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DEFINITIONS

® INDIRECT COST - A SHARED COST WHOSE BENEFIT IS NOT READILY
IDENTIFIABLE WITH A SPECIFIC PROGRAM OR PROGRAMS BUT IS
- NECESSARY TO THE GENERAL OPERATION OF THE ORGANIZATION

® INDIRECT COSTS ARE OFTEN REFERRED TO AS OVERHEAD COSTS

® [INDIRECT CosT PooL — THE TOTAL OF ALL INDIRECT COSTS FOR A FISCAL
PERIOD




DEFINITIONS CONTINUED. ..

® ALLOCATION CoST BASE — BASIS UPON WHICH AN ENTITY ALLOCATES ITS OVERHEAD
COSTS. AN ALLOCATION BASE TAKES THE FORM OF SOME RELEVANT QUANTITY, SUCH AS
STAFF HOURS WORKED, MILEAGE DRIVEN, OR SQUARE FOOTAGE OCCUPIED.

IED ToTAL DIRECT CosT BASE (MTDC) - THE FEDERALLY-DEFINED COST BASE
WHJCH CONSISTS OF ALL DIRECT COSTS LESS CERTAIN CATEGORIES OF EXCLUSIONS
DIFICATIONS) As SPECIFIED IN 2 CFR SEcTION 200.68.

INDIRECT COST RATE — A TOOL FOR DETERMINING THE PROPORTION OF INDIRECT
COSTS EACH PROGRAM SHOULD BEAR. IT IS THE RATIO (EXPRESSED AS A PERCENTAGE)
OF THE INDIRECT COST POOL TO THE DIRECT COST BASE



CoMMON MYTHS AND
PITFALLS




MYTH #1

- RCD AS INDIRECT RATE
IS DIRECTLY COMPARABLE
TO RCD B'’s




e AN INDIRECT RATE CAN BE RADICALLY DIFFERENT BETWEEN
RCDs EVEN OF THE SAME SIZE. THE RATE DEPENDS SOLELY
ON TYPE AND LEVEL OF COSTS THAT MAKE UP AN RCD'’s

DIRECT COST POOL, AND THE SIZE OF THAT RCD'’s
ALLOCATION BASE.




MYTH #2

 =» INDIRECT EXPENSES
INCLUDE THE SAME SET
OF CcOSTS FOR ALL RCDs




TYPES OF COSTS AND WHERE TO PUT THEM

100% DIRECT — EXAMPLE: COLORED PAPER FOR A WORKSHOP FLYER
OR PLANTING SUPPLIES FOR A RESTORATION PROJECT WOULD BE A
100% DIRECT COST TO THAT PROJECT, AS WOULD SALARIES AND
FRINGE OR CONSULTING FEES FOR STAFF WHO WORK THOSE
PROGRAMS

ARED DIRECT COSTS — EXAMPLE: POSTAGE OR PRINTING COSTS
ROM RCD OFFICE MACHINES, MILEAGE FROM AN RCD VEHICLE, OR A
SHARED CELL PHONE ACCOUNT IS A DIRECT COST THAT CAN BE
CALCULATED AND SHARED BETWEEN PROGRAMS

INDIRECT COST — EXAMPLE: PROJECT MANAGERS MUST ATTEND
ANTI-HARASSMENT TRAINING ANNUALLY, WHICH IS NOT DIRECTLY
RELATED TO ONE OF THE PROJECTS. YET WITHOUT THIS TRAINING, THE
ORGANIZATION COULD NOT OPERATE.



NOTE: ADMINISTRATIVE COSTS COULD BE DIRECT OR INDIRECT.
EXAMPLES INCLUDE ALLOCATION OF THE ACCOUNTANT'S
SALARY/FRINGE BENEFITS, THE PROGRAM MANAGER
SALARY/FRINGE BENEFITS, OFFICE RENT, UTILITIES, LIABILITY
INSURANCE, PHONE, POSTAGE, ETC. IF THESE TYPES OF COSTS
CAN BE IDENTIFIED AS BENEFITING A PROJECT DIRECTLY (AND
ARE ALLOWED BY THE PROJECT CONTRACT), THEY CAN BE
ALLOCATED AS A DIRECT COST.




MYTH #3

- APPROVED INDIRECT RATES
CAN BE ARBITRARILY APPLIED
IN ORDER TO BOOST OR
LOWER COSTS TO GRANTS




ONCE APPROVED, AN INDIRECT RATE MUST BE APPLIED EQUALLY
ACROSS ALL FEDERAL GRANTS SO THAT ONE GRANT DOES NOT TAKE
MORE OF THE BURDEN THAN ANOTHER.

2 CFR CH. Il App. VII C (3) D. EXCEPT WHERE A SPECIAL INDIRECT
COST RATE(S) IS REQUIRED IN ACCORDANCE WITH PARAGRAPH (C)(4)
F THIS APPENDIX, THE SEPARATE GROUPINGS OF INDIRECT COSTS
ALLOCATED TO EACH MAJOR FUNCTION MUST BE AGGREGATED AND
TREATED AS A COMMON POOL FOR THAT FUNCTION. THE COSTS IN
THE COMMON POOL MUST THEN BE DISTRIBUTED TO INDIVIDUAL
FEDERAL AWARDS INCLUDED IN THAT FUNCTION BY USE OF A SINGLE
INDIRECT COST RATE.




MYTH #4
= INDIRECT RATES ARE “FIXED.”




® A SPECIAL INDIRECT RATE MAY BE ALLOWED IF APPROPRIATE. THIS RATE
IS CALCULATED SEPARATELY.

2 CFR CH. Il App. VII C 4. SPEcIAL INDIRECT COST RATES

A. IN SOME INSTANCES, A SINGLE INDIRECT COST RATE FOR ALL ACTIVITIES OF A NON-FEDERAL
ENTITY OR FOR EACH MAJOR FUNCTION OF THE AGENCY MAY NOT BE APPROPRIATE. IT MAY NOT

O ACCOUNT THOSE DIFFERENT FACTORS WHICH MAY SUBSTANTIALLY AFFECT THE INDIRECT
COSTS APPLICABLE TO A PARTICULAR PROGRAM OR GROUP OF PROGRAMS. WHEN A PARTICULAR
FEDERAL AWARD IS CARRIED OUT IN AN ENVIRONMENT WHICH APPEARS TO GENERATE A
SIGNIFICANTLY DIFFERENT LEVEL OF INDIRECT COSTS, PROVISIONS SHOULD BE MADE FOR A

PARATE INDIRECT COST POOL APPLICABLE TO THAT FEDERAL AWARD. THE SEPARATE INDIRECT
OST POOL SHOULD BE DEVELOPED DURING THE COURSE OF THE REGULAR ALLOCATION PROCESS,
AND THE SEPARATE INDIRECT COST RATE RESULTING THEREFROM SHOULD BE USED, PROVIDED THAT:
(1) THE RATE DIFFERS SIGNIFICANTLY FROM THE RATE WHICH WOULD HAVE BEEN DEVELOPED UNDER
PARAGRAPHS (C)(2) AND (C)(3) oF THIS APPENDIX, AND (2) THE FEDERAL AWARD TO WHICH THE
RATE WOULD APPLY IS MATERIAL IN AMOUNT




PITFALL #1

IF A GRANT ALLOWS GENERAL EXPENSES
TO BE DIRECTLY BILLED, ITS OK 1O
CHARGE OVERHEAD ALSO




e BEWARE - IF THOSE GENERAL EXPENSES WERE ALREADY
INCLUDED IN YOUR INDIRECT COST POOL, THEN THIS IS
CONSIDERED “DoOUBLE DIPPING” AND NOT ALLOWED




PITFALL #2

o ANY RCD STAFF WITH SOME BOOKKEEPING
BACKGROUND CAN FIGURE THIS OUT.




e BEWARE — BOTH THE INITIAL COST ALLOCATIONS AND THE
ENSUING CALCULATIONS CAN BE TECHNICAL AND COMPLEX.
A PERSON WHO COMPETENTLY BALANCES THE BANK STATEMENT
GENERATES INVOICES, AND PAYS THE BILLS MAY NOT HAVE THE
TECHNICAL SKILLS TO PERFORM THIS FUNCTION.

ONCE NEGOTIATED, THE INDIRECT RATE MAY NOT BE ADJUSTED
UNTIL THE END OF THE PERIOD.

IF UNALLOWED COSTS WERE LATER FOUND TO HAVE BEEN
INCLUDED IN THE RATE, REPAYMENT OF OVERALLOCATED AMOUNTS
MAY BE REQUIRED.



-QUESTIONS?
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FEDERAL CoDE GOVERNING INDIRECT
RATE CALCULATION FOR RCDs

CFR 200 — UNIFORM ADMINISTRATIVE REQUIREMENTS, COST
RINCIPLES, AND AUDIT REQUIREMENTS FOR FEDERAL AWARDS

APPENDIX V AND VII To PART 200 - StATE/LOCAL GOVERNMENT
AND INDIAN TRIBE-WIDE CENTRAL SERVICE CoOST ALLOCATION
PLANS




PROCESS TO NEGOTIATE YOUR INDIRECT RATE

e |DENTIFY YOUR FEDERAL COGNIZANT AGENCY- ..THE COGNIZANT
AGENCY RESPONSIBLE FOR REVIEW AND APPROVAL IS THE FEDERAL
AGENCY WITH THE LARGEST DOLLAR VALUE OF TOTAL FEDERAL
AWARDS WITH A GOVERNMENTAL UNIT. ONCE DESIGNATED AS THE

OGNIZANT AGENCY FOR INDIRECT COSTS, THE FEDERAL AGENCY

MUST REMAIN SO FOR A PERIOD OF FIVE YEARS.

CONTACT AGENCY FOR THEIR PROCESS

ExXAMPLE: PROCESS FOR RCDTC AND RCDGSD wiTH FOREST

SERVICE (SEE HANDOUT)



ESTIONS?




How 10 CALCULATE
YOUR INDIRECT RATE




MATH STUFF

INDIRECT CosT PooL (NUMERATOR) = INDIRECT CosT RATE %
MTDC BASE (DENOMINATOR)




MORE MATH STUFE..

THE NUMERATOR

THE NUMERATOR IS THE SUM OF ALL THE COSTS THAT YOU HAVE THROWN INTO
YOUR INDIRECT COST POOL. THESE ARE ANY COST NOT ALLOCATED TO A

OT/SO EASY TO MANIPULATE; THEIR ALLOCATION IS FAIRLY CUT AND DRIED. IN
ONTROLLING YOUR INDIRECT RATE, THE NUMERATOR IS NOT AS IMPORTANT AS
HE DENOMINATOR.



THE MATH CONTINUES...

THE DENOMINATOR

CFR 200 APPX VIl ALLows LocaL GOVERNMENTS THREE METHODS TO CALCULATE THE
DENOMINATOR

(1) foTAL MODIFIED DIRECT cosTs (MDTQC)
(2) OR TOTAL SALARIES AND WAGES, OR
3) ANOTHER BASE WHICH RESULTS IN AN EQUITABLE DISTRIBUTION

(RCDTC's INCLUDES 100% OF ALL SUBCONTRACTS).



THREE MATHEMATICAL EXAMPLES

THE DENOMINATOR CONTAINS YOUR RCD’s DIRECT cOSTS. IN INFLUENCING YOUR
INDIRECT RATE, THE DENOMINATOR IS WHERE YOU CAN TRY TO MAKE DECISIONS IN YOUR
BEST INTEREST BY SELECTING THE BEST METHOD AND ADVOCATING FOR THAT METHOD.

Q HAs AN INDIREcCT CosT PooL ofF $70,000 FOR THIS EXERCISE.

RCD Q ANNUAL DIREcCT CosTt BASE $600,000 coMpPoseD OF:
DIRECT SALARIES AND WAGES $350,000
PROJECT DIRECT EXPENDITURES $150,000

DIRECT CONSULTANT SUBCONTRACT (ONE CONTRACT ONLY) $100,000



MTDC METHOD

$70,000 INDIRECT PooL/$525.000* MTDC = 13.33% INDIRECT COST
RATE

*ToTAL $600K LESS THE $75K OF THE SUBCONTRACT UNALLOWED = $525,000

THIS RATE CAN BE THEN ALLOCATED TO ONLY THE COSTS CONTAINED IN
THE MTDC wHIcH EXCLUDES $75K oF RCD Q'S CONSULTANT WORK




SALARIES AND WAGES METHOD

- $70,000 INDIRECT PooL/$350,000 SALARIES AND WAGES = 20%
INDIRECT COST RATE

THIS RATE CAN BE THEN ALLOCATED TO ONLY DIRECT SALARIES AND
WAGE EXPENDITURES




“SOME OTHER” METHOD

RCDTC NEGOTIATED THEIR 2019 RATE TO INCLUDE ALL SUBCONTRACTS

$70,000 INDIRECT PooL/$600,000 TOTAL DIRECT COSTS = 12.7%
INDIRECT COST RATE

THIS RATE CAN BE THEN ALLOCATED TO ALL CcOSTS INCLUDED IN THE
DENOMINATOR, IN THIS CASE ALL DIRECT COSTS




THREE ScENARIOS FOR RCD Q USING THE DIFFERENT METHODS




WHAT IS NOT ALLOWABLE?

CAN'T JUST LEAVE THINGS OUT OF YOUR DENOMINATOR - OR YOUR NUMERATOR — MUST BE CONSISTENT:
§ 200.68 MopiFiEp ToTtaL DIREcT Cost (MTDC).
MTDC MEANS ALL DIRECT SALARIES AND WAGES, APPLICABLE FRINGE BENEFITS, MATERIALS AND
SUPPLIES, SERVICES, TRAVEL, AND SUBAWARDS AND SUBCONTRACTS UP TO THE FIRST $25000 oF
EACH SUBAWARD OR SUBCONTRACT (REGARDLESS OF THE PERIOD OF PERFORMANCE OF THE
SUBAWARDS AND SUBCONTRACTS UNDER THE AWARD). OTHER ITEMS MAY ONLY BE EXCLUDED
WHEN NECESSARY TO AVOID A SERIOUS INEQUITY IN THE DISTRIBUTION OF INDIRECT COSTS, AND
WITH/THE APPROVAL OF THE COGNIZANT AGENCY FOR INDIRECT COSTS.

EXPRESSLY UNALLOWABLE:

ALCOHOL, BAD DEBT EXPENSE, LOBBYING, SCHOLARSHIPS, CAPITAL EXPENDITURES, TUITION
REIMBURSEMENT, PARTICIPANT SUPPORT COSTS, ETC, AND THE PORTION OF EACH SUBAWARD AND
SUBCONTRACT IN EXCESS OF $25,000. THESE HAVE TO BE TAKEN OUT OF THE DENOMINATOR IN
ALL METHODS (UNLESS NEGOTIATED IN OTHER)



-QUESTIONS?




How 10 ADVOCATE FOR YOURSELF

BEFORE YOU GO INTO IT, CALCULATE WHAT YOU THINK YOUR RATE IS GOING TO BE.
DECIDE WHICH METHOD WILL BE BEST BY TESTING EACH METHOD OF CALCULATING THE
DENOMINATOR. YOU COULD PRICE YOURSELF OUT OF THE MARKET IF YOUR INDIRECT RATE
IS TOO HIGH.

R WHAT IS AHEAD OF YOUR RCD FINANCIALLY SO YOU CAN ADVOCATE AND TRY
TO INFLUENCE WHICH OF THE THREE METHODS THEY USE TO CALCULATE YOUR INDIRECT

R COGNIZANT AGENCY HAS THE POWER TO DECIDE HOW TO CALCULATE YOUR
IRECT, BUT THEY LIKELY WILL LISTEN TO YOU IF YOU CAN PRESENT YOUR CASE AND
IT UP



How 10 MAKE UP FOR LACK OF INDIRECT

WHY WOULD YOU HAVE A SHORTFALL IN YOUR INDIRECT REVENUE?

o~ HIGH NUMBER OF STATE OR OTHER GRANTS WITH CAPPED INDIRECT
NO TAX BASE TO MAKE UP FOR GRANTS WITH LOW OR NO INDIRECT

USE FOREGONE AMOUNT AS MATCH (USE THE DIFFERENCE BETWEEN YOUR
NEGOTIATED RATE ON FEDERAL GRANTS THAT HAVE A CAP- SOME STATE
GRANTS WON'T ALLOW)

INCREASE FEE-FOR-SERVICE WORK USING BILLABLE RATES (CALCULATE WITH A
COST ALLOCATION PLAN)

RENT DISTRICT OWNED EQUIPMENT TO PROJECTS

USE BILLABLE RATES ON STATE AND OTHER GRANTS IF ALLOWED

DONATIONS!



BE CAREFUL WHICH PRrRoOJECTS YOU
CHOOSE TO PURSUE

EIGH THE POTENTIAL COST/BENEFIT WHEN CHOOSING PROJECTS
THAT WON'T COVER YOUR FULL INDIRECT. THIS CAN BE A HARD
CHOICE WHEN THOSE PROJECTS CAN BE BENEFICIAL TO YOUR
COMMUNITY.




-QUESTIONS?




