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Learning Objectives

e Understand the difference between
Direct and Indirect costs

e Understand why costs are shared
between agency programs

e Review the main methods of cost
allocation.
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Click bubble to
see comments

Direct Costs

Costs that can be identified specifically with a
particular project relatively easily and with a high
degree of accuracy

e Easily identified to a cost objective

e Typically benefit one program only
» Program Salaries (CSBG Director, CSBG case worker)
» Client Services
» Space costs for program activities
» Staff travel
» Equipment
» Supplies

“Ins and Outs of Indirect Costs” - Presented by Carr, Riggs &
5/10/2012 Ingram, LLC CAPLAW National Training Conference - 2007


Presenter
Presentation Notes
Keep in mind that Space Costs and Supplies can also be put into your indirect cost pool and charged on a percentage which is “spelled out” in your agencies cost allocation plan.

There are many examples of costs that can be charged directly or indirectly in which we’ll talk about later in my presentation.


Indirect Costs

Costs incurred for common or joint purposes,
benefiting more than one cost objective and are
not readily assignable to a specific cost objective

Not easily identified to a particular program

Typically benefit more than one program

Most costs above can also be charged directly depending on your
5/10/2012 agency’s cost allocation methodology.



Indirect Costs These include costs

Also referred to as associlated with:
“Administration and Akl i )
Support costs”. » Administrative Salaries

(ED, FD, HR, Finance
staff)

» General record keeping
» Business management
» Budgeting

» Board activities
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Presenter
Presentation Notes
Keep in mind that there are many expenses that can be classified as either direct or indirect based on how your agencies methodology of categorizing expenses, but be aware that similar expenses should be allocated in the same manner.

I’m not going to be covering indirect cost proposals in this presentation.  The following slides will cover cost allocation principles only and not whether those charges should be categorized as indirect or direct; however a majority of State CAA’s do categorize most agency costs other than the costs specifically mentioned in this slide as DIRECT costs.


Cost Principles

Federal cost principles apply to every
agency cost whether or not it is recorded
as direct or indirect. Determination as to
allowability in each case should be based
on the treatment or principles provided for
similar or related items of cost.

5/10/2012


Presenter
Presentation Notes
So what does this mean?

Follow the cost principles outlined in the OMB circulars whether or not you treat specific costs are direct or indirect.


Cost
Allocation

means the process of The goal Is to ensure that each
assigning to two or more  program bears its fair share of the

programs the costs of an  tqtg| cost of the item.
item shared by the

programs.

This Is achieved by...

Distributing costs to a
benefiting “Cost Objective”
Accomplished by using data that
measures the usage of a service
or the relative benefit received
from that service.

5/10/2012 CAP Training, Emilia Reyes & Carol Davies, www.first5fresno.org



Methods used for allocating costs

e Charging program based on actual usage
(must have method to accurately record
usage)

e Number of Program Staff (Number of
FTE’S)

e Program Square Footage

e Mixture of some or all of the above
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Presenter
Presentation Notes
These are going to be your main methods for allocating costs.  There might be some others and/ or hybrid models out there that we can discuss later in this presentation when I ask for some feedback from you guys.

Next I’m going to go through the main examples of calculating specific program costs using the methods show on this slide.


Allocating based on actual usage/cost

The following two methods are most accurate when accounting for
shared costs.

Travel Expense Example

CSBG employees traveled 680 miles this month for

program purposes. Agency reimburses employees at
$.555 per mile.

(680x.555 = $377.40 charged to CSBG travel expenses)
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Presenter
Presentation Notes
In this example you’ll need a way to calculate actual usage, such as using a mileage log and having staff enter the in and out mileage of the agency vehicle(s) they’re driving.


Allocating based on actual usage/cost

Printing/Copier Example

Each agency program is given a code to use before copies
can be made. 600 copies were made for CSBG according

to code usage @ $.07 per copy.

(600x$.07 = $42.00 charged to CSBG copier expenses)

5/10/2012
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Presenter
Presentation Notes
Does anyone have any other examples for charging programs with copier/printer usage?

Discuss….


5/10/2012

Program Staff (FTE’S)

Example:

Agency has 50 total
employees or FTE’s (full
time equivalents)

CSBG has 10 FTE’s

10/50 = .20 or 20% of
total agency FTE’s

Using this method, CSBG
would be responsible for
20% of all agency shared
communication expenses
(internet, telephone,
postage, etc.)

11


Presenter
Presentation Notes
This method can be used for many different allocated costs, however it’s always more accurate to charge programs based on actual use.

What is easier is not always the most reasonable method…something to keep in mind when selecting the best method to most accurately charge program expenses.


Example: Communications expense amount = $5,000

This example incorporates all programs/grants. In this example

Communications costs are allocated based on Full Time Equivalents

(FTE’s). FTE’s for each program is considered in the analysis.

Grant

5/10/2012

Full Time Equivalents
(FTE’s)

%

Amount Allocated
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Presenter
Presentation Notes
This is a very basic example of how your cost allocation plan should look based on each programs fair share of the entire cost.

SPELL IT OUT…don’t be afraid to use graphs or tables to show your agencies cost allocation methods.  It makes it easier for agency staff to understand the big picture in agency costs and it makes it easier on outside monitors to ensure that costs are being expensed as they should.


Program Staff (FTE’S)

This method is simple to employ, but should only be used if the
agency has equally shared costs throughout, based on their number of
FTE’s.

When should it not be used?

If your agency’s Weatherization program has more staff members, but
most of them are in the field and do not use agency resources such as
phone lines, internet, copiers, etc. than this method would not be
REASONABLE to use.

Consequently if your CSBG program makes 50% of your agencies copies
or has 50% of your agency’s landline phones, then it would not be
REASONABLE or allowable to charge CSBG less than 50% of those

costs.

5/10/2012
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Square Footage

Space Costs (rent) is $3,500
combined for two agency
offices.

The main office rent is $2,500 a
month for 4,000 sg. ft., of which
CSBG occupies 20% (800 sqg. ft.)
of the facility.

The second office rent is $1,000
a month for 1,200 sg. ft., of
which CSBG occupies 50% (600
sq. ft.) of the facility.

5/10/2012

Example:

Site 1: $2,500x20% =
$500.00

Site 2: $1,000x50% =
$500.00

Total CSBG share of
the rent is 28.6% of
$3,500, or $1,000

This same method can also be
used to calculate maintenance

and utilities expenses.
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Presenter
Presentation Notes
Using square footage to calculate rent and utilities expenses is the most accurate method.

Can anyone think of a different method that also would be acceptable?


Example: Facilities expense amount = $10,000

This example incorporates all program costs and Administrative
(Indirect) costs. In this example Facilities costs are allocated
based on square footage. Square footage for each program and
administrative activity is considered In the analysis.

Grant Square Footage % Amount Allocated
$3,000
$1,000
$2,000
$2,000
$1,000
Administrative $1,000

Total $10,000

5/10/2012 15


Presenter
Presentation Notes
Just like we reviewed in the first table on communication expenses, this table SPELLS OUT program costs based on square footage.  

Again, keep in mind that square footage usage changes from time to time within agency facilities and the cost allocation plan should be updated to reflect such changes.


Elements of Cost Methodology of Allocation
Contractual services Actual usage
Depreciation / use allowance Direct and Indirect cost

Emergency assistance payments Direct cost

SChed U Ie A Equipment rental and maintenance Rental and maintenance on equipment used in central

office finance office

from a sample Indirect
Equipment / capital Purchasing of office furniture for use in performing
COSt P ro posal administrative services

Equipment / minor Actual usage
Insurance Actual usage

Occupancy Central office repairs and utilities on basis of square
footage used for administrative services

Sam p I e COSt AI Iocatl O n Office supplies Office and janitorial supplies for administrative and
P I a.n program services

Based on administrative services actual use
Actual usage
Actual usage

Professional fees Accounting and audit services, payroll processing
services, charged on work performed for administrative
services

Program materials Direct cost

Program supplies Charged to project as costs are incurred; direct cost

Renovations and improvements Direct cost

Basic services allocated on number of instruments, toll
calls charged on basis of logs of such calls for
administrative services

Actual usage
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Presenter
Presentation Notes
This is basically a very simplified Cost Allocation Plan and I see close variations of this plan often.

We like to see more information, rather than less.  

Agencies should add as much information as possible in your methodology in order for an outside monitor/auditor to understand exactly how you allocate your expenses.

Cost Allocation plans should be updated regularly based on actual figures.  i.e. If your agency has reallocated office space (changed sq. footage) then the cost allocation plan should be updated to include proper square footage for each grant/program.  

When I open this link, you can get an idea of the amount and detail of information that should be included in your agencies cost allocation plan.  

http://www2.ed.gov/about/offices/list/ope/trio/allocation-plan.pdf
http://www2.ed.gov/about/offices/list/ope/trio/allocation-plan.pdf
http://www2.ed.gov/about/offices/list/ope/trio/allocation-plan.pdf

Cost Allocation

To maintain proper cost allocation
controls, organizations should maintain an
adequate accounting system. Accounting
records including cost accounting records
should be supported by source
documentation.

e Funds should not be commingled

»Funds specifically budgeted/received for one
project may not be used to support another.

5/10/2012 (2 CFR §215.21(0)(7)) 17


Presenter
Presentation Notes
This is to remind the fiscal folks out there that the accounting records should reflect methodology spelled out in the cost allocation plan.  

If the accounting records don’t reflect what’s in the cost allocation plan then something is wrong…


Always
remember that
allocating
expenses should
be reasonable
and be based on
sound principles
and judgment.

5/10/2012

e Your organization
may use a different
method not reviewed
In this presentation
or more than one
method of cost
allocation.

18
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Reminders

Similar expenses should be
cost allocated using the
same method, i.e. allocating
utilities costs (A/C, Heat,
electricity) using the same
method.

Certain allocation methods
should not be used on
certain costs, 1.e. utilities
expenses should not be
based off program staff
salaries as the usage of
those utilities does not have
a correlation to staff
salaries.

e Whatever method(s) your

agency decides to use, it
should be:

» Used consistently
» Put In writing

» Approved by the
Executive Director
and Board of Directors

» Updated frequently to
reflect actual agency
expenses

19



How does your organization
allocate shared agency costs?

5/10/2012
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Presenter
Presentation Notes
Does anyone want to share an example or some examples of how their agency allocates shared costs for a specific expense?

Any examples out there that are different that what I’ve covered so far?


Questions?

e Steve Fowler

e 919-855-3739
e OIA Monitoring and Compliance Officer

e Curt Martin

e 919-707-5064
e DPH Policy and Strategic Operations Manager

5/10/2012
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mailto:Steve.fowler@dhhs.nc.gov
mailto:curt.martin@dhhs.nc.gov

Resources

e Sample Indirect Cost Proposal
www.epa.gov/ogd/recipient/samplel.htm

e Sample Cost Allocation Plan Narrative:
www.danecountyhumanservices.org/pdf/Sample_Org_Cost_Allocation_Plan.pdf

e State of Tennessee, Office of the Comptroller - Cost Allocation Overview
http://www.comptrollerl.state.tn.us/ma/nonprofit/Nonprofit4.pdf

e Office of Management and Budget - Circular No. A-122 (Cost Principles for
Non-Profit Organizations)

http://www.whitehouse.gov/omb/circulars_al22 2004/
e Office of Management and Budget - Circular No. A-87(Cost Principles for

State, Local, and Indian tribal governments)
http://www.whitehouse.gov/omb/circulars_a087 2004

5/10/2012
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