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Defining Indirect Costs 

• Costs that are “incurred for a 
common or joint purpose 
benefiting more than one cost 
objective, and not directly 
assignable to cost objectives 
benefited without effort 
disproportionate to results 
achieved.” 
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Basic Guidelines 
Allowable Costs 
To be allowable, costs must meet the following general criteria: 

• Necessary & reasonable for 
proper & efficient performance of 
Federal programs 

• Be allocable to Federal awards 
under provisions of this Circular 

• Be authorized & not prohibited by 
State or local laws or regulations 

• Conform to limitations imposed by 
any other Federal FFP regulations 

• Be consistent with policies that 
are uniform for both federally 
assisted & other activities   

• Be accorded consistent costing 
treatment 

• Follow GAAP, unless otherwise 
prescribed 

• Not included as match for 
another Federal program 

• Be net of all applicable credits 
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Indirect Cost Allocation Plan and Rates 

• Indirect Costs 

 State-wide central services (SWCAP) 

 Department Specific Overhead pools – See Example (Office of Secretary) 

 Agency/Division/Budget Unit costs – See Divisional Indirect Cost Example 

• Rate Base/Percentage 

• Rate Development Methods 

 Simplified  

• Agency-wide costs must benefit all, division costs must be consistent, usually a 
single rate, may have division rates 

 Multiple Rate Method 

• Agency and division indirect cost benefit varies, different allocation basis for 
each pool, cost pools only allocated to benefitting units, multiple rates 

Components: 
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Sample Indirect Cost Rate Proposal 
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Cost Allocation Plan Example 
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Cost Allocation Plan Example 
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Cost Allocation Plan Example 
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Life Cycle of Indirect Cost Plans 

July - September 
Gather Prior FY Actual Data  

July 
Begin Using New Rates 

September – November 
Work on SWCAP and 

Departmental Plan Drafts 

June – July 
Negotiate and Receive Approved 

Next FY Rate 

December 
Finalize Cost Plans 

Submit signed agency plan 
to Cognizant Federal Agency 
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Indirect Cost Allocation Plan and Rates 
Approval Agreements: 

• Predetermined: established for 1 to 4 years, cannot adjust 

• Fixed: 1 year, reconcile to actual, fixed with carry forward 

• Provisional: temporary rate, annual reconciliation to actual, adjustment 
must be made to applicable period 

• Final: based on actual cost of a period, used to close out provisional 
rates 

• Negotiation and Approval 

 Best Practice: Submit annually by December 31st 

 Federal agency approval in a “timely” basis 

 Usually at least six months until receipt of rate Agreement 
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Significant Changes 

Cost Principles - Subpart E 
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Overview of the Significant Changes 
What MAXIMUS will cover today 

Section 200.407 - Prior written approval required 

Section 200.414 - Indirect Cost Rates 

Section 200.430 - Compensation of Personal 
Services and Fringe Benefits 

Section 200.466 - Idle Facilities/Capacity 

Section 200.428 - Collections of Improper Payments 

Section 200.436 - Depreciation  & 200.449 - Interest 

Section 200.425 – Audit Costs 
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This is the first time the Feds actually listed the items 
that require prior approval. These are examples 
germane to you . . .  
 
1. Direct charging administrative costs 200.413 

 
2. Compensation-fringe benefits 200.431 (i) mass severance 

 
3. Equipment and other capital expenditures 200.439 

 
4. Insurance and indemnification 200.447 (b) (2) insuring 

Federal government property 
 

5. Travel costs for officials included in General cost of 
government section 200.474 

Section 200.407- Prior written approval required 
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1. Federal acceptance of approved IDC’s 

 
2. New de minimis rate - 10% of MTDC 

 
3. One time extension of rate - up to 4 years 

 
4. Negotiated rates must be allowed with pass-through entities 

 
 

Section 200.414 - Indirect Cost Rates 
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 The costs incurred by a non-Federal entity to recover 
improper payments are allowable as either direct or 
indirect costs, as appropriate. 

 
Section 200.428 - Collections of Improper Payments 
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Section 200.430  Compensation of Personal Services and 
Fringe Benefits 
 

1. Maintain high standards of internal 
controls for records used to document 
salaries charged to federal programs 

 
2.  Must be based on records that accurately     
  reflect the work performed. 

3.  Federal agencies can approve alternative methods 
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Section 200.430  Compensation of Personal Services and 
Fringe Benefits 
 

Section 200.431 Unused Leave Costs for Separating Employees 
 
.431-1 Fringe Benefits and Indirect Costs **  
 
Will the COFAR consider deleting the requirement in sections 
200.431(b)(3)(i) and 200.431(e)(3) that fringe benefits be charged as 
indirect costs when the non-Federal entity is using a cash basis of 
accounting?  
 
Yes. Based on the COFAR’s recommendation, OMB issued a technical 
correction in December 2014 of the Uniform Guidance implementing 
regulations to delete the requirement that indirect costs be used to 
charge payments of unused leave, worker’s compensation, 
unemployment compensation, severance pay, and similar employee 
benefits.  
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Section 200.430  Compensation of Personal Services and 
Fringe Benefits (cont.) 
 

Section 200.431 Unused Leave Costs for Separating Employees 
  
.431-2 Charging Payments of Unused Leave to Employees Terminating 
or Retiring *  
 
In accordance with section 200.431(b)(3)(i), can the state, local and 
Indian Tribal governments using the cash basis of accounting with 
unfunded/unrecorded leave liabilities charge unused leave (payments to 
employees that retire or are terminated) directly to Federal programs?  
 
No. Charging all unused leave costs for separating employees in the 
same manner as it had charged the employees’ salary costs (i.e., directly 
to the activities on which the employees were working at the time of their 
separation) would result in inequitable distribution of the unused leave 
costs, because the leave costs were accumulated over the entire period 
of employment while working on various programs.  
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1. Must use asset depreciation not use allowance 

2. Allows for reimbursement of financing costs associated with 
patents and computer software for interest on assets 
purchased after January 1, 2016 

3. Capitalization of  assets must be in accordance with GAAP 
 

Section 200.436 - Depreciation  & 200.449 - Interest 
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1. Allows for the costs of idle facilities when they occur due to 
fluctuations in workload – shared services 

2. Costs must be reasonable and allocated to all benefiting 
programs 

Section 200.466 - Idle Facilities/Capacity 
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1. Internal audit costs are allowable when they support, or are 
related to, the Single Audit Process 
 

2. Legislative audit costs, which are generally requested by the 
State and not related to the Single Audit process, are not 
allowable 
 

3. Performance Auditing is not allowable 

 

Section 200.425 – Audit Costs 
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Section 200.110 - Federal agencies must 
implement the policies and procedures 
applicable to Federal awards by 
promulgating a regulation to be effective 
by December 26, 2014 unless different 
provisions are required by statute or 
approved by OMB. 

COFAR answers are vague on required 
implementation date. HHS Cost 
Allocation Services (CAS) interpretation 
is all changes must be implemented with 
FY 16 actual plans. 

 

When Must You Implement Cost Principles? 
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Study the new rules.  The Uniform Guidance is the most expansive 
grant reform since the Single Audit Act of 1984. 

Make sure that your costs are reasonable and allowable - study the 
new items of costs. 

Relationships matter - Start the dialogue with your federal/state 
cognizant agency early on in the process. 

Work with your state and local agencies to develop the best strategy 
for meeting the new requirements. 

Work with your auditors and consultants to develop a Uniform 
Guidance readiness strategy.   

Summary and Recommendations 
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