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PREFACE

This guide has been developed to help nonprofit organizations
and contracts with the United States Agency for International L
the process for determining and reimbursing indirect costs unc
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or similar purposes in the public interest; (2) is not organized

- its et 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 U’

structure chosen by am organization depends onm spec

. organization.

: have assistance instruments
opment (USAID) understand
JSAID awards/contracts.

ost Principles for Nonprofit
d indirect cost applicable to
2 that have been incurred for
rarticular final cost objective.

association, cooperative, or
:ucational, service, charitable
1arily for profit; and (3) uses
1S,

‘ndirect cost rate structures
. The indirect cost rate
factors applicable to the

This guide was developed by Steven Tashjian and J&me.f beery of the
Support Division, Office of Overhead/Special Costs and Contra.

i1

2 of Procurement, Frocurement

aseout Branch of USAID.



Definitions

For purposes of this guide, the following definitions are provided:

Administg‘ative Expenses

All direct and indirect costs associated with the management of an organization’s programs.
Nonprofit jorganizations need to refer to their grant/cooperative agreement/contract terms and
conditions for the applicable definition of "Administrative Costs" and any related limitations.

Allocatioq Base

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

Cost Oblgtive

A function, organizational subdivision, award, contract, or other work unit for which cost data
are dcsxre and for whxch provxslon is made to accumulate and measure the cost of processes,

e S .'_;...\.___ f . ':_:" L ;f, L - - L
DlrectCog_té T ' ‘ ' o

Those costs that can be specifically identified with a particular final cost objective, i.e., a
particular award, project, service,or other direct activity of an organization.

Final Qosti 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 final accumulation points.

Final Rate

An indirect cost rate applicable to an accounting period (fiscal year) which is based on the
audited actual costs of the period. A fina! rate is not subject to adjusunen.

iv



Indirect Cost

Those cost that have been incurred for common or joint objectives and cannot be readily
identified with a particular final cost objective.

Indirect Cost Pools

Groupings of costs identified with two or more cost objectives but not specifically idertified with
any final cost objective.

Indirect Cost 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 Cost 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
cm. e

Any corporation, trust, association, cooperative, or other organization which (1) is operated
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, xmprove
and/or expand its operations.

Provisional] Rate

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



SECTION 11

A. Indirect Cost Rates

An organization’s cost that are identified with two or more cost objectives tut do not
directly benefit any one final cost objective are termed indirect cost. These cost are budgeted,
billed and accounted 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:

Provisional 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 and a final rate has been established.

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 final
rate is not subject to adjustment once established. Final rates are used to adjust rates which
were awarded on a provisional basis. Often, a final rate is used as the basis for establishing a
provisional rate for the next accounting period, after it has been adjusted for known differences
in cost levels.

Predetermined Rate

A permanent indirect cost rate is & rate assigned for a specific period of dme whica is not
subject to adjustment. A predetermined rate is used only when there is substantial assurance that
the predetermined rate will not exceed the actual rate incurred for the applicable period.



. Fixed Rate with Carr~-Forward Provision

A fixed rate with a carTy-forward provision is similar to a predetermined rate. except that the
difference berweern the esumared cost used to eswablish the fixed predetermined rat= and the
actual cost for the period is "carried forward” as an adjusmmenr tc the rate computation for a
future year(s).

Selection of Rate Tvpe

USAID |prefers the use of the provisional/final rate indirect costung systern for nonprofit
organizauons for a variety of reasons. Primarily, it pecessitates an accounting svstem which can
generate curreat accurate cost data. This ability helps both the nonprofit organization and
USAID make informed budgeting and funding decisions. Second, indirect cost are properly
funded in the fiscal vear incurred. Thus, there are no prior year "carry forward” adjustments
to be made in future years due to a differsnce berwesn a negotiated predetermined rate and the
actal rate incurred for the period, which can effect currenr and out-year funding. Finally, it
allows for an adjustment of indirect cost at year end to account for the difference berween the
provxsxonal rate and the actual rate incurred so a 51gmﬁcam cost discrepancy does not exist when
the award is being closed out. :

B. Determmatlon of Indirect Cost Rate Structure

The Governing principles for nonprofit organizations regarding indirect costs are
prw.:n’bcﬁ in the OMB Circular A-122, "Cost Principles for Nonprofit Organizations.” This
-circular provides specific . mcthods for dxstribmmg indirect cost to final cost. oby:cuves. These

—-a—— .

“‘m:fne?h?)ds nd thé ¢riteria.to determine which is appropriate-are explained below. -

—rves,

IDUSE_TRY v Laldt
Simplified Al]ocation Method

When an organization’s functions all benefit from indirect cost in the same degres or there is

only one major function, a simplified allocarion method generally results in an equitable

distributon 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 distribution base. Thus, this rate, expressed as a
77 _percentage, represents the relationship of the indirect cost to the chosen allocation base.

'Care must be taken when choosing the allocation base to ensure it accurately reprasents the best
relationship berween indirect cost and the base available. Two examples of allocation bases are
total direct cost (excluding capital expendirure and other distorting items, such as major
subcontracts or subgrants) and direct labor cost. :

Except whkre a special rate is required as explained below, the rate(s) developed must be applied
to all awards of the organization. .

9]



An example of the process involved when deveioping indirsct rates under the Simplified
Allccation Method is provided in Section IV of this guide.

For more specifics regarding this rate methodologv, se= the OMB Circular A-122, Secidon D.2.
- - -~ -

Mulitiple Allocation Base Method

When an organization has more than one major function and these funcdons co not all benefit
from indirect cost in the same degree, the multiple allocation base method should be urilizad.
Under this method, the indirect cost nesd to be accurmulated into homogenous cost groups, which
will be allocated to the benefiung functons by means of a base which best measures the reladve
benefits. The number of separate groupings should be minimized and based on the marteriality
of the cost involved and the degre= of accuracy required. An indirect cost rate will need to be
developed for each individual cost grouping. The indirect costs are then allocared to each award
and other direct activides included in the allocation base via the indirect cost rate(s).

In accordance with the OMB Circular A-122, Section D.l.c., "the determination of what
construtes an organization’s major functions will depend on its purpose in being; the types of
services it renders to the public, its clieats, and its member; and the amount of effort it devotes
to such activities as fund raising, public informarion and membership activides."”

The criteria required to justify the use of the multiple allocation base method rar:ly exists within

~YSAID awarding/conmracting environment. Accordingly, we have not included an example of
- the process involved when developing indirect rates under the Multiple Allocation Base Method
¢zs;7 However; an example-of ‘this- method is available ‘in the Deparment of Hcam; and Huma.

-od-o««—.

Services publicartion,. OASV[B .5, entitled "A” Guxde for Nonproﬁt Orcramzanons -

For more specifics rega.rding this rate methodology, see the OMB Circular A-122, Seétion D.3

Direct Allocation Method

. The dirsct allocation method is appropriate when an organization wishes to treat all cost as direct
except for general administrarion and general expenses. These organizations geaerally separate
.. their costs into three basic categories; (1) general administration and general expense, (ii) fund
raising; jand (iii) other direct functions. Joint costs, such as depreciation, rental costs, 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 joinr cost is then dismibuted based on an eguitable
allocation base. The bases chosen must accurately measure the benefits providec! to each award
or activiry and be based on reasonatle criteria and current datz. Examples of allocation bases
for common joint cost are listed in Exhibit E of Section IV. The allocation methoed for the single
indirect cost rate is the same as the simplified allocation method, except that r.he indirect cost
consist exclusively of general administration and general expenses.

3
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An example of the process involved when deveicping incdirect rates under the Direc: Allocation
Method is provided in Secton IV of this guide.

For more specifics regarding this rate methodelogy, see the OMB Circular A-122, Sezrion D.4.

Special Indirect Cost Rates

Generally, the use of the other three allocation methods described above result in an equitable
diswibution of indirect cost to final cost objeczives. However, in some instznces, a single
indirect cost rate for all activities or for each major functon of an organization may not be
aporopriate, as it does not take inro account distorting factors which may substanrially affect the
allocaton of indirect cost. This scenario generally occurs when an activity performed by the
organizaton is materially different then its normal line of business and thus generates a
significantly differeat 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 warranted when it is determined that the rate differs
significantly from that which would have been obtained under the other methods available and
the volume of work to which the rate would apply is material.

An example of the process involved when developing indirect rates under the Special Indirect
- Cost Rates method, is provided in Secton IV of this guide.

For more specifics regarding the use of the special mdxrcct rate methodolooy, see the OMB
Circular A-122, Section D.5.

electmn Ra;e Methodol

'I'he ‘Choice of the appropnate rate mcthodology for an organization requires careful consideration
and review of such factors as the: (i) sophistication of the accounting system in place, (ii) degree
of precision desired/needed, (iii) amount of funding involved (materiality), (iv) cost of degres
of accuracy desired verse benefits received, (v) number of awards involved, (vi) number of
employees, and (vii) availability of data required (hours of machine use, square footage,
transactions processed, etc.). These factors need to be evaluated with the intent of employing
a rate methodology that equitably diswibutes indirect cost to final cost objectives. 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.



Genergl Information

For purpeses of calculating the allowable indirect cost rate{s) for U.S. awards, all unallowabd.

cost must be excluded from the toral indirect cost pool before dividing by the allocarion base to
arrive at the resulting indirec: rate. Unallowable cost are identfied in Sezdon B of the OME
Circular A-122. Examples of unallowable cost ars bad debt expense, entertainment cost, interest
expense, and losses on Federal or non-Federal awards. However, all cost which pormally would
be in the allocation base remain in the allocation base whether deemed allowable or unallowable
by the criteria in the OMB Circular A-122, so that they bear their pro rata share of indirsct cost.

The base period used for the development of the indirect cost rate should be the same as the
organizadon’s fiscal year.

C. Changing an Indirect Rate Structure

Prior approval from the Office of Procurement, Procursment 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 organization has awards
and contracts with USAID, based on an accepted established indirect cost rate structure,

. agreement 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 agresments and thus
-requires prior approval from USAID. Failure to obuain approval may result in.cost

disallowances.
When an organization has determined that it wishes to change the way it allocates indirect cost,

it nesds to prepare a proposal supporting such a change and submit it to the OCC Branch. Such

-- a proposal would need to inciude the following:

1. A narrative explanation of the proposed change and why it is warranted;

2. A cost mmpact analysis showing the impact of the new rate sttucture on each
award. This analysis should use acmal data from the most completed fiscal year
and compare the cost for each award under the old and proposed rate stucture.

. The major cost elemenss (i.e., direct labor, ODCs, subawards, materials, and

each indirect cost grouping) should be shown for each award, and

(V3]

An accurate description of how the composition of the indirect cos: pool and base
cost changed from the old rate structure to the proposed new rate structure, both
iz parrative form and cost schedule form.



Upon receipt of such a propesal the cognizant Centact Specialist within OCC will evaluate the
proposal and coordinare directly with an orgznizaticn’s representative. Once a murual agresment
has been reached regarding the propesed changs, a revised NICRA will be issued reflecting the
accepted rale soucture.

It is important to remember that approval is required before the change has taken place. Failure
to obtain prior approval can result in a disallowance of cost.

D. Approval Process

Every organization intending to establish indirect cost rates applicable to Government
awards and contracts must develop an indirect cost proposal. This indirect cost proposal forms
the basis for all negotiatons regarding the applicable indirect cost rate(s). Guidelines for
preparing an adequate indirect cost proposal are contained in Sections IIT & I'V and Appendix
B of this guide.

stabli ine an Initial Provisional Indirect Cost Rat When no Previous Rate( xisted

An indirect cost propcsal should be submitted once an organization has been notified of an award
that will allow for the reimbursement of indirect cost via an indirect cost rate. Generally, this
* proposal should be submined as soon as possible after award. This proposal should be based
on acmai cost data adjusted for any known or expected deviations from historical experience.
_,“Nounaﬂy a provxsmnal indirect cost rate. will be established based-on the indirect cost proposal.
5"""Oncs “an “organization has established an adequarte indirect cost rate structure approved by
USAID, its provisional rates are generally updated on a yearly ba51s They can be updated
sooner when circumstances warrant it.

Modifving Provisional Indirect Cost Rates

. At the completion of each fiscal year an organization should updare 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 historical experience,
such as the awarding or closing of a grant. Such deviations should be incorporated into the
indirect cost proposal to improve the accuracy of forecasted rates.

CIf at any time an organization feels it’s current provisional indirect cost rate(s) is materially
_ misstated, {(i.e. nci reflective of actual cost to be incurred for the period) it should provide a
revised indirect cost proposal to USAID so a more accurate provisional rate can be established.



Finalizine Indirect Cost Rates
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Three cories of the NICRA will be provided to th2 organization. The organization should sizn

the original and the two copies of the NICRA, retaining one copy and returning the original and
other copy as socn as possible to the OCC Branch Chie?.

By execurion, the signatory to this NICRA, actng on behalf of the organization, assumes full
responsibility in assuring USAID that: (1) to the best of his/her knowledge the accounting
information provided is complete and fre= 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 bes=n accorded consistent mweatment; (4) the incurred costs are legal and allowable in
accordance with the governing cost principles and other federal regulations; and (5) that the
information provided by the grantes/contractor which was used as the basis for accsptance of
the rate(s) agreed to herein is not subsequently found to be materially incomplete or inaccurate.

For contracts, grants, or cooperative agresments which incorporate these rates, the organization
should take the necessary actions to adjust their invoicss for the difference 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 disallowances provided for
in each award between the partes.

For the negotation 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 stated therein.
For the negodation 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 component of the incurred cost requires
prior approval from the OCC Branch. Failure to obtain such approval may result in cost
disallowances. !

Each NICRA 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) Description of the allocation base for each rate;

5) A listing of the Contracts/Grants/Cooperative Agreements effected by the NICRA and:
6) General terms and conditions.
An example of a NICRA is inciuded in Appendix A of this guide.
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F.  Application of Indirect Cost Ratss

The amount of reimbursable indirec: cost allowable on Federa! awards will be determine
bv muldplying the approved indirest cost rate(s) by the approved allocation base(s) of eac.
award. Tne approved indirec: cost rate{s) and allocaton base(s) wiil be defined in tha
Negouared Indirect Cost Rate Agresmenr (NICRA). However, in those instances whers
Federa] award has an indirect cost rate ceiling, indirect cost will only be reimbursed up to the
amount of the limitation clted in the award. Also, whenever the performancs of an award covers
multple fiscal years, the approved indirsct cost rate(s) for each year(s) must be applied to the
allocatipn base cost incurred.

For an %illustration of these principles assume the following data:

Approved Indirect

Period _ Cost Rare
01-01-95 to 12-31-93 15%
01-01-94 to 12-31-54 10% :

The apﬁroved allocation base is total direct cost and the grant period of performance is 03-01-93
to 12-31-94.

The towal direct cost incurred for the program is $500,000, incurred by year as follows:
~ Incurred in 1993  $100,000 _ o
_ Incurred in 1994  $400,000 Rt

~pDetermination of Indirect-Cost.= . - : .- o . R0 e oo el SR
-,~ 1993 cost of $100,000 x .15 = $15,000. . g SR T
1994 cost of $400,000 x .10 = _40.000 T
Total Indirect Cost $55.000

Now assume that the grant had a ceiling limitadon on the indirect cost rate of 12 percent.
Assuming all other dara is the same, the applicable indirect costs would be detzrmined as
follows:

Determination of Indirect Cost

1993 cost of $100,000 x .12 = $12,000

1994 cost of $400,000 x .10 = _40.000
Total Indirect Cost $52.000



G. Limitations on Indirect Cost

Indirec: cost limitations are negotiated into some Federal awards/contracts. In these
instances, indirect cost will be reimbursed up tc the amount of the limitatiors cited in the
awards/contracts. 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 authorized by legislation.

H.. Disputes

In the unlikely event that the Office of Overhead/Special Costs and Contract CTloseout
(OCC) Branch and the Grantee/Contractor are unable to reach a mumal agreement on an
acceptable 'indirect cost rate(s), the OCC branch will issue a unilateral determination of the
rate(s). The OCC branch will notify the organization of such a determination and 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.

10
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SECTION III

Submission of Indirect Cost Proposal

An adequate indirect cost rate proposal forms the basis for all negotiations regarding the

allowabiliry 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.

Regquired Documentation for an _Adequate Indirect Cost Proposal

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

1.

Indirect cost pool schedules detailing the cost by cost element for each indirect cost rate,
including identification of unallowable cost, .

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

Derailed breakdown of the allocation base by cost element for each indirect cost rate,
Narrative explanation of the allocation base used for each indirect cost rate,

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

A listing of-all Federal awards and contracts identifying the following information:

Total cost incurred for the fiscal year

Period of performance

Identification of any indirect cost limitations/ceilings
Schedule of non-Federal awards as a reconciling item

Ao o

For development of forecasted rates which differ from the actual rates for the most
completed fiscal year, provide a narrative explanation of assumptions made to adjust
historical cost, and

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

For an example of an adequate indirect cost rate proposal subrmission, see Appendia L o this

guide.

11



“B.  Due Dates for Indirect Cost Proposal

The due dates for the submussion 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 cost rate(s) with the U.S. Government, it
should submit it’s indirect cost rate proposal to the Government no later than three months after
the.award date. This proposal will form the basis for the negotiation of a provisional indirect
cost rate(s) to allow funding of indirect costs under the award.

Previous Rate(s) Has Been Established

An organization that has an established indirect cost rate(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 onr historical
actual expenience adjusted for known or expected significant deviations from acmal experience.

Extension of Due Dates

If an organization believes it has extchuating circumstances which will prevent it from providing
its indirect cost proposal on time, it should request an extension of the due date in writing from
the Office of Overhead/Special Cosg 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/OP/PS/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:

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

Phone (703) 875-1825
FAX (703) 875-1027



SECTION 1

EXAMPLES OF THE INDIRECT COST A:

In this section, we have provided examples of three
Antachment A, Section D of the OMB Circular A-122.
for the Simplified Allocation Method, the Direct Allocat
Rate Method. We have not provided an example of
because the criteria for it’s use is rarely present with org
with USAID.

Also included in the section is an illustration and disct
cost.
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ZATION METHODS

: allocation methods described in
fically, the examples provided are
2thod and the Special Indirect Cost
Multiple Allocation Base Method
-ions that have awards or contracts

of the treatment of fringe benefit
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SIMPLIFIED ALLOCATION METHOD

An example of the sunpllﬁed allocation method, as defined in OMB Circular A-122, Section D.2
of Attachment A, is provided on Exhibits A and B on the following pages.

For purposes of this example, we are assuming that the organization’s functions all benefit from
indirect cost in relatively the same degree. Thus they choose the simplified allocation method
to allocate cost. 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 significart 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 e

more then pay for the medical equipment.

Example B assumes that an analysis was performed by the organization that dq.tcrimn:d a“ -
significant portion of the indirect cost had a strong relationship with the direct labor and fnnge o
benefits expenses. - Thus, an allocation base of total direct labor plus applxcable fringe ‘benefit ™ -

cost was chosen to ensure an equitable dlstnbutmn of mdlrect cost - -," L=

-wt‘.-— -

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-122. 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 revxcwed in its entirety before formal
subrmssmn of an mdxrect cost rate proposal

14



EXTIBIT A

SAMPLE SCHEDULE OF TOTAL COSTS
SIMPLIFIED ALLOCATION METHOD
JANUARY 1, 19XX T0 DECEMBER 31, 19XX

Less Allowable Total |
Total Unallowables Indirect Direct |
Costs & Exclusions Note Costs Costs |
Salaries . @ $1,480,000 $450,000{ $1,030,000,
Fringe Benefits 414,400 - 126,000 288,400
Rent : 180,000 180,000 0!
Travel r 78,000 8,500 69,500
Telephone - 24,500 4,300 20,2001
Print & Repro 37,800 . 6,500 31,300 | |
Postage & Delivery 5,500 1,100 4 40@
Depreciation 32,000 7,800 24,200 |
Bad Debts 4,000 4. 000 1 0 0
Interest . 2,700 2,700 1 . 0 0
Office Supplies 3,600 1,200 2,400
Dues/Membership 450 450 0
Insurance 35,000 35,000 - 0!
Entertainment . 2,700 2,700 1 0 .0y
Medical Equipment 1 ,000,000 1,000,000 2 0 = 0]
Training Materials . .. 32 OOO . L . L 0 32 000,
L Total l $3, 332 657 $1,009,4001 R r$820 850 $ ,502, 400

- _—

S e e e . -y .4,{-%. e
Notes

" 1. These cost are unallowable per the cost principles contained in Attachment B of the OMB
Clrcular A-1 22

aonid

2. Forillustrative pu:fbb-s'es for example A, we are defining the allocation base as total direct
cost minus medical equipment. Therefore, the cost of medical equipment is excluded from
the allocation base for determining the applicable indirect cost rate.

15



EXHIBIT B

SAMPLE INDIRECT COST SCHEDULE
SIMPLIFIED ALLOCATION METHOD
JANUARY 1, 19XX T0 DECEMBER 31, 19XX
?' Less [
Cost Unallowable Claimed
’ Incurred ‘ Cost Cost
iSalaries 1 $450,000 + $450,000°
[Fringe Benefits | 126,000 | 126,000
'Rent | 180,000 | 180,000
[Travel I 8,500, i 8,500
(Telephone | 4,300 | 4,300 ;
Printing & Repro. j 6,500 | 6,500
Postage & Dellvé;ry | 1,100 | 1,100
Depreciation ? 7,800 | -~ 7.800:
Bad Debts i 4,000 4,000 0!
Interest . 2,700; 2,700, 0.
|Office Supplies ! 1,200 1,200
IDues/Membershig l 450 4501
linsurance - - | 35,000 35,000
|[Entertainment | 2,700 2,700 0
B Total | $830,250 $9,400 $820,850]
z » ““““‘"‘*’"lndlrect Cost Rate Calculatlon e iy
L o ' Example A ]
|Base = Total Direct Cost Minus Medical Equipment
|
iPool Cost ! $820,850 ; A
‘Base Cost : $1.502,400: B
| 54.64%! A/B

'Indirect Rate

RO S

! - Example B

‘Base = D|rect Labor Plus Applicable Fringe Benefit Cost
3 |
‘Pool Cost 5 $820,850! A ]
Base Cost Calcuiation : ;
- Direct Labor { 1,030,000 !
“Fringe 288,400 |
Total Base i $1,318,400 B !
1
A/B !

Indirect Rate ‘ . 62.26% |

16



DIRECT ALLOCATION METHOD

An example of the direct allocation method, as defined in the OMB Circular A-122, Section D.4
of Armachment 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 determined 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 particular cost being prorated. Examples of such allocation bases are provided in Exhibit
E. For this example all of the indirect cost represent general administration and general
expenses exclusively. 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 suppher Thus the orga.mzanon d1d little
more then pay for the medical equipment. - R . R

E.xample B assumes that an analysis was performed by.the_organization that determined a ..
significant portion of the indirect cost had a strong rclanonshxp with the direct Tabor and fnngc S

benefits expenses. Thus, an allocation base of total direct labor plus applicable fringe benefit
cost was chosen to ensure an equitable dlstnbunon of mdn'ect cost S e i e
For further illustrative purposes, it is assumed that the orgamzauon incurred certain cost which
were determined to be unallowable for Federal reimbursement in accordance with the cost
principles contained in the OMB Circular A-122. - 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. Atachment B of A-122 provides the regulations regarding the aliowability of .

selected cost items for Federal awards, and should be rcvxewed in 1ts entlrcty bef ore formal_
submission of an indirect cost rate proposal.- - = - - .

17 R



o EXIIlBlT(} i
TR A
SAMPLE SCHEDULE OF TOTAL cns'rs
DIRECT ALLOCATION METHOD
JANUARY 1, 19XX TO DELEMBER 31, 19XX

JURT . U U 1Y Uiy R

_________ L Less Allowable | ', Total |- L _

Tolal Unallowables indirect | . Direct , | USAID | USAID-| EPA Privale Fund

‘ 1 Costs & Exclusions [Note| Coslts ‘Costs ' | Award A | Award B | Award A | Foundation | Raising
Salaries ~ |$1480000f | 1 ~$450,000| $1,030 000 $530, 000 _$187,000| $84,700| $220,000|  $8,300
Fringe Benefits | 414, 400 126 000 ~288 400 148, 400/ 52 360 __23716| 61,600 2,324
Rent | 180, ooo| e 35 000 ] 145 000 14612 ___gg,_qgg_ 11924 31,039 _1_,1_(_)0
Travel | 78,000 L 8 500 69 500| 38, 322 12,618 5715 14,845 0
Telephone | 124,500 4§(_)(_) v ngg gg(_) 10 394| 2,830 1,661 4315 1,000
Print & Repro | 37,800 ] 6,500 | 5;131,300 16,106 4,935 2, 5/4 L §_685 1,000
Poslage & Delivery | 5,500 : 1,100} - 4,400 ‘___212_{55_ 584 352 940/ 250
Depreciation | 32000, 7,800 ;24 200 12,452 4,394 2.1(}_5 . 5169 0
BadDebls | 4000{ 4000f 1_ of i o 0] ol oy o 0
Interest |~ 2,700| 2,700( 1 ol ] 0 _ ol 0 0 ]
Office Supplies | 3,600 1,200 24001 1,154 436 197 413 200
Dues/Membership | 450 e 450 . 1, 0p 0 ___0 o o 0
Insurance e vBoowo | 2,500 132,500 16,723 5,900 2,673 6,942 262
Entertainment L 27000 2,700 1_ 0 41, 0 0 0 0 oy 0
Medical Equipment | 1,000,000 1,000,000| 2 0 0 0 0 o L
Training Malerials . 32,000 0 32,000 16,466 5,810 2,889 683 0

| Total | $3,332,650[ _ $1,000,400] [ $643,350] $1,679,000] $864,893| $303,192] $138,596[ $358,783] $14,436]

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

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



LASISIL U

SAMPLE INDIRECT COST SCHEDULE
DIRECT ALLOCATION METHOD
JANUARY 1, 19XX T0 DECEMBER 31, 18XX

{ Indirect Less i
! Cost i Unallowable Claimed |
| Incurred | Cost Cost |
:Salaries | $450,000 i $450,000!
iFringe Benefits @ 28% ! 126,000 ' |  126,000!
iRent 35,000 | 35,000
‘Travel 8,500 | 8,500
iTelephone | 4,300 4,300 |
'Printing & Repro. | 6,500 | 6,500 |
iPostage & Delivery | 1,100; | 1,100
Depreciation I 7,800 | 7,800/
Bad Debts 4,000] 4000 0]
Interest 2,700 2,700 0!
Office Supplies | 1,200 | 1,200 |
Dues/Membership | 450 | l 450
Insurance™ : - 2,500! | 2,500
Entertainment 2,700 2,700 0
[ . “_Total | $652,750] $9,400 | $643,350|
I £ = Indirect Cost Rate Calculation -
. 1~ SN ERF ST LA . -
[ s Example A

Base = Total Dlrect Cost Minus Medical Equlpment

i

iPool Cost

$643,350 A

" |Base Cost

{Indirect Rate

I
| $1,679,800] B
| 38.30%| A/B

| -~-E;ample B.-7

Base = Direct Labor Plus Applicable FrinQe Benefit Cost

{Pool Cost

l $643,350. A

Base Cost Calculation

]
'

Direct Labor

1 1,030,000,

Fringe @ 28%

| 288,400

Total Base

| $1,318,400; B

iIndirect Rate

B 4880% | AB |
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EXHIBITE

SUGGESTED ALLOCATION BASES USED T0 DIRECT
CHARGE JOINT COSTS TO FEDERAL AWARDS

| Cost Element ! - Allocation Base
iAccounting INumber of transactions processed
JAuditing iDirect audit hours
JAutomobile use IMiles driven or days used
'Data processing, iJobs performed, hours used
'Disbursing service INumber of checks or warrants issued
|Equipment repair [Direct hours
|[Facilities cost (rent, utilities) 1ISquare feet of space occupied
|Health services Number of employees
ilnsurance management service |Dollar vaiue of insurance premiums
'Legal services iDirect hours
Mail & messenger Number of documents handled or people serviced
Payroll services |, Number of employees
Personnel administration Number of employees :
Printing & reproduction [Number of pages printed, direct hours, number of jobe
[Procurement service "iNumber of transactions processed :
‘Telephone : INumber of telephone instruments
AR s Tl i Deerni e sl an md Lailicdn o G Joddoew Teasciend e L oaed
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SPECIAL INDIRECT COST RATES

An example of an application of a special indirect cost rate, as defined in the OMB Circular A- |
122, Section D.5 of Attachment A, is provided on 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 support 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 overhead rate, to distribute applicable indirect
cost to these nine awards. '

. The rcmmmng offsite location is in South Africa and is in a facility being furnished free to the
orvamzainon by the U.S Government. This offsite location was created to help the democracy
movement in South Africa.” This location also has a separate payroll system and its own

... ...accounting staff, separate from the Atlanta office. Since this offsite location: () is not supported

by the Atanta staff in any material way, (ii) is supported by its own accounting and
) __,.admxmstrauvc staff (iii) is for a different line of work then the other offsite locations and (iv)

has no rent cost, a separate offsite rate was developed which is applicable only tc those awa.rds?é

performed out of South Africa, i.e., USAID awards D through F.

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-122. 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 zllowability 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

- Incurred | i Claimed | Incurred | [ Clair
Home | Less . Home | Ofisite | Less | Offs;
indirect Cost ' Overhead ' Unallowabiles Note Overhead | | Overhead . Unallowables |Note Overh
Salaries $450.000 f $450,000: 1$1.234,543. i 1$1,234
Fringe Benefits 126,000 | ' 126.000: 432.090 - ‘ 432
Rent 180,000 | i 130,000 0 2 |
Travel ; 8,500 | i 8,500 98,000 ! i ! g&
Accounting i 14,000 | i 14,000 32.345 i3 32
Payroll Processing | 4,800 - | 4,800 10,000 | 3 | 10
Telephone ! 4,300 | 4,300 7,500 | i 7
Printing & Repro. | 6,500 [ 6,500 8,000 [ i 8
Postage & Delivery I 1,100 | 1,100 5,400 I | 5
Depreciation | 7,800 i 7,800, 34,000 | i 34
3ad Debts 1,300 ; 1,300 1 ! 0. 0: 0 1
nterest | 2,900, 2,900! 1 0 4,300 4300 1 |
Office Supplies x 1,200 ; 1,200; | 4,000 . : 4
Dues/Membership | 450 450 300 - ;
Zntertainment [ 2,700! 2,7001 1 | 0 6,800 6,8001 1 | ]
Misc. ! 3,200 I I 3,200 5,300! - - i 5
Total i $811,550 $6,900 | $804,650| . |$1,877,278 $11,100} - {31,866
= Q:i.ft‘l ':T’:- B TEIEE ST NS AN T A
Notes T T T e

1. These cost are considered unallowable for reimburéeme'nf on Fédeiai awards in accordance with the cost
orinciples contained in Attachment B of the OMB Circular Aj122.

.. This organization has developed an offsite rate in Africa which is based out of a facility that is belng paud for dire
ay the U.S. Government. . -

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

SAMPLE INDIRECT COST RATE CALCULATION
© SPECIAL INDIRECT COST RATES
JANUARY 1, 19XX TO DECEMBER 31, 19XX

| Direct Cost | Home | Offsite !
IUSAID Award A | $455,789! |
USAID Award B | 234,567 |
USAID Award C | 123,456 i
USAID Award D { l 654,321 .
USAID Award E | I 765,432 .

{USAID Award F l | 987,654 :
USAID Award G | | 456,654
USAID Award H I 876,678 |
USAID Award | | 987,786
USAID Award J | 1,000,765 :
[USAID Award K | 456,786 |
USAID Award L | 987,788 |
USAID Award M : | 345,345
USAID Award N - 123,432 |

-|USAID Award O 234,543 |
USAIDAward P - - | 342,34Z2|
USAID Award Q | 344,333

TUSAIDAward R~ | "123,2241 | =
USAID Award S 213,111

{Total Direct Cost 1$2,195,794! $7,519,209;

| Indirect Cost Rate Calculation |
! Home Overhead Rate |  Note |
iPool Cost | $804,650] A | 1 |
'Base Cost 1$2,195,794 | B ; 2 |
|Indirect Rate | 36.65%! A/B |

| Offsite Rate | Note
Pool Cost '$1,866,178 ! A I 1
Base Cost 1$7,519,209 B | 2
iIndirect Rate i 24.82% A/B |

NOtE' b m eh e e

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 BENEFITS

Fringe Benefit expenses consist of the cost of paid absences such as vacation leave, sick leave,
holiday leave and jury dury, and employer conuibutions such as social security, employves
insurance, workmen’s compensation insurance, and pension plan costs. For these costs to be
allowable and allocable to Federal awards they must be absorbed by all organization activites
in proportion to the relative amount of time or effort actually devoted to each and are granted
In accordance with established wrinten organization policies. Attachment B, Item 6.f. of the
OMB Circular A-122 discusses the cost principles governing fringe benefit expenses.

Fringe beneﬁt costs my be treated as either direct or indirect cost. To treat the cost as direct,
an organlizauon may 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 (i.e., paid absences or pension)
does not need to be treated in the same manner, as long as each type of fringe benefit is treated
consistently. If the costs of benefits provided to groups of employees (executives, hourly
employees) 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. The fringe cost

apphcable to each group of employees would be included in the overhead pool for the indirect

cost rate that includes that group of employees labor cost in the allocation base If an

. .Organization has only one md:rect cost rate, all frmge beneﬁt cost would sxmply be meluded in
. t'fnsoverhcad pool. . L oE T 7 o

- - - :
..‘Lq-.o B T ] :‘.- P M R o T AAo o P - PR Jvrtu ?..1 .aou‘ .
SNl P - P - Lo . * .

‘ A fnnge beneﬁt xﬁdxrect cost rate would be developed by dxvxdmg total fnnge beneﬁt cost by
an equitable allocation base. , Generally, the allocation base for fringe benefits is total salaries
as most of the fringe benefit cost are tied to the cost of labor.

When an orgam'zation’s indirect cost rate structure 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 Office of Special/Overhead Costs and Contract
Closeout (OCC) Branch will review and approve fringe benefit rates in the sarme manner it
addresses other indirect rates. The approved fringe benefir rate will he incorporared irc the
Negotiated Indirect Cost Rate Agreement (NICRA).

To illustrate how fringe benefit cost can be allocated, example schedules have be¢n 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 organization has decided to develop a-fringc benefits rate with an allocation base of total
labor cost, They also have an overhead rate. For further illustrative purposes we have
developed the overhead rate based on two different allocation bases, depicted by Examples A
and B.

Example A assumes that it was determined that the allocation base should be total direct cost.
Example B assumes that an analysis was performed by the organization that determined the
majority of the indirect cost had 2 significant relationship with direct labor and fringe benefits.
Thus, an illocauon base of total direct labor plus applicable fringe benefit cost was chosen to
ensure an equitable distribution of indirect cost.

For Exhibits K and L

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

For all Ex ibits—

'Por farther illustrative | purposes, it is assumed that the orgamzanon mcurred certain cost. wInch

~._were determined to be unallowable for Federal reimbursement ‘in accordance with ‘the’ cost

(S el L ool)

E: ~§*pnncxple§ contained in the OMB Circular A-122.° 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 Aunachment B of the OMB
" Circular A-122. Anachment 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 indirect cost rate proposal.



SAMPLE SCHEDULE OF TOTAL COSTS
WHEN A SEPARATE FRINGE 3ENEFIT RATE EXISTS
JANUARY 1, 19XX TO DECEMBER 31, 19XX

o

| Tless | | liowable | "Total - e

Total Unallowahles Indiract Diract USAID UsAID - EDA Private Fund

o ] Cosls |_8&Exclusions [Note| Cosls "Costs | AwardA | AwardB | Award A | Foundalion | Raising
Salaries | 81,876,345 || 5450,000| $1,426,345| $702,000| $302,786| $184,700| $220,034; §$16,825
Fringe Benefits | 517.883) || T 124,200| 303,671| 193.753|  63.569| ~ 50,977|  60.729| 4644
Rent 1 ""180,000 e 35,000 145,000] _ 74612) 2 26 325|° 11,924 31,039) 1,100
Travel | 7""178,000 ) 8,500 69,500|  36,322| 12,618 5, 715 14,845 -0
Telephone _|_._ 24,500 . 4,300 20,200 10,394|  2.830( 1661 4315 1,000
Print & Repro S| Tameee| T T T T 8,50031,300( 16,106\ 4,635| 3874|6685 9,000
Poslage & Delivery | "7 5,500 T T, 100) T 4400 2,264 584 362 940! 250
Depreciaion | 3z2000( T 7.800| " " 24200{ 12,452|  4,394| 2,185 5,169/ 0
BadDebts | "a000{ " 4,000 1_ 0 0 0 0| 0 0 __0
interest T T gm0l 2700 o|IT o[- o 0 0 D 0
Office Supplies 3,600 i 1,200 2,400 1,154 436 197 4131 200
Dues/Membership | 450 L 450 | . . 0f _0 L I
Insurance ot 35000 I 2,500 32,500 16,723 5,900} 2673 6,942: 262
Entertaioment | 2,700 2,700| 1 0 0 __0 .0 0 00
hrammg Malerials 32,000 ; 0 32,000 16,466 5810 2,889 6,835] 0
[ 7 Vol T |'$2,832,478] ~$9.400] | $641,550[ $2,181,5161§1,082,245[ $450,187] $265, 8581 $357,946 | sszz’sﬂ
: USAID | USAID [ EPA [ Privale | Fund

Allocalion of Indirect Cost | __Total | AwardA | AwardB | Award A_| Foundation | Raising
Exampie A - Allocalion base equals lotal direct cost and rale = 29.41% 641,550 318,271 132,393] 76,185 105,266 7,435

|Examgle B - Allocaiion base equals direct labor pius fringe and rale = 35.26% [ 641,550] 315,750 136,189 83,075 98.968) 7,568

The separate oveihead rales are based on two different assumplions which are explained on the previous page. The individual indirect overh.ad rates
are calculated on Exhibit J.

Notes

1. These cost are unallowable per the cost principles conlained in Attachment B of the OMB Circutar A-122. : -
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EXHIBIT |

SCHEDULE OF FRINGE BENEFIT COST
JANUARY 1, 19XX TO DECEMBER 321, 19XX

| Cost

{ Cost Element | Incurred |

Vacation Leave Accrued | 63,4506,

'Sick Leave | 21,456

Holidays - l 48,876

FICA | 123,000,

SUTA | 21,342

Workmens Compensation Insurance | 15,432

Medical Insurance 101,345

Pension 122,876 |

| - -  Total Fringe Benefits | $517,883]
TAlocation Base . - ]
’Total Salaries - - - : | $1,876,345 [Reconciles to Exhibit H
[ange Benﬁt Rate | 27 60% !
:‘ f‘_ ; L - __ : 'r,_;-; | . : _
53 - f—:—-‘é:étb«‘: -5“5 zefodo L = k4= 3

LA
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EXHIBIT J

SAMPLE INDIRECT COST SCEEDULE
WHEN THERE IS A SEPARATE FRINGE BENEFITS RATE
JANUARY 1, 19XX TO DECEMBER 31, 19XX

| Indirect | Less
| Cost ] Unallowable | Claimed |
‘ | Incurred Cost Cost l
Salaries | | $450,000 i $450,000:
IFringe Benefts @ 27.6% | 124.200! 124,200 ‘Fringe Benefit rate is
{Rent ' I 35,000 35,000 icaiculated on Exhibit |
‘Trave! | 8,500, 8,500
Telephone i 4,300 4,300
Printing & Repro. | 6,500 6,500
Postage & Delivery | 1,100 1,100
Depreciation I 7,800 7,800
Bad Debts i 4,000, 4,000 0i
Interest i 2,700 2,700 0
Office Supplies [ 1,200 1,200
Dues/Membership | 4501 450
Insurance i 2,500 ! 2,500
|Entertainment . i 2,700; 2,700 0i
' Total | $650,950 $9,400! $641,550] 4
[~ - Indlrect Cost Rate Calculatron - !
[ Example A ]
'Base = Total Direct Cost .l
' |
| .
:Pool Cost i $641,550! A ;
{Base Cost . : i $2,181,516 B |Reconciles to I=xhibit H
lIndirect Rate - - | 29.41%: AB |
' | Example B !
Base = Direct L%bor Plus Applicable ange Benefit Cost {
‘Pool Cost - ! $641 ,550 ’ A !
Base Cost Calcu{atlon ! i
Direct Labor = | 1,426,345 ; iReconciles to Exhibit H
i Fringe @ 27.6% | - 393,671 |IReconciles to E:xhibit H
| Total Base | $1,820,016 B !
I~direct Rate 35.25% A/B
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SAMPLE SCHEDULE OF TOTAL COS. .

Sesrahdbiba an

JANUARY 1, 19XX TO DECEMBER 31, 19XX |

!
WHEN THERE IS NO SEPARATE FRINGE BENEFITS RATE '
|

\
i

! ;
i A

Less | Allowabie [ Volai 2] '
" Totat Unallowables indirect | Direct!. [YUSAID | USAID |  EPA™ [ Prvals | Fund
| Costs & Exclusions Costs | Cosls __' AwardA | AwardB | Award A | Foundation | Raising

Salaries $1,876,345 "$450,000( $1,426,345 ] $702,000| $302, 786 $184,700| $220, 034 $16,825
Fringe Benelits 517,883 517 §§§ B | & i ’0 0] L 0
Rent 180,000 35,000 145,000| ' 74 612 26,3g§ 11,924 31,9_32 1,00
Travel 78,000 __8,500|" " 60,500|" 38,322|  12618| _ 5715| 14,845 0
Telephone ™ 24,500 4,300/ 20,200] " 10,304| 2,830 1,661| __ 4,315| 1,000
Print & Repro 37,800 6,500 31,300 16,106 4,935 2574 6,685/ 1,000
Poslage & Delivery 5,500 1, 100 4,400 2,264 584 362 940 250
Deprecialion 32,000 7, 800 24,2001 12,452 4,394 2185 5169| 0
Bad Debis 4,000 4,000 0 - 0] ‘0 0 0 0 0
Interesl 2,700 2,700 o]} 0 0 0 0 0 0
Office Supplies 3,600 1,200 2,400 1,154 436 197 413 200
Dues/Membership 450 450 0 0 0 0 o 0
Insurance 35,000 2,500 32,500 16,723 5,900 2,673 6,942 262
Entertainment 2,700 2,700 0 0 0 0. 0 0 0
Training Malerials 32,000 0 32,000] 16,466 5810{. 2,889 6,835 0

~ Total | '$2,832,478] $9.400]  [$1,035,233] $1,787,045] $888,493] $366,618] $214,880] $297,217] sio 637]

. . USAID USAID EPA. Private Fund

Allacation of Indirect Cost | Tolal Award A | AwardB | Award A | Foundation | Raising
Allucalion base equals tolal direct cost and the rale = 57.90% $1,035,233| $514,473| $212,286] $124424| $172,100] $11,950

t

The overhead rate is calculated on Exhibit L. and is based on the assumption that the organization has no separate fringe benefils rale.

Noles

1. These cost are unaliowable per the cost principles contained in Attachment B of the OMB Circular A-122.
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EXHIBIT L

SAMPLE INDIRECT COST SCHEDULE
WHEN NO SEPARATE FRINGE BENEFITS RATE EXISTS
JANUARY 1, 19XX TO DECEMBER 31, 19XX

Indirect Rate

Coptge a7

L S
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Reconciles to Exhibit K

Indirect ‘ Less I
| Cost Unallowable | Claimed
| Incurred ! Cost Cost
'Salaries | i $450,000- | $450,000
iFringe Benefits | 517,883 i 517,883;
IRent | 35,000 35,000
‘Travel ! 8,500 8,500 |
Telephone i 4,300: 4 300!
Printing & Repro. | 6,500 | 6,500
Postage & Delivery | 1,100 l 1,100
Depreciation i 7,800 | 7,800 |
Bad Debts | 4,000 4,000 0!
interest ‘ i 2,700 2,700 0!
Office Supplies | 1,200 | 1,200
Dues/Membership | 450 ! 450
{Insurance | 2,500 . ! 2,500
|Entertainment ' 2,700 2,700 0.
I Total 1$1,044 633 $9,400 $1,035,233!
ke S
o rares T Indirect Cost Rate Calculation .. ..-
RS ;- Example A
:Base = Total Direct Cost
| , L
. iPool Cost (.- $1,035233; © A
Base Cost |  $1,787,845! B
L 57.90%] A/B .



SECTION V

Identification of Problem Areas

In this section, a few common problem areas as identified by the USAID 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 understanding
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 pnncxples
The topics covered are as follows:

1. Claiming Unallowable Cost for Reimbursement
2. Indirect Cost Allocation Bases

3. Changing of the Indirect Cost Rate Stwucture Without Prior Approval Prom.
USAID Officials _

4. 'Tlmekcepmg“Systerz”xs “ e

- 5. Subrecipient Audits

1.  Claiming Unallowable Cost for Reimbursement

Certain cost are deemed by thc U S. Govcrnment to be unallowable for rexmbursemem ,
on U.S. Government awards and contracts. For nonprofit orgamzauons Artachmem B of the
OMB Circular A-122, "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 cost rate. Generally, an efficient orvamzanon 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 defined in Attachment B of
OMB Circular A-122 are shown below. The numbers to the left of the cost title correspond to
the numbering sequence of Artachment B.

"2. Bad Debts. Bad debts, including losses (whether actual or estimaied) arising
from uncollectible accounts and other claims, related collection costs and related
legal cost are unallowable.”
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Contingency provisions. Contriburtions to a contingency reserve or anv similar
provision made for events the occurrence of which cannot be foretold with
ceriainty as to time, intensity, or with an assurance of their happening, are
unallowable."

Contributions. Contributions and donations by the organization to others are
unallowable.”

Entertainment costs. Costs of amusement, diversion, social actvities,
ceremonies, and costs relating thereto, such as meals, lodging, rentals
transportation, and gratuities are unallowable...."”

Interest, fund raising, and investinent management costs.

a. Costs incurred for interest on borrowed capital or temporary use of
endowment funds, however, represented are unallowable.

b. Costs of organized fund raising, including financial campaigns, endowment
drives, solicitation of gifts and bequests, and similar expenses incurred solely to
raise capital or obtain contributions are unallowable.

c. Costs of investment counsel and staff and smnlar expenses mcurred solely
to enhance income from mvestmcnts are unallowable."” .
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