 20036

Subject: Negotiated Indirect Cost Rate Agreement (NICRA.)

Dear Mr. Doe:

The Overhead and Special Costs and Contract Closeout Branch of the Office of Procurement is
the central unit authorized to negotiate indirect cost rates with concerns awarded contracts,
grants,. or cooperative agreements by the U.S. Agency for International Development (USAID).

Enclosed is the USAID NICRA for execution by the appropriate official in your organization.
. This NICRA. establishes the negotiated final indirect cost rates for the fIScal years ending June
- 30, 1992 and 1993 and the provisional indirect cost rate for the period July 1, 1993 until ':"'l

amended. Pursuant to AIDAR 742.770, these indirect cost rates are automaticaIJly incorporated ./
mto the awards shown in Part ill of this agreement.

Please sign the original and the two copies of the NICRA.. Retain one copy and return the
original and one copy as soon as possible to me. For contracts, grants, or cooperative
agreements which incorporate these rates, take the necessary actions to adjust your invoices for
the diffierence between the billed and the indirect cost rates reflected in the NICRA. However,
these negotiated rates shall not change any monetary ceiling, obligation, or specific cost
allowance or disallowance provided for in each alward between the parties..

y our e~peditious return of the signed documents will be appreciated. Should you have any
questions, please contact Steve Tashjian on (703) 875-1101.

Sincerely yours,

James J: Det.~J

Chief, Overhead and Special Costs
and Contract Closeout Branch

Procu.rement Suppon Division
Office of Procurement

Enclosure: USAID Negotiated Indirect Cost Rat,e Agreement (NICR-\.)
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NEGOTIA TED INDIRECT CtJST RA TE AGREEMENT

Date: Janua:~ XX, 1995

SUBJECT:

REFERENCE:

CONTRACTOR:
or

GRANTEE:

Indirect Cost Rates for Use in Cost Reimbursement Type: Agreements
With the U.S. Agency for International Development (USJ~!D)

CAM Audit Report No. C-01-5-B-1111

International Nonprofit Organization
1111 11th Street, S.W.
Washington, D.C. 20036

PART 1- NEGOTIATED lNDlRECI' COST RATES ('10)

EFFEC'!'rvE PERIOD INDIRECT COS'i'

FRINGE
BENEFITS OVERHEAD C;&A

TYPE FROM THROUGH (a) (b, (c)

Final 07-01-91 06-30-92 27.03\' 32.1\ 12.4\'

Final 07-01-92 06-30-93 26.89\' 34.2\' 1:~. 3\'

Provisional 07-01-93 06-30-94 27.90\' 30.2\' 1:!.5\'

Provisional 07-01-94 Until 27.90\' 30.2\' 12.5\'
Amended

Base of Application
a) Total Labor Dollars
b)· Tot:al Direct Labor Plus Applicable Fr'inge Benefit Cost
c) Total Cost Incurred Excluding G&A Cost

Acceptance of the rate(s) agreed to herein is predicated upon the conditions: (l) that no costs other than those incu~ by the grantee/contractor
were included in its indirect COSt rate proposal :md that such costs are legalobli!!atioru: of the gr2lltee/contr.lcmr; (2) thar the same cOSts that have
been treared as indirect costs have not been claimed as direct COSts; (3) thar similar types of costs have been accotoed CO[ISl.><en, Lrea:ment; 2.1:::
(4) thar the information provided by the grantee/contractor which was used as the basis for acceptance of the rate(s) agreed to herein is not
subsequently found to be materially incomplete or inaccurate.

AID 1420-47 (8-80) (See Reverse)
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P.4R':' II·lTEJfS NORJf.All..Y TREAITD AS DlREC CO~

PARTIII· SPECIAL TERMS AND CONDmONS

PursU4JU to § 742.770 of rhe Agency for Inumarional DeYelopml!TU Acquisinon ReguimioTlS (A.ll)AR). rile negoriaud indirec: cost rlJ1es set
fonh in Pan I of rhis AgrumeTU art! U1corporared wo USAID AgrumeTUs shown below. ThIS agreeml!TU shall flOr cizangt! arry monaary
ceiling, obliganon. or specific COSt allowance or disallowance provided for in rile CoTUracrs or Grants lisud beww or any orner AgrumeTU
betweert the panies.

Conrra~t!GrantNumber

US;"J!D AWARD A
US.AJ1D AWARD B
USA:nn AWAlUJ C

- ,---t--_w_..-. -:,"*~_ .. r ... __ ..
........ - .. ..::

.:."-"---:~---.'- ...... --_.. -_ ..............,.- - -,

ACCEPTED: International Nonprofit Organization

EY _

I'rJIucI or Typed Name

Title

DISTRIBUTION:

IG/A}FA USAID NIAMEY
M/FM}CMP
USAID BA.M.AKO

AID 1420-47 (8-80) back
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A.PPEI'-'"I)IX B

SAMPLE Th"TIIRECT COST RATE PROPOSAL
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SAJ.\1PLE TI'I"DIRECT COST RATE PROPOSAL

For ill'4strative purposes ·a sample indirect cost rate proposal is provided on the following pages.
This organization is assumed to have an indirect rate structure consisting of a fringe benefits rate
and an overhead rate. The allocation base for fringe benefits is total salaries and the allocation
base for overhead is total direct cost. A listing of the Federal awards and contracts was not
provided for purposes of this example, but should be provided in an actual submission. The
Schedule of Federal Awards that is included as part of the A-133 audit would fulfill this
requirement, if it is available.
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NONPROfiT ORGANIZATION, INC

SCHEDULE OF TOTAL COSTS
JANUARY 1,19XX TO DECEMBER 31, 19XX

. .!.
I--Less----I--I-Ailowable--'-'Toiili-l

I--Tc!:~!-' Una!!owab!as !!"!dired, Direct rtJsAfDl.--usAio -I---EPA - r-Private-T'Fund--l
___ ",_ __ .. _. c:;<?~~~.. __! Exclusion~_ ~~te __ C<?!~ ._~, 9l!~~! ~~ard A_.f\~~~<! ~ __!-~~~~A. f~-!J_n~~~()n _..Rc'li~in9

Salaries __ ,__ .__ ..l1~~?~,~1~ , '4~QIQ~Q i1J~~~I~~~ ~?Q~!Q~~ _.$30?!78~ __'1~4!?Q~ __~~~Q!Q~'; _~J6,825

Frillg~ ~~~~~~ ~!7!~~~ _1211~QQ __3?~,~?1-1~~!!~~__~~!~~9 __5Q!~!? ~Q!7?9 __~!~14
Rellt . __ 1~Q,~QQ __ . 3~,QQQ _1~~J!Ql! _I4!~!~ _~~!~~~ __1!!921 __31!Q~!J __1!.1QQ
Travel 78,000 . 8,500 69500 36,322 12618 5,715 14,645 0_ _ _ __, . , _.... __ • •• • 1 .. 1•• ... , .. __

1e1ephl?ne _. ?~!~QQ _ . 1,3QQ __~QI~Ql! _1Q!~~~ 2!~~Q __ !!~~1 1,~15 __..1!QOO
prin! & R~pro _ ___ . 3!!~qQ 6!5QQ _.2!JgQ ~~!JQ~__4.~~~ _~!.4 __~~~5 __1,QQQ
[Jostage & q~liy~!Y ~!~QQ . 111QQ __4~Q _' ~.~~1 ~~1 3~2 ~~Q 250
9~pr~ciati~!!. 32!QQQ .. 718QQ 24,200 12,452 ~391 2!18~ 5J.!i~ Q
Bad Dellis 4,000 4,000 1 0 0 ° 0 0 0 0
inieresl---- -- -------- - ----i}oo 2}00 --1 0 0 00 0 -- 6 ---0
9ffice SLJJJI?Ii~ .--- ..~-:..-= ~--- 3!~QQ -----=. (?QQ --2AOO --1!151 4~~ =-19? - 41 ~ --20Q
pues/ME,lrnLJerst!!E.. -----~~Q ---~~q --_Q --_._Q ----_Q ----Q ---. _ Q -----~Q

-llnsur<:Jnce ~I _~5,QQQ - --- -- ---.b5OQ __ 32,50Q __16.72~ _ ~.~OQ __2167~ 6,912 262

~~~:'~~~M;l~~,~ ,--=~-== --3tlW ~~~~111-- _~32;OO~1 1~~~1=~[1~1--2J8~ 1--6,8~~-- _~~
N
..;t

L_-_ _'=-~j2~~---" ,-_~-=-~rj2.83i14781 i~JooJ [ ..$64L~~Ql]b181 ~5161i1982.2~.r-=-}_~6:~?I)265!~~1 $351~1~I- $25,281]

USA'OW--i.JSAiD--]EPA~,=privaie--[ -Fund -I
_ __ __ _ ____ __, _ _ T.Qfal ' Award A _~~~!~ ~ . Aw~!~_~_ Fou_n~~!!o~ R~!~ifl9,

I~I<?~~~~I!~!QY-=~!l~~~~t~~~l% . . -' __-.!41~50t.l18~!1 _-.1~~~93 781185 105,26_~ 7,435

See accompanying schedule for !he calculation of the indirect cost rate

Notes
1_ These cost are unallowable per the cost principles contained in Attachment B of the OMB Circular A·122.

rt ItS SCHEDUtE SHOULD RECONCtLE TO THE FINANCIAL STATEMENTS AND STATEMENT OF FUNCTIONAL EXPENSES
INCLUDED WITH THE A·1J3 AUDIT. IF THE NU,MBERS DO NOT RECONCtlE DIRECTLY, A SCHEDULE RECONCILING THE
AMOUNTS SHOULD BE PREPARED.



NONPROFIT ORGANIZATJON, INC.

SCHEDULE OF FRINGE BENEFiT COST
JANUARY 1, 19XX TO DECEMBER 31, 19XX

; gost Element
IVacation Leave Accrued
!Sick Leave
IHolidays
FICA
SUTA
Workmens Compensation Insurance
IMedicallnsurance
!Pension

Total Fringe Benefits
-f l"-A"""'lo-ca--"tio-n~B-a-se----------'

ITotal Salaries

Cost
Incurred

63,456 :
21,456 ;
48.976 !

123.000:
~

21,342,
15,4321

101,34§j
122,87l3 :

$517.88:~

IFringe Benfit Rate

" ...:r
~
~,­
~......-

.... ..
, ~.!. ;:-.... "_.. ..-~...

,.", .~.
"':.." ~.... ~;-

4

l_ ..

27.600/~

<'.

'" . -'- .=.;~tij .~~ "~:.~-:'~ ~ :: ~~ .~ i· ..: i.'
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NONPROFIT ORGANIZATION, INC.

SCHEDULE OF INDIRECT COST
JANUARY 1, 19XX TO DECEMBER 31, 19XX

Indirect I Less
Cost i Unallowable Claimed I

I IIncurred I Cost Cost Note
'Salaries $450.000 i $450,000,
iFringe Benefits @ 27.6% 124.200 : I 124,200 :
IRent 35,000 i I 35,000 :
iTravel 8,500 i I 8,500 !
!Telephone. 4,3001 I 4,3001
IPrinting & Repro. 6,500 ' I 6,500 :
IPostage & Deli~ery 1,100 : . i 1,100 i
!Depreciation 7,800 ; 7,800i
iBad Debts 4,0001 4,0001 0: 1
IInterest 2,7001 2,700 I 0' 1
IOffice Supplies 1,200 ! I 1,200 l
!Dues/Member$hip 450; I 4501
Iinsurance 2,5001 I 2,500;
IEntertainment 2,700i 2,700 I 0 1 1

To!!1 $650,950 i $9,400 I $641,550 I
-- - -_. _.

Indirect Cost Rate Calculation

\
~

IBase =Total Direct Cost
i Note

·IPool Cost $641,550 : A 2
IBase Cost $2,181,5'161 B 2
!Indirect Rate 29.41% : AlB

Notes

1. These cost are unallowable per the cost principles; contained in Attachment
B of the OMB Circular A-122.

2. These cost reconcile to the Schedule of Total Cost.
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NONPROFIT ORGANIZATION, INC.
SCHEDULE OF EMPLOYEE'S SALARIES

FOR THE YEAR ENDED DECEMBER 31, 19XX

Direct
I Annual or

: Emploxee ! Title i Salary Indirect
iAhmuty, Andy D. IProgram Manager I 64,OOOIBoth
IBoss, James, B. IPresident I $123,000 Indirect
iComer, Barbara C. lAnalyst ! 39,400 Direct

ILister, Mary K. !Program Manager I 78,000 lBoth

jRawdon, Brian, R. IWriter I 36,500 IDirect
IMoney, Steve A. IController i 75,000 IIndirect

lTechnical, John B. ISr. Engineer I 73,000 I.:::.D.;.;..ir..;;;.ect=-__~.!
f=T~h"';:"o~m-a~s~,B:=--=-+-nt-:L"'-.--:I-:'J-r.-=E::-n-'"':-in-ee-r----:-~ ----=647 ,'"=3-=0'=""0IDirect i
f:-W,...."e,..-l-=-sh....:,.....",J_a_n--.;.ic-+~~E=-._---...;I.....",J,..-r._E_n in_ee_r -7-1 -=6-=5,,=0-=0,=""0'-:-D-:ir~ect---:__-,!
!Wiser, Cynthi~ B. ;Secretary I 26 700 Iindirect

If-e-tc-.-et-c-.-s-e-ef-i n-o-te~beoooooii-ow-------'i-!----'-J. ':
We have only included a portion ofthis schedule to demonstrate it's
format. The a¢tual schedule to be submitted should include all employees
of the organization. Ifan organization already has separate reports which
together provide the data above, they can submitthese separate reports

. in lieu of creating a new one to provide the required data.
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FA WORKSHOP
Part VIII.A - CASE STUDY - Solution

ABC Foundation
INDIRECT COST SCHEDULE

Jan. 1, 2001 to December 31, 2001

Costs Unallowable Allowable
Incurred Costs Costs

Salaries 450,000 450,000
Fringe Benefits 126,000 126,000
Rent 180,000 180,000
Travel 10,500 10,500
Telephone 4,300 4,300
Print & Reproduction 6,500 6,500
Postage & Delivery 1,100 1,100
Depreciation 7,800 7,800
Bad Debts 5,500 5,500
Interest 8,000 8,000
Office Supplies 1,200 1,200
Donations 3,000 3,000
Dues/Membership 450 450
Insurance 35,000 35,000
Entertainment 4,700 4,700

Total 844,050 21,200 822,850

Base =Direct Labor + Applicable Fringe Be~nefit Cost

Indirect Cost rate =

Indirect Cost rate =

Indirect Cost Pool
Direct Labor + Flinge

822,850
1,318,400

Since the calculated rate as presented above is only 62%, ABC's
proposed rate of 64% is NOT reasonable and acceptable.

USAID/Philippines




