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Uniform Guidance and Cost 
Allocation

Presenter:  Maile Pa`alani, CPA, Senior Manager
Wipfli LLP

This session provides a look at the components of cost 
allocation that are compliant with the Uniform
Guidance. Come learn about the role each leader plays in 
cost allocation including budgeting, charging costs,
and allocation to the correct funding source.

Wednesday, 8/24/2016 at 8:45-9:45 AM
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Please note: These materials are 
incomplete without the 

accompanying oral comments by 
the trainer(s). These materials are 
informational and educational in 
nature and represent the speakers' 
own views. These materials are for 
the purchasing agency’s use only 
and not for distribution outside of 

the agency or publishing on a 
public website.
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Subpart E. Cost Principles – General Provisions
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Subpart E. Cost Principles – General Provisions

Is responsible 
for efficient & 

effective 
administration

Is responsible 
for complying 

with 
agreements, 

objectives and 
terms and 
conditions

Is 
responsible 
for its form 

of 
organization 

and 
management 
techniques

Has 
operations 
consistent 
with cost 
principles

Applies 
accounting 

on a 
consistent 

basis

NEW May 
not earn or 
keep profit 

unless 
explicitly 

authorized
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§200.400 Policy Guide
The non-Federal entity:

Subpart E. Cost Principles – General Provisions

§200.401 Application

These principles must be used in determining the allowable costs 
of work performed by the non-Federal entity under federal 
awards. 

§200.402 Composition of costs

The total cost of a Federal award is the sum of the allowable 
direct and allocable indirect costs less any applicable credits.  

6
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Subpart E. Cost Principles – General Provisions

• Be necessary  and reasonable

• Conform to limitations

• Be consistent with other organization activities

• Be treated consistently

• Be determined in accordance with generally accepted 
accounting principles, as appropriate

• Not be included as cost or match in any other federally 
funded program (current or prior)

• Be adequately documented

7

§200.403 Factors affecting allowability of costs

45 CFR 75.403

Subpart E. Cost Principles – General Provisions
§200.404 Reasonable Costs
•A cost is reasonable if, in its nature or amount, it does not exceed that which 
would be incurred by a prudent person under the circumstances prevailing at 
the time the decision was made to incur the costs. 

•Guidelines for determining reasonable cost:

a) Whether the cost is ordinary and necessary for operation of the 
organization or the proper and efficient performance of the 
award

b) The restraints imposed by such factors as: sound business 
practices, arms length bargaining, federal state and other  laws 
and regulations, and terms and conditions of the Federal award

c) Market prices for comparable goods or services for the geographic 
area

d) Whether the individuals concerned acted with prudence in the 
circumstances

e) Significant deviations from the established practices  and 
policies regarding the incurrence of costs

8
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Subpart E. Cost Principles – General Provisions
•§200.405 Allocable Costs

(a) A cost is allocable to a particular Federal award or cost  
objective, if the goods or services involved are chargeable or 
assignable to that Federal award in accordance with the 
relative benefits received

(1) Is incurred specifically for the award;

(2) Benefits both the award and other work and can be 
distributed in proportions that may be approximated using 
reasonable methods and

(3) Is necessary to the overall operation of the organization and 
is assignable in part to the Federal award in accordance 
with the principles in this subpart

9

Subpart E. Cost Principles – General Provisions

§200.405 Allocable Costs (cont.)

(b) All activities which benefit from the non-Federal entity's indirect 
cost, including unallowable activities and donated services, will 
receive an appropriate allocation of indirect costs

(c) Any cost allocable to an Federal award may not be charged to 
other Federal awards to overcome fund deficiencies, to avoid 
restrictions imposed by Federal statutes, regulations, or terms and 
conditions of the Federal awards, or for other reasons

10
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Subpart E. Cost Principles – General Provisions

§200.405 Allocable Costs (cont.)

(d) Direct cost allocation principles 

• If a cost benefits two or more projects or activities in proportions 
that can be easily determined, the cost should be allocated to the 
projects based on the proportional benefit

• If a cost benefits two or more projects or activities in proportions 
that cannot be determined because of the interrelationship of the 
work involved, then the costs may be allocated on any reasonable 
documented basis 

11

Subpart E. Cost Principles – General Provisions

§200.406 Applicable Credits

(a)Must be credited to the award as cost reduction or refund, 
depending on the credit

– Examples: purchase discounts, rebates, insurance 
refunds, etc.

12
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Subpart E. Cost Principles – General Provisions

NEW§200.407 Prior Written Approval

Under any given Federal award, the reasonableness and allocability of 
certain items of costs may be difficult to determine. In order to avoid 
subsequent disallowance or dispute based on unreasonableness or 
nonallocability, the non-Federal entity may seek the prior written 
approval of the cost. The absence of prior written approval on any 
element of cost will not, in itself, affect the reasonableness or allocability 
of that element, unless prior approval is specifically required

(a) – (y) list of sections in 2 CFR Part 200 requiring prior approval

13

Subpart E. Cost Principles – General Provisions

NEW§200.410 Collection of unallowable costs
Costs which are determined to be unallowable either as direct 
or indirect, must be refunded (including interest)

14
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Subpart E. Cost Principles – General Provisions

§200.411 Adjustment of previously negotiated indirect 
(F&A) cost rates containing unallowable costs

If a negotiated indirect cost rate is determined to contain 
unallowable costs:

– The Federal government will require repayment 
including interest (NEW) of the unallowable costs 
charged to a past period

– For rates that are to be used currently or in the future 
unallowable costs will be removed and rates adjusted

15

16

Subpart E. Cost Principles – Direct and Indirect

© Wipfli LLP
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There are 2 ways to do cost allocation:

17

Direct Costing 
Methods 

Allocate costs based on 
relative benefit received

Charge shared costs to 
programs based on an 

activity or non-monetary 
base

Indirect Cost Rate 

Used to allocate indirect 
costs

Device for determining 
in a reasonable manner 

the proportion of indirect 
costs each program 

should bear; a ratio of 
indirect costs and a direct 

cost base

Subpart E. Cost Principles – Direct and Indirect

NEW§200.412 Classification of costs

•There is no universal rule for classifying certain 
costs as either direct or indirect (F&A) under every 
accounting system. 

•It is essential that each item of cost incurred for the 
same purpose be treated consistently in like 
circumstances either as a direct or an indirect (F&A) 
cost.

•
18
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Considerations…
What about grants that disallow some costs 
or limit the amount of administrative costs 
you can charge?

19

• You are required to charge all programs fairly 
and to follow your plan 
– Therefore, invoice funding sources according to 

grant requirements, but charge all costs according 
to your plan 

– Then record other revenue or move expenses to 
offset unallowed costs

Considerations…

Include program managers in cost allocation 
decisions. They must understand how cost 
allocation works and how their grants will be 
affected

20
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Subpart E. Cost Principles – Direct

§200.413 Direct Costs

(a)Direct costs are those that can be easily and 
accurately assigned to a specific award 

21

Subpart E. Cost Principles – Direct

§200.413 Direct Costs

(c)NEW Salaries of administrative and clerical staff should 
normally be treated as indirect. Direct charge only if all of 
the following are met:

(1) Administrative or clerical services are integral to 
the project,

(2) Individuals involved can be specifically identified 
with the project,

(3) Such costs are explicitly included in the budget or 
have prior written approval, and

(4) The costs are not also recovered as indirect.

22
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Direct Allocation Plans

23

Type of Service

Accounting

Auditing

Facilities lease management

Legal services

Mail
Office space use and related 
services (heat, light, 
janitorial)
Payroll services

Procurement services

Telephones

Bases for Allocation

# of transactions processed

Direct audit hours

# of leases

Direct hours

# of documents handled

Square feet of space

# of employees

# of transactions processed

# of phones

Direct Allocation Plans
Identify the costs to be allocated and measures of activity that 
will fairly allocate the costs

24

Type of Service

Shared vehicle

Food preparation

Building and maintenance

Bases for Allocation

# of miles driven

# of meals served

# of square feet
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Direct Costing – how to do it

Real-time allocations – allocated to programs and grants 
as soon as the cost is entered into the accounting system.

– Example: rent expense

Month-end allocations – allocated after month end.

– Similar costs are combined and allocated 
together

25

Direct Cost Allocation Plan
• Expense joint costs to programs based on an 

activity or non-monetary base

• Federal approval not generally required 

• Other funding sources may require approval as 
condition of grant (e.g. states)

26
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Direct Costing Plans

• Method: Identify measures of activity that 
• will fairly allocate costs

– Examples:
• Number of employees to allocate costs of the 

Human Resources department
• Number of accounting transactions to allocate costs 

of the Accounting Department
• Number of square feet occupied to allocate facilities 

costs

28

Direct Costing Plans
• How to do it?

– Allocate to programs when you record the 
expense using Distribution Codes, or

– Expense to a Cost Pool and allocate at the pool 
at the end of a period (month, quarter)
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Distribute or Pool?

• Level of allocation complexity
– Complex, stepped – Pool

– Simpler – Distribute

• Timing of allocations
– Consistent basis – Pool

– During data entry – Distribute

30

Distribute or Pool?

• Reporting needs
– Before and after processing allocations 

snapshots – Pool

– Un-posted / posted transaction reports –
Distribute
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Direct Allocation Plans – Distribution Codes

• What: Determine each program’s share of a 

• cost prior to incurring the cost
– Examples: 

• Rent, allocated based on percentage of square feet 
occupied

• Classroom supplies allocated based on number of 
children

32

Direct Allocation Plans – Distribution Codes

• How: Charge each program its share of the 

• cost when it is processed for payment
– Examples: 

• Expense monthly rent payment to appropriate 
programs when payment is processed

• Charge each classroom for supplies when they are 
purchased
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Direct Allocation Plans – Cost Pools

What: Allocate pools of joint costs to 

benefiting programs at the end of a time 

period (month, quarter)
• Examples:

– Costs of the Accounting Department

– Costs of the Human Resources Department

34

Direct Allocation Plans – Cost Pools

• How: Determine bases that fairly reflect the 

• benefit received
– Examples:

• Facilities costs – Square feet occupied

• Human Resource dept. costs – number of 
employees
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Direct Allocation Method

• Aggregate similar costs to create cost 
pools.  Examples:

– Human Resources

– Accounting

– Information Technology Dept.

– Facilities

Personnel Fiscal Executive Director IT

Allocation basis: 
Number of employees

Allocation basis: 
Number of transactions 

Allocation basis:
% of time charged directly 

to programs

Allocation Basis:
Number of computers

• All HR staff costs, 
including salary, benefits, 
space, etc.

• Payroll processing 
charges

• Retirement fund 
management expenses

• Telephone exp
• Administrative 

recruitments
• Training
• Non-program related 

memberships, 
subscriptions

• Non-program related 
printing

• General and liability 
insurance

• Costs of drug tests

• All Fiscal staff costs, 
including salary, 
benefits, space, etc.

• Office & misc. supplies
• Non-program related 

postage & mailing
• Audit fees
• Bank fees, taxes

• All Exec. Dir. office staff 
costs, including salary, 
benefits, space, etc.

• Non-program related 
legal fees

• Misc. corporate fees
• Travel & lodging for the 

Exec. Dir. and her staff
• Board expenses

• Computer equip, etc.
• Non-program related 

software
• IT staff and consultant 

expenses

Cost Pool Examples
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Cost Allocation Summary

The goal of cost allocation is 
fairness. Each funding source 
should bear its fair share of 

allocated costs

37

Close counts – you will 
never get it right

Don’t spend $2 
to allocate $1

Indirect Costs

38

Finance 
Staff

Toner

Utilities

Training

Paper

IT Director

Maintenance

Travel

Software

Meeting 
Costs

Independent 
Auditor

Funding 
Sources

Division of 
Cost 

Allocation

What’s in Your Pool?
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Subpart E. Cost Principles – Indirect

§200.414 Indirect Costs

(c)Negotiated rate must be accepted by all Federal agencies

(d)Pass-through are subject to the requirements in §200.331

(e)Appendix IV Cost allocation plans for nonprofits; 
Appendix V & VI Cost allocation plans for units of 
government

39

Subpart E. Cost Principles – Indirect

§200.414 Indirect Costs (cont.)
(f)NEW Any non-Federal entity that has never 
negotiated an IDCR may elect to charge a de 
minimis rate of 10% of modified total direct costs 
(MTDC) which may be used indefinitely

40
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How is a 10% rate different
• A 10% rate is a flat rate charged without regard to actual indirect 

expenses 

• A standard indirect rate is based on actual expenses

• No approval required to obtain a 10% rate

• An entity can lose or potentially make money on a 10% rate

• You do not have to prove costs

• Must be consistently used once elected until the entity choses to 
negotiate for a rate

41

Subpart E. Cost Principles – Indirect

§200.414 Indirect Costs (cont.)

(g)NEW Any non-Federal entity that has a current federally negotiated 
indirect cost rate may apply for a one-time extension of the rate in that 
agreement for a period of up to 4 years

– Must be approved by a cost negotiator

– If approved, may not request a rate review until the extension 
ends

– At end of extension, must apply for a new rate

– Subsequent one-time extensions (up to 4 years) are permitted if 
approved

42
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Indirect Cost Rates
Negotiation and Approval of Rates

• Apply to the appropriate cognizant agency for indirect costs

– The cognizant agency is usually the Federal agency from 
which an entity receives the largest amount of Federal 
funds 

• Indirect cost rate proposal

– Based on most recent audited financial statements adjusted 
for anticipated changes

– Details of the indirect cost pool

– Base 

– Calculation of the requested rate
43

Exercise – Indirect Cost Pool

44

Item

In the 
indirect 

cost 
pool

Not in 
the 

indirect 
cost 
pool

Need more 
information

Salary of the accounts payable 
clerk

Cost of purchasing a vehicle to 
be used by Admin staff

Salary of the Weatherization 
accountant

Child care fees that were written 
off because the parent didn’t 
pay

100% of the costs of  the office 
of the  Executive Director
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Exercise – Indirect Cost Pool

45

Item

In the 
indirect 

cost 
pool

Not in the 
indirect 

cost pool
Need more 
information

Costs of preparing a proposal for 
a new grant which the 
Organization won
Loss on a program funded by a 
state grant

Administrative costs in excess of 
5% for the HUD program

Worker’s comp claim paid for a 
former Senior Services program 
employee 
Annual single audit fee

Types of Indirect Rates

Predetermined – Based on estimated costs to be incurred during the rate 
period (may be longer than 1 year)

– A predetermined rate is firm – not subject to adjustment

– May be issued when the cost negotiator has enough information 
and history to confidently predict the amount of indirect costs

46

Can apply the 
one-time extension 

to this rate!
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Types of Indirect Rates

Fixed rate with carry-forward – Based on estimated costs 
to be incurred during the fiscal year

– Has aspects of predetermined and provisional rates 
but none of their drawbacks

– Not subject to retroactive adjustment

– The difference between estimated and actual costs is 
carried forward to the next year

– Typically given to units of government

47

Types of Indirect Rates
Provisional rate – temporary rate issued for use during the fiscal year 

• Adjusted to a final rate after year-end

• Typically given to nonprofits

Final rate – based on actual allowable costs and applied to the previous 
year

• Differences between a provisional and final rate may require 
adjustment to amounts charged to grants during the year

48

Can apply the 
one-time extension 

to this rate!
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Indirect Cost Rates
• Bases:

• Modified Total Direct Costs (MTDC)  200.68

– Total direct salaries and wages, applicable fringe benefits, materials and 
supplies, services, travel and subawards up to the first $25,000

– Excludes equipment, capital expenditures, participant support costs, rental 
costs, tuition remission, scholarships and fellowships, and the portion of each 
subaward in excess of $25,000.  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.

– This is the required base for the 10% de minimis rate

• Direct salaries and wages

• Direct salaries, wages and fringe benefits

49

Indirect Cost Rates

General formula:

• Indirect cost pool ÷ Base = ICR

Costs in the indirect cost pool are:

• Allowable, and 

• Benefit ALL programs

• NOT in the pool: capital expenditures, losses on 
awards, unallowable costs, and expenditures that 
benefit some but not all programs

50
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Indirect Cost Rates
•What are the advantages of an indirect cost rate agreement?

– Provides for one method to allocate almost all
administrative costs

– Potentially can make budgeting easier – direct salaries 
might be easier to estimate than the number of 
transactions Finance will perform

– Rate and method are federally approved

52
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Indirect Cost Rates

What are the disadvantages of an indirect cost rate agreement?

• Rate and method are federally approved – subject to 
individual cost negotiator preferences

• May lose some flexibility in how you determine the manner 
in which programs are charged for administrative costs

• May need to finalize and get approval for the rate every year

• Inconsistencies in charging the rate to nonfederal funding 
sources

53

Indirect Cost Rates
Applying an Indirect Cost Rate

54

Grant period 07/01/14 ‐ 06/30/15

Calendar Year Ended

12/31/2014 12/31/2015 Total

Direct cost base 400,000$      500,000$    900,000$  

X X

Indirect cost rates 10.0% 15.0%

Indirect costs 40,000$        75,000$      115,000$  
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Head Start Administrative Limits

55

Revenue:

Grant revenue 800,000 

In‐kind 200,000 

Total revenue 1,000,000 

Expenses:

Salaries 500,000 

Fringe benefits 100,000 

In‐kind 200,000 

Other expenses 100,000 
Total expenses before indirect 900,000 
Net revenue before 
allocations 100,000 

Share of Indirect Cost 
Pool 

Total 
Costs 

15% 
admin 
limit 

(rate x expense) 

(total 
Exp + 

indirect) 

(total 
costs x 
15%) 

10% de minimis rate 90,000  990,000 148,500 

HUD HOME Administrative Limit

56

Revenue:

Grant revenue 800,000 

Expenses:

Salaries 500,000 

Fringe benefits 100,000 

Other expenses 100,000 

Total expenses before indirect 700,000 

Net revenue before allocations 100,000 

Share of Indirect 
Cost Pool  Total Costs  5% admin limit 

(rate x expense) 
(total Exp + 
indirect)  (total costs x 5%) 

10% de minimis rate 70,000  770,000  38,500 
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Subrecipient – Indirect Cost Rates

– PTEs are responsible for approving indirect cost rates of 
subrecipients

– Approvals must be based on the UG cost principles

– The procedures followed in evaluating and approving the 
subrecipient’s indirect cost proposal should be documented and are 
subject to review

– Upon request, the Division of Cost Allocation (DCA) will provide 
technical assistance

57

Subpart E. Cost Principles – Direct and Indirect
§200.415 Required Certifications

•The annual and final fiscal reports or vouchers requesting payment 
must include a certification signed by an official who is authorized 
to legally bind the entity attesting to the following:

•“By signing this report, I certify to the best of my knowledge and 
belief that the report is true, complete, and accurate, and the 
expenditures, disbursements and cash receipts are for the purposes 
and objectives set forth in the terms and conditions of the Federal 
award. I am aware that any false, fictitious, or fraudulent 
information, or the omission of any material fact, may subject me to 
criminal, civil or administrative penalties for fraud, false statements, 
false claims or otherwise.”

58
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