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COST ALLOCATION PLAN

• A Cost Allocation Plan is the documented 
process of allocating Indirect Costs to the 
benefiting Cost Objectives

• The Purposes of a Cost Allocation Plans:
• Allow the determination of the total cost of a 

service or program
• The means for an organization to recover all 

allowable costs incurred in providing a service 
or program

• Provide valuable management information 
regarding time and effort spent on activities
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COST ALLOCATION

Cost Possible Base

Fringe Benefits Direct Labor Charges

Human Resource Department Number of Employees per program

Telephone Expense Number of Employees per program

Finance Department Number of Transactions / Number of 
checks written

Information Technology Number of Computer per program

Facilities Square Footage per program

Planning and Evaluation Direct Labor Charges
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• A.  General
• Indirect costs are those that have been incurred for common or 

joint objectives and cannot be readily identified with a particular 
final cost objective

• After direct costs are assigned, indirect costs are what is left
• Diverse characteristics and accounting practices make it 

impossible to specify which costs are direct or indirect
• Typical examples of indirect costs:

• Depreciation on buildings and equipment
• Costs of operating and maintaining facilities
• Salaries and expenses of executives, HR and accounting

APPENDIX IV – INDIRECT (F&A) COSTS 
IDENTIFICATION AND ASSIGNMENT, AND RATE 

DETERMINATION FOR NONPROFIT 
ORGANIZATIONS
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APPENDIX IV – INDIRECT (F&A) COSTS 
IDENTIFICATION AND ASSIGNMENT, AND RATE 

DETERMINATION FOR NONPROFIT 
ORGANIZATIONS

• A.  General, continued
• For Major Nonprofit Organizations ($10 million or more in direct Federal 

funding in a fiscal year)
• At least two cost pools:  Facilities and Administration

• B.  Allocation of Indirect Costs and Determination of Indirect Cost 
Rates

• 1.  General
• When NPO has only 1 major function OR all major functions benefit from 

indirects to the same degree, may allocate indirect costs through simplified 
allocation

• When NPO has several major functions which benefit in varying degrees, 
accumulate costs in groups and allocate to benefitting functions by means of a 
base, which measures the degree of benefit
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APPENDIX IV – INDIRECT (F&A) COSTS 
IDENTIFICATION AND ASSIGNMENT, AND RATE 

DETERMINATION FOR NONPROFIT 
ORGANIZATIONS

• B.  Allocation of Indirect Costs and Determination of Indirect 
Cost Rates

• 1.  General,  continued
• What constitutes major functions depend on:  types of services 

rendered, clients served, members, etc.
• 2.  Simplified allocation method

• Separate costs into direct and indirect costs
• Divide total indirect costs by an equitable distribution base

• Produces an indirect cost rate
• Multiple indirect cost rate times base and add to direct costs
• Exclude unallowable costs from indirects
• Distribution base excludes:  capital, subawards > $25,000 and 

participant support costs
© Kevin C. Myren CPA

• B.  Allocation of Indirect Costs and Determination of Indirect 
Cost Rates, continued

• 3.  Multiple allocation base method
• Identification of similar expenses, constituting pools

• Depreciation on buildings and equipment
• Interest on debt for certain buildings and equipment
• Operation and maintenance expense
• Administration and general expenses – Director’s office, finance office, 

HR, planning, safety, risk management, IT, etc.
• Determine allocation base

• Must be cause and effect relationship

APPENDIX IV – INDIRECT (F&A) COSTS 
IDENTIFICATION AND ASSIGNMENT, AND RATE 

DETERMINATION FOR NONPROFIT 
ORGANIZATIONS
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• B.  Allocation of Indirect Costs and Determination of Indirect 
Cost Rates

• 3.  Multiple allocation base method, continued
• Building depreciation allocated on basis of usable square feet by 

program
• Space used by multiple programs based on FTE by program
• Interest and maintenance allocated the same as depreciation
• Admin and general allocated to benefitting functions based on 

Modified Total Direct Costs (MTDC)
• 4.  Direct allocation method

• Treat all costs as direct costs
• Allocate each charge to benefitted programs

APPENDIX IV – INDIRECT (F&A) COSTS 
IDENTIFICATION AND ASSIGNMENT, AND RATE 

DETERMINATION FOR NONPROFIT 
ORGANIZATIONS
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• B.  Allocation of Indirect Costs and Determination of Indirect 
Cost Rates

• 5.  Special indirect cost rates
• Special factors may include a segment of work at a different location, 

different levels of administrative work, etc.
• C.  Negotiation and Approval of Indirect Cost Rates

• 1.  Definitions
• Predetermined rate is applicable for a period, based on an estimate of 

costs incurred.  Rate is NOT subject to adjustment
• Fixed rate is similar to predetermined, except the difference between 

actual and estimated is carried forward to the future
• Final rate is a rate for a past period based on actual costs
• Provisional rate is a billing rate of a temporary indirect rate
• Indirect cost proposal is the documentation to substantiate a claim 

for reimbursement of indirect costs

APPENDIX IV – INDIRECT (F&A) COSTS 
IDENTIFICATION AND ASSIGNMENT, AND RATE 

DETERMINATION FOR NONPROFIT 
ORGANIZATIONS
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• C.  Negotiation and Approval of Indirect Cost Rates
• 2.  Negotiation and approval of rates

• Cognizant is Federal agency with the largest value of Federal awards
• Rate is negotiated

• D.  Certification of Indirect (F&A) Costs
• Certification must be signed to be considered

• Verifies she has reviewed indirect cost proposal
• Verifies all costs are allowable
• Verifies all allocations are appropriate

• Certifier must be no lower than Vice President or CFO

APPENDIX IV – INDIRECT (F&A) COSTS 
IDENTIFICATION AND ASSIGNMENT, AND RATE 

DETERMINATION FOR NONPROFIT 
ORGANIZATIONS
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FEDERALLY NEGOTIATED 
INDIRECT COST RATE 

• Indirect Cost Rate Proposal (ICRP) is the document 
prepared by an organization to request an indirect cost rate
agreement

• This is a negotiated process

oRequired Information:
oOrganization Chart
oChart of Accounts
oExpenditure Detail
oPayroll Data
oDirect Charges
oInterviews with Staffs
oStatistical Data/Metrics
oGrants Inventory (Schedule of 

Expenditure of Federal Awards)
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INDIRECT COST 
RATE

Types of Federally Negotiated 
Indirect Cost Rates:
Predetermined
 not subject to adjustment

 Fixed Rate
 a predetermined rate, but the 

difference between actual and 
estimate carries forward as an 
adjustment

Provisional
 temporary indirect rate used during 

the year until a final rate is 
established at year end
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EXAMPLE

Head 
Start

CSBG Wx Indirect

Salaries 100,000 25,000 10,000 15,000
Fringes 20,000 5,000 2,000 3,000
Travel 5,000 2,000 1,000 500
Contract 
Services 75,000 3,000 2,000 500

Sub-Total 200,000 35,000 15,000 19,000
Indirect 
Costs
TOTAL

PREDETERMINED 
RATE – 10%

Head 
Start

CSBG Wx Indirect

Salaries 100,000 25,000 10,000 20,000
Fringes 20,000 5,000 2,000 4,000
Travel 5,000 2,000 1,000 2,000
Contract 
Services 75,000 3,000 2,000 4,000

Sub-Total 200,000 35,000 15,000 30,000
Indirect 
Costs

20,000 3,500 1,500 -25,000

TOTAL 220,000 38,500 16,500 5,000
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FIXED RATE – 10%

Head 
Start

CSBG Wx Indirect

Salaries 100,000 25,000 10,000 20,000
Fringes 20,000 5,000 2,000 4,000
Travel 5,000 2,000 1,000 2,000
Contract 
Services 75,000 3,000 2,000 4,000

Sub-Total 200,000 35,000 15,000 30,000
Indirect 
Costs

20,000 3,500 1,500 -25,000

TOTAL 220,000 38,500 16,500 5,000

PROVISIONAL RATE 
– 10%

Head 
Start

CSBG Wx Indirect

Salaries 100,000 25,000 10,000 20,000
Fringes 20,000 5,000 2,000 4,000
Travel 5,000 2,000 1,000 2,000
Contract 
Services 75,000 3,000 2,000 4,000

Sub-Total 200,000 35,000 15,000 30,000
Indirect 
Costs

20,000 3,500 1,500 -25,000

TOTAL 220,000 38,500 16,500 5,000
Adjustment 4,000 700 300 -5,000
FINAL 
TOTAL

224,000 39,200 16,800 -0-
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oAnalyze the impact
oMore than just the previous year
oAny significant upcoming 

funding changes?
oAbility to handle 
administratively
oRate negotiation
oIndirect pools

A.  COST ALLOCATION

Advantages
 Allows full recapture of 

all costs
 Requires less planning 

up front
 Most flexible to respond 

to increases/decreases 
in actual indirect costs

 In many cases, it is the 
status quo “Don’t fix 
what ain’t broken!”

Disadvantages
Less able to differentiate 

between programmatic 
and administrative 
expenses
May require multiple 

allocation pools and 
complication of month 
end close-out
Requires continual 

collection of various 
metrics
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B.  DE MINIMUS
Advantages

 Potentially less 
administratively 
burdensome

 Do not need to 
negotiate a rate 
annually

 Makes 
planning/budgeting 
easier – always 10%

 You know whether to 
take grants or not

 May be able to 
generate a few dollars

Disadvantages

Generally not adequate 
to cover costs
Many non-profits <$5 

million in revenue, have 
indirects 12 – 15% +

Not a good option if you 
have rent, capital or sub-
contracts
Difficult to undo, once it is 

in place

C.  NEGOTIATED 
RATE

Advantages

o You know your 
rate early

o Gives a target 
to budget for

o Funders all must 
accept

o Makes month 
end closeouts 
easier

Disadvantages

Negotiation process 
can be a challenge 
Initial year is time 

consuming
What happens when 

grants close-out and 
indirect rate changes?
Have to track indirect 

from year to year
















