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REVI EW GUI DE FOR

NONPROFI T ORGANI ZATI ONS

| NDI RECT COST RATE PROPOSALS

. 1 NTRODUCTI ON:

This review gui de was devel oped to assist Division of Cost Allocation (DCA) staff in review ng and
negoti ating indirect cost proposals for nonprofit organizations. The gui de presents a nunber of

i deas, facts and concerns that should be considered during the review of indirect cost proposals.

Al ternative approaches and all ocation nmethods, including their strong and weak points are presented
and discussed in detail. Wile this guide is reasonably detailed and conprehensive, it is not
intended to be a substitute for professional experience and judgenent.

The O fice of Managenent and Budget (OVB) issues cost principles for all Federal agencies that
sponsor research, training and other work at nonprofit organizations. OVB G rcular A-122 establishes
principles for determ ning costs applicable to grants and contracts with nonprofit organizations.
The principles deal wth the subject of cost determ nation and are designed to provide that the
Federal Governnent bear its fair share of total allowable and allocable costs, except where
restricted or prohibited by law. In general, the Crcular defines the attributes associated with a
nonprofit organization. It also provides general definitions regarding the applicability, allow
ability and reasonabl eness of different types of costs. The G rcul ar describes the different

all ocation bases that can be used by nonprofit organizations. Attachnent B of G rcular A 122
provides a list of “selected itenms of cost” and how these costs should be treated. There have been
several revisions to the Crcular since its inception on June 27, 1980. Prior to its inception,

i ndi vi dual agencies issued their own cost principles with regard to nonprofit organizations.

The nost recent update of the Crcular is dated June 1, 1998. Revisions also were nmade to G rcul ar
A-122 in the years 1984, 1987, 1995 and 1997. These revisions were wdely dissem nated to the
nonprofit community and are considered Departnent policy. DCA staff should therefore be famliar
with the revisions.



I ndi rect costs are those expenses that benefit common activities and therefore cannot be readily
assigned to a specific cost objective or project. At nonprofit organi zati ons, such costs normally
are classified into one overall pool of costs. This pool is then divided by the allocation base
the nonprofit organi zati on has chosen in order to calculate a rate.

The preparation of an indirect cost proposal can be a significant undertaking for a nonprofit
organi zation, that generally has to be done on an annual basis.

The decision that a cost proposal needs a nore in-depth review and analysis by the DCA wll be
i nfluenced by many factors. One purpose of this review guide is to help a negotiator identify
factors that will help determ ne what type of review is necessary.



REVI EW STEPS:

requested by the DCA in prior
correspondence or in advanced agreenents
established in previous negotiations is
i ncluded in the proposal package.

A,  REQUI RED DOCUMENTATI ON
STEPS COVMENTS

1. Determ ne whether the proposal package is The proposal package shoul d incl ude:

conplete, in sufficient detail to permt an

adequate review, and is in a format that

can be readily foll owed by the negoti ator. The proposal itself. A separate col umm

shoul d be used for each direct activity

2. Make sure that any information specifically (Federal grants, non-Federal grants, fund

raising, etc.) of the organi zati on.

A separate colum shoul d al so be used for

i ndirect costs. These colums shoul d show
the type (e.g., labor, travel, supplies,
etc.) and anmount of costs incurred by each
activity.

Audi ted financi al statenents.

A detail ed and under st andabl e
reconciliation between the proposal and
financial statenents, show ng each

recl assification and adjustnent to the
financi al statenent accounts.



STEPS

COVMENTS

A “notice of grant award” or a “financial
assi stance award docunent” that shows the
nonprofit organi zation has a current
Federal award that is eligible to receive
indirect costs. Training grants or grants
where the anount of indirect costs is
fixed (e.g., Dept. of Education, 8%
training grant, etc.) do not neet this
requirenent. Also, DCAis not required to
issue a rate that will be used strictly
for “matching requirenents” on grants.



PRI OR NEGOTI ATED WORK PAPERS

STEPS

COVMENTS

Wil e review ng ask the foll ow ng
guesti ons:

a. Wien was the last tinme the nonprofit
organi zation’s indirect cost proposal
was subjected to a thorough review and
what were the results of that review?

b. Were all corrections and adj ustnents
that were nmade incorporated into the
current proposal?

c. Wre fringe benefit, off-site or
ot her special rates negotiated?

d. Did the negotiation agreenment contain
any conditions? If so, has the
organi zation conplied wth those
condi ti ons.

If this is the initial establishnment of a rate for
t he nonprofit organi zation the negotiator should
strive to set the tone for subsequent

negoti ations. Extra effort should be expended at
this time to insure that the organization
under st ands Federal requirenents and that the
organi zation’s accounting system and net hod of
operation can accommodate these requirenents.

If the corrections were not nmade, appropriate
adj ustnments should be nade to the current
pr oposal .

I f these rates were established in the past, they
will likely be needed in the future. Also,

i nformati on provi ded by agency grant or contract
offices may indicate a need for a special rate.



STEPS

COVMENTS

If fixed rates were negoti ated, does
the carry-forward anmount in the current
proposal agree with the prior witten
carry-forward agreenent?

Conpare the subm ssion with prior
negoti ations and identify any itens in
t he proposal which appear unusual and
are not discussed in the proposal
package.

Det erm ne whether the proposal requires
an extensive review and/or site visit.

Performa “math check” to ensure the
accuracy of the organization's
conput ati ons.

See the Trend Anal ysis section of this guide for
nore details regarding this requirenent.

Normal Iy a review of a nonprofit organi zation can
be achi eved without performng a site visit.
Exceptions to this could be if the organization
has multiple rates applicable to different
functions or significant specialized service
facilities,etc.



STEPS

COVMENTS

Determ ne the type of
negoti at ed.

rates to be

A significant nunber of nonprofit organizations
wi Il have their rates negotiated on an annua
basi s using provisional/final type rates.
However, nonprofit organi zations can al so

negoti ate predeterm ned rates when facts are
sufficient for both parties to reach an inforned
judgenent as to future rates.

Note: An organi zation that has any Federal
contracts cannot be given a predetermned rate
(per an 11/10/82 GAO ruling).



C. RECONCI LE PROPGSAL TO THE FI NANCI AL STATEMENTS

Costs included on the proposal nust be reconciled to the financial stat

fi nanci al statenent

itself can provide the negotiator with sone insight

organi zati onal structure, accounting system and costing net hodol ogi es.

proposal review process. The reconciliation should be conpleted by the
| f the proposal has not been reconciled to the financial statenents the

notified i mediately. A review of the proposal should be delayed until this step

with their proposal
nonprofit shoul d be
is conpl et ed.

STEPS

enments. A brief review of the
regardi ng the nonprofits

This can be hel pful in the

organi zati on and submtted

COVMENTS

1. Reconcile the cost proposal to the audited The first stepis to

fi nanci al statenents.

shown on the audited

2. Once the negotiator is assured that the Unal | owabl e and un- al
total costs, direct and indirect, included debts, fines, penalti

reconcile total costs, both

al | owabl e and unal |l owabl e, to the total costs

fi nanci al statenents.

| ocabl e costs (e.g., bad
es, etc.) should always be

in the indirect cost proposal agree with elimnated fromthe indirect cost pool before the
the audited financial statenents, analyze pool is allocated to each direct program However,
t he adj ustnents for unall owabl e and unal | owabl e functions (e.g., fund raising, etc.)
extraneous costs that should be excl uded and non-rei nbursable activities (e.g., donated
fromthe proposal, and those that should be | abor or services that neet Circular A-122
allocated their share of indirect costs. requi renents) should be treated as direct

functions and receive their proper distribution of
indirect costs. Indirect costs allocated to these

functions are not rei
prograns. To do this
mat chi ng rati os.

10

nbursed by the federal
woul d dilute required



STEPS COVMENTS

3. Analyze and verify the accuracy and
necessity for adjustnents and
recl assifications.

The negotiator nust understand every substanti al
reclassification and why it is taking place.

Understanding this process is an inportant part of
t he proposal review

11



ACCEPTABLE BASE (MIDC, SW SW-FB)

STEPS

COVMENTS

Determ ne that the proposed base results
in an equitable distribution of indirect
costs.

The three nost conmon bases used by
nonprofit organi zations are as foll ows:

a)

b)

Modi fied Total Direct Cost (MIDC)

Thi s base includes all direct costs
incurred by the organization with the
exception of distorting itens such as,
capi tal expenditures, subcontracts,

fl ow t hrough funds, etc.

Sal aries and Wages (SW':

Thi s base includes only the direct
sal ari es and wages incurred by the
or gani zati on.

Sal ari es and Wages plus Fri nge Benefits

SWHEB) :
Thi s base includes only the direct

sal ary and wages and the direct fringe
benefits incurred by the organization.

Anal yze and verify that the base the
organi zation is proposing is consistent
with the base they’ ve used in previous
subm ssions and on the rate agreenent.

Cenerally, if the proposed base conforns to the
suggested or required bases they should be
accepted. However, there nay be circunstances
which indicates that an inequity will result if a
suggested base is used. For exanple, an

organi zation uses a nodified total direct cost
base, however, they have one grant that has a

di sproportionate anount of “other direct costs.”
This could distort the amount of indirect costs
that are allocated to that program Therefore, a
sal ary and wage base m ght be nore equitable.

Bel ow are a few exanpl es of possible
i nconsi stenci es a negotiator could encounter when
reviewing a nonprofit organi zation s base:

- The organi zations’ s previous rate agreenent
showed a base of salaries & wages including paid
absences. However, the organization s proposal
subm ssi on shows paid absences as part of the
fringe benefit pool.

- The organi zation’s previous rate agreenent
showed a base of salaries & wages including fringe
benefits. However, the organi zation s proposal
subm ssi on does not include fringe benefits in the
base.

12



STEPS COVMENTS

- The organi zations’s previous rate agreenent
showed a base of nodified total direct costs that
included the first $25,000 of sub-awards in the
base. However, the organization’s proposal

subm ssi on does not include any subcontractor
costs in the base.

13



E. TREND ANALYSI S
A trend analysis of the nonprofit organization’s indirect costs, rates, and allocation base
shoul d be perfornmed during the prelimnary review of each cost proposal. A trend analysis can
be conpleted in a short period of tinme and frequently provides the negotiator with an insight
into the areas of the proposal needing a nore detailed review

STEPS COVMENTS

1. Performa detailed trend anal ysis of the A basic trend analysis is sinply plotting the raw
nonprofit organization’s indirect costs, rate val ue of each indirect cost along with the
rates, and allocation base for the |ast appl i cabl e base involved. This provides the
three years, including the proposal year. negotiator not only with a idea of where the rate

is changing (e.g., increasing or decreasing), but

shoul d al so indicate what itens of costs a
negoti ator should spend tinme revi ew ng.

It is very inportant for a negotiator to conpare
how much certain indirect costs are increasing
when conpared to the increases in the nonprofit
organi zation’s direct base.

Here are a couple of exanples regardi ng what m ght
be di scovered through trend anal ysi s:

- An organi zation's direct cost base has increased
by 5% however, their indirect travel has

i ncreased by 40% In this case it would be prudent
for the negotiator to inquire about the | arge
indirect travel increase.

14



STEPS COVMENTS

- An organi zation’s indirect supplies has

i ncreased 25% but its base has increased 30%

In this case although the indirect supplies have
i ncreased considerably they are still increasing
at a slower rate than the base. This is a fairly
normal occurrence and probably would not require
any further inquiry by the negotiator.

15



F. ALLOMBILITY, CONSISTENCY AND TREATMENT OF
COSTS

STEPS

COVMENTS

1. Determ ne whether the proposed costs benefit
Federal awards.

2. Determne if the types of costs included in
the indirect cost pool are consistently treated
as indirect costs.

3. Review the proposal and financial statenments
to determ ne whether the indirect cost pool
i ncl udes any unal | owabl e costs.

4. Review the financial statements to determ ne
if there are any applicable off-sets.

Cenerally an expense that is necessary to the
overal |l operation of the nonprofit organization
is allocable to Federal awards. When there is a
mul ti-tier distribution involving nore than one
pool, the criteria is; does the expense benefit
all activities included in the particul ar

di stribution base?

The nonprofit organi zation should be queried to
det erm ne whet her any costs included in the

i ndirect cost pool have al so been charged to any
Federal awards as direct costs. Where such costs
are charged directly, they should be renoved from
the indirect cost pool except to the extent that
they apply to indirect activities.

Sone exanpl es of unall owabl e costs woul d incl ude,
al cohol i ¢ beverages, bad debts, contingencies,
contributions and donations, entertainnment, fines
and penalties, fund raising, |obbying, etc.

| nconme generated by the activities in the indirect
cost pool and certain negative expenditure types
of transactions should be used to off-set or
reduce expenses in the indirect cost pool (e.g.,
par ki ng fees, purchase discounts, etc.).

16



CONCLUDI NG STEPS AND RATES

STEPS

COVMENTS

Det erm ne whether there are any anti ci pated
significant changes in the |evel of the
nonprofit organization's activities, its
organi zational structure, or its accounting
systemthat should be taken into account in
t he negotiation of a provisional, fixed, or
predeterm ned rate.

Det erm ne whet her an advances agreenent
covering future negotiations should be
est abl i shed.

Negotiate the appropriate type of rate(s)
(e.g., provisional, fixed, predeterm ned,
or final, etc.) and conpl ete negotiation
agreenent form

Normally this rate(s) is based on the actual costs
for the nost recently conpleted fiscal year

However, if the nonprofit organi zation antici pates
significant changes in its operations that should
af fect the costs, the changes should be refl ected

in the establishnment of the rate(s).

Advanced agreenents shoul d be established when
they are needed to preclude future disputes or
probl ens or when they will help insure equitable
cost determnations in the future. Exanples of
areas where these agreenents may be needed i ncl ude
(a) changes or refinenents in the allocation
bases, (b) the treatnent of certain types of

costs, etc. If an advanced agreenent is
established it should be included in the letter
transmtting the Negotiation Agreenent.

Cont act should be maintained with the nonprofit
organi zati on throughout the proposal review.

The negotiator at the concl usion of the
negoti ati on, should contact the organization to
(a) summarize the adjustnments (if any) and the
terms or conditions incident to the acceptance of
the rate(s) and (b) gain concurrence on a final
posi tion.

17



STEPS

COVMENTS

Qui dance on the circunstances under which costs
shoul d be negotiated on a provisional, final,
fixed, or predeterm ned basis are as foll ows:

- Provisional rates will be used only in those
situations in which the negotiator has little
confidence in the rate proposed and cannot
negotiate a rate which will fairly reflect the
organi zation’s operations during the period to
which the rate applies. Provisional rates should
al so be used when (i) the propriety of the rates
are contingent upon the occurrence of a future
event which is uncertain at the tine of
negotiation or (ii) the organization plans to
reorgani ze or otherw se substantially change its
operations in the future. When a provisional rate
is established, a final rate nust be negoti ated
when the actual costs for the period becone known.

- Predetermned rates nmay only be negotiated in

t hose situations where there is a high probability
that the rate negotiated will result in a dollar
recovery to the organization not in excess of the
anount that woul d have been recovered had the rate
been established on an “after the fact” basis.
Predeterm ned rates are not authorized if there
are Federal contracts awarded to the organization.

18



STEPS

COVMENTS

- Fixed rates with carry forward provisions may be
used except where the carry forward adj ust nent
woul d be difficult or inpossible to nake because:

(1) the organization is unlikely to have active
awards in future periods to affect the
carryforward adj ustnent,

(1i) the mx of Federal/non-Federal work perforned
by the organi zation fromyear to year is too
erratic to permt a fair carry-forward adjustnent,
(1i1) the operating activities of the organization
are unst abl e,

(1v) the negotiator is not satisfied that the rate
proposed wi Il approximate the actual rate.

The negotiator should avoid setting fixed rates
which result in major carry-forward adjustnents.
Consi der setting limtations on the amount of
perm ssi bl e adjustnents (e.g., spread over nore
t han one fiscal year, etc.).

If a fixed, final or predetermned rate is used, a
provi sional rate would normally be established to
cover the period subsequent to the period covered
by the fixed, final or predetermned rate. This

wi |l preclude potential problenms in funding
awards made after the expiration of the fixed,
final, or predeterm ned rate.

19



STEPS COVMENTS

4. Conplete Summary of Negoti ati ons A summary of negotiations should be prepared which
shows the anobunts negotiated that are different
fromthe anounts submtted, and the reasons for
t he negotiated differences. The sunmmary shoul d be
sufficiently detailed to permt an independent
reviewer to quickly see and understand how t he
negoti ated rates were conput ed.

20



H  FILE DOCUMENTATI ON

The negoti ati on workpaper files should contain sufficient docunentation (e.g., file notes,
schedul es, interview notes, etc.) to clearly show

a. Wat aspects of the proposal were revi ewed.

b. Wat significant aspects of the proposal were not reviewed and why.

c. Wat adjustnents were nade to the proposal and the reasons for the adjustnents.
d. How the approved rates were conputed and negoti at ed.

e. How any cost savings was conput ed.

f. Required certifications.

21



REFERENCE MATERI AL

- OMB Circul ar

- OMB Circul ar
| nstitutions

- OMB Circul ar

A-122,

A-110,

“Cost Principles for Non-Profit Organization.”

“Uni form Adm ni strative Requirenments for G ants and Agreenents with

of Higher Education, Hospitals, and Gther Non-profit Organizations.”

A- 133,

“Audits of States, Local Governnments, and Non-Profit Organization.”

- ASMB C-5, “A CGuide for Nonprofits.”

- Grants Adm nistration Manual /Grants Policy Directives.

- 45 CFR Part 16,

- 45 CFR Part 74,

“Procedures of the Departnental G ants Appeals Board.”

“Uni form Adm ni strative Requirenents for Awards and Subawards to

Institutions of H gher Education, Hospitals, O her Nonprofit Organizations, and
Commerci al Organi zations; And Certain Gants and Agreenents with States, Local
Governnents and I ndian Tribal Governnents” - Departnental |nplenenting Regul ations
for OVMB A-110.

- | nternet Sites:

- OMB Circul ars -

www. whi t ehouse. gov/ onb/ gr ant s/ i ndex. ht ni

- GASB St atenments - wwv. rut gers. edu/ Accounti ng/ raw gasb/ st/ sumary
- FASB St atenents - www. rut gers. edu/ Accounting/raw fasb/st/summary
- HHS Cost Policy |Issuances (including ASMB C-5) - ww. hhs. gov/ progor g/ grant snet
- CFR Sections -

- DAB Deci si ons -
- Act uari al

WWW. access. gpo. gov/ nara/cfr/index. ht m

www. hhs. gov/ dab/i ndex. ht ni

St andards of Practice - ww. actuary. org/standard. ht m

22



I11. ALLOCATI ON METHODOLOG ES:

There are three comon all ocati on nmet hodol ogi es that a nonprofit organization can use to allocate
costs. They are the “direct allocation nmethod,” the “sinplified allocation nmethod,” and the
“multiple allocation base nethod.” These nethods are defined as foll ows:

A. DI RECT ALLOCATI ON METHOD

This met hod shoul d be used by nonprofit organizations that elect to charge their prograns
(e.g.,grants) directly for all costs except those identified as “support services” costs.
These nonprofit organi zations usually separate their costs into two basic categories:
(1) Program services - these include direct functions such as conmmunity service activities,
research, education and trai ning.
(2) Supporting services - these include general adm nistration and general expenses.

Joint costs such as depreciation, operation and mai ntenance, utilities, are prorated individually to
each program (grant) or activity and to the supporting services (managenent and general) function.
These costs will be allocated using an appropriate distribution base. The direct allocation

met hodol ogy is acceptabl e provided each joint cost is prorated on a distribution base which is
established in accordance with reasonable and consistently applied criteria, adequately supported by
current data of the organi zation and, based on the benefits received. Exanples of appropriate

di stribution bases along with how to enploy this nethodol ogy are shown in docunent ASMB C-5 “A Qui de
For Nonprofits.”

B. SIMPLIFIED ALLOCATI ON METHOD

Thi s nethod shoul d be used when all of the nonprofit organizations major functions benefit froma
particul ar indirect cost expense by approximtely the sanme degree. This nmethod should al so be used
when a nonprofit organi zation has only one major function enconpassi ng a nunber of individual
projects (grants) or activities. Exanples of appropriate distribution bases along with how to enpl oy
t hi s met hodol ogy are shown in docunent ASMB C-5 “A Guide For Nonprofits.”

23



C. MILTIPLE ALLOCATI ON BASE METHOD

This met hod shoul d be used when a nonprofit organization has several major functions which benefit
fromits indirect costs in varying degrees. Indirect costs are accunul ated into separate cost

groupi ngs, such as groupings for general and adm nistrative expenses, and a grouping for
depreciation and other facility expenses. Each grouping should contain a pool of expenses that are
of like character in terns of the functions they benefit and the allocation base which best neasures
the relative benefits provided to each function. Each grouping is then allocated individually to the
benefitting functions by neans of a base which best neasures the relative benefits to each function.
The nunber of separate groupings should be held within practical limts, taking into consideration
the materiality of the anmount involved and the degree of precision desired. Indirect cost allocated
to each function are then distributed to individual awards and other direct activities included in
that function by neans of an indirect cost rate. Exanples of appropriate distribution bases al ong
with how to enploy this nethodol ogy are shown in docunent ASMB C-5 “A Guide For Nonprofits.”

It should be noted that nobst nonprofit organizations use either the “direct allocation nethod” or
the “sinplified allocation nethod.”

24



| V.

Unal | owabl e costs per Circular A-122 Attachnent B:

STEPS

COVMENTS

Revi ew t he proposal to determ ne whet her
the indirect cost pool includes any of the
fol |l ow ng unal | onabl e costs:

a) Equi pnent and ot her capital expenditures
(15.)

b) Al coholic beverages (2.)

c) Bad debts (3.)

d) Contingency provisions (8.)

e) Contributions (9.)

f) Legal expenses for prosecution of clains
agai nst the Federal governnment (10.b.)

g) Entertainnment costs (14.)

h) Fines and penalties (16.)

i) Goods and services for personal use
(18.)

J) Fund raising (23.b.)
Lobbying (25.)

|) Losses on other awards (26.)

m Organization costs (31.)

n) Selling and marketing (48.)

The nunbers next to each itemrefer to the section
nunber in CGrcular A-122 which prescribe the
handl i ng of these costs. Unl ess ot herw se not ed,
the references refer to Attachment B of Circul ar
A-122.

Capital expenditures are allowable as direct costs
if they are approved by the awardi ng agency.

They are not allowable as indirect costs but
instead are recovered through depreciation or

use al |l onance.

25



V. Comments regarding certain “Selected Itens These itens are listed in Attachnent B of Circul ar
of Cost”: A-122

STEPS COVMENTS

Bi d and proposal costs

Per Circular A-122, the paragraph Bi d and proposal costs are the i medi ate costs of
describing bid and proposal costs is preparing bids, proposals, and applications for
“reserved.” This neans that until the potenti al Federal and non-Federal grants,

O fice of Managenent and Budget nandates contracts, and other agreenents, including the

a uni form Governnent w de policy, each devel opment of scientific, cost, and other data
Federal agency is permtted to apply its needed to support the bids, proposals and

own policy for this cost. This provision is applications. Bid and proposal costs of the
included in the HHS Grants Adm ni stration current accounting period are allowabl e as

Regul ations at 45 CFR 74.174(b) and in the indirect costs; bid and proposal costs of past
HHS Procurenent Regul ations at 41 CFR 3- accounting periods are unall owable as costs of the
16. 950- 315A and reads as foll ows: current period. However, if the organizations

established practice is to treat these costs by
sonme ot her nmethod, they may be accepted if they
are found to be reasonabl e and equitable. Bid and
proposal costs do not include i ndependent research
and devel opnent costs or pre-award costs.

To verify the legitimcy of bid and proposal costs
a negotiator should ask for a list of all

enpl oyees who charged all or part of their tinme to
B&P activities.

The followi ng situations could cause concern:

26



STEPS COVMENTS

a) Enpl oyee(s) who charge nost of their tinme to a
direct project and a snmall portion to B&P and/or
enpl oyee(s) who charged nost of their tine in the
previous year to a direct project are now charging
nmost of their tine to B&P.

b) The nonprofit organi zati on cannot docunent the
actual B&P projects that the enpl oyees worked on.

27



STEPS

COVMENTS

Conpensation for personal services

Conmpensation is defined as:
Al'l conpensation paid currently or accrued
by the organi zation for services of

enpl oyees rendered during the period of the

award. It includes, but is not limted to,

sal aries, wages, director’s and executive

commttee nenber’s fees, incentive awards,

fringe benefits, pension plan costs,

al l onances for off-site pay, incentive pay,
| ocation al |l owance, hardshi p pay, and cost
of living differential.

Al types of conpensation nentioned above
are allowable as long as the costs are
reasonabl e for the services rendered and
conformto the established policy of the
organi zati on and are consistently applied
to both Federal and non-Federal activities.

A negotiator needs to be aware of the follow ng

I ssues:

a) Inconsistencies regarding how particul ar |abor
positions (e.g., bookkeepers, grants
admnistrators, etc.) are allocated to different
prograns. Headstart progranms will often pay
directly for cost that negotiators would normally
consider indirect (e.g., grants adm nistrators,
etc.). If this occurs a negotiator needs to nake
sure that “li ke positions” associated with non-
Headstart prograns are not being included in the
i ndirect cost pool. Oherwi se, Headstart will be
paying for the sanme type of position twi ce (once
directly and once through the indirect cost rate).

b) Conpensation costs for non-reinbursable direct
activities (e.g. fund raising, bridge funding,
etc.) being classified as indirect costs.

A negotiator can address this problem by
requesting a list of enployees by | abor
who charged tinme indirect.

position
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Depreci ati on and use all owances

Depreci ation or use allowance is an

al l owabl e costs as long as certain criteria
are net. See Circular A-122 for a |list of
the criteria.

A negotiator should be aware of the follow ng
things wth regard to this item of cost:

a) Make sure that no depreciation applicable to
assets bought with Federal sponsored program funds
or non-Federal (private industry, state grants,
etc.) sponsored program funds are included in the
pr oposal .

b) Make sure no depreciation or use allowance is
included in the proposal that is applicable to
idle facilities.

c) The unanortized portion of any equi pnent
witten off as a result of a change in
capitalization levels may be recovered by
continuing to claimthe otherw se all owabl e use
al | onances or depreciation on the equi pnent, or
by anortizing the anobunt to be witten off over
a period of years as negotiated with the Federal
cogni zant agency.
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Donat i ons

Donat ed or vol unteer services may be

furni shed to an organi zation by

pr of essi onal and technical personnel,
consultants and other skilled and unskill ed
| abor. The val ue of these services is not
rei mbursable either as a direct or indirect
cost. However, the value of donated
services utilized in the performance of a
direct cost activity shall be considered in
the determ nation of the organization’s
indirect cost rate and, accordingly, shall
be all ocated a proportionate share of
applicable indirect costs when certain
criteria are net. See Circular A-122 for
alist of the criteria.

| f significant, a negotiator should request a
list of all volunteers by job title along with
a description of the services they provide to
t he organi zati on. Through these descriptions a
negoti ator can ascertain if the volunteer’s
services neet the requirenents outlines in
Crcular A-122, and therefore, should be
considered in the determ nation of the

organi zation’s indirect cost rate.
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Fri nge benefits

1) Fringe benefits in the formof regular
conpensation paid to enpl oyees during
peri ods of authorized absences fromthe

j ob, such as vacation | eave, sick |eave,
mlitary | eave, and the like, are

al | owabl e, provided such costs are absorbed
by all organization activities in

proportion to the relative anmount of tine
or effort actually devoted to each

2) Fringe benefits in the form of enployer
contributions or expenses for social
security, enployee insurance, worknen’s
conpensati on i nsurance, pension plan costs,
and the like, are allowable, provided such
benefits are granted in accordance with
established witten organi zation policies.
Such benefits whether treated as indirect
costs or as direct costs, shall be
distributed to particul ar awards and ot her
activities in a nmanner consistent with the
pattern of benefits accruing to the

i ndi viduals or group of enpl oyees whose
sal ari es and wages are chargeable to such
awar ds and ot her activities.

There are two different nmethods an organi zation
can use to allocate fringe benefit costs.
They are as foll ows:

Specific identification nethod:

This method invol ves “specifically assigning”
the actual fringe benefit costs incurred by
a “particul ar enployee” to that “particul ar
enpl oyee.”

Fri nge benefit rate(s):

This nethod invol ves developing a rate(s) for al
enpl oyees in the organi zation. The rate coul d be
the sane for everyone or there could be several
different rates depending on the enpl oyees job
classification (e.g., professional, clerical,
etc.).

The rate is calculated by taking the total fringe
benefit costs incurred and dividing that anmount by
the total salary and wage costs incurred for the
total organi zation or the class of enployees for
whi ch you are devel oping a rate.
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3) Provisions for a reserve under a self

i nsurance program for unenpl oynent
conpensati on or workers’ conpensation are
allowabl e to the extent that the provisions
represent reasonable estinmates of the
liabilities for such conpensation, and the
types of coverage, extent of coverage, and
rates and prem uns woul d have been

al | owabl e had i nsurance been purchased to
cover the risks. However, provisions for
self-insured liabilities which do not
becone payable for nore than one year after
the provision is nmade shall not exceed the
present value of the liability.

4) \Where an organi zation follows a
consi stent policy of expensing actual
paynments to, or on behalf of enployees
or former enpl oyees for unenpl oynent
conpensati on or workers’ conpensation
such paynents are allowable in the year
of paynment with the prior approval of

t he awar di ng agency, provided they are
allocated to all activities of the

or gani zati on.
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5) Costs of insurance on the lives of
trustees, officers, or other enpl oyees
hol di ng positions of simlar responsibility
are allowable only to the extent that the

i nsurance represents additional
conpensation. The costs of such insurance
when the organization is naned as
beneficiary are unal |l owabl e.

6) Organi zation furni shed aut onobil es.
That portion of the cost of organization
furni shed autonobiles that relates to
personal use by enpl oyees (i ncl uding
transportation to and fromwork) is
unal | owabl e as fringe benefit or indirect
costs regardl ess of whether the cost is
reported as taxable incone to the

enpl oyees. These costs are all owabl e as
direct costs to sponsored awards when
necessary for the performance of the
sponsored award and approved by the
awar di ng agency.
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Idle facilities and idle capacity

For this particular itemof cost, the
follow ng terns have the nmeanings set forth
bel ow:

Facilities neans | and and buil di ngs or any
portion thereof, equipnents individually or
col lectively, or any other tangible capital
asset, wherever |ocated, and whether owned
or | eased by the organization.

Idle facilities neans conpletely unused
facilities that are in excess to the
organi zation’s current needs.

I dl e capacity nmeans the unused capacity of
partially used facilities.

idle capacity
repair,
costs,
and

Costs of idle facilities or
means costs such as mai nt enance,
housi ng, rent, and other rel ated
e.g., property taxes, insurance,
depreci ation or use all owance.

If a negotiator identifies idle facilities they
should informthe grantee of the requirenents
under G rcular A-122.

The negotiator should then set a tine frane
regar di ng when the organi zati on would need to
vacate the space if it remai ns unoccupi ed.

When making this determ nation the negoti ator
needs to understand that the cost of idle
facilities is unallowabl e except to the extent
t hat :

1) They are necessary to neet fluctuations in work
| oad.

2) They were necessary when acquired and are now

i dl e because of changes in work requirenents and
efforts to achi eve econom cal operations could not
be foreseen.

CGeneral speaking with regard to this situation the
organi zation wll be given a reasonabl e period of
time, ordinarily not to exceed one year to di spose
of such facilities.

34



COVMENTS

STEPS
| ndependent research and devel opnent
Per Circular A-122, the paragraph

descri bing | ndependent research and

devel opnent cost is “reserved.” This neans
that until the Ofice of Managenent and
Budget mandates a uni form Gover nnent w de
policy, each federal agency is permtted to
apply its own policy in this area. DHHS has
el ected to continue its |Iong standing
policy for this cost. This provision is
included in the HHS Grants Adm ni stration
Regul ations at 45 CFR 74.174(b) and in the
HHS Procurenent Regul ations at 41 CFR

3- 16. 950- 315A.

| ndependent research and devel opnent is research
and devel opnent that is not sponsored by Federal

or non-Federal grants, contracts, or other
agreenents. | ndependent research and devel opnent
shall be allocated its proportionate share of
indirect costs on the sanme basis as the allocation
of indirect costs to sponsored research and

devel opnment. The costs of independent research and
devel opment, including its proportionate share of

i ndirect costs, are unall owabl e.
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| nt er est

Interest costs are allowable (subject to
specific conditions listed in Grcular A-
122) if they relate to debt incurred after
Sept enber 29, 1995, to acquire or replace
capital assets acquired after this date and
used in support of sponsored agreenents.

| f an organization is claimng significant

i nterest expense the negotiator should determ ne
if the interest is allowable per Crcular A-122,
al so, the negotiator should determne if

addi tional provisions nentioned in Attachnent B,
Paragraph 23.a., of Crcular A-122, are
appl i cabl e.

It should be noted that costs incurred for
interest on borrowed capital or tenporary use
of endownent funds, however represented, are
unal | owabl e.
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Fund rai si ng

Fund raising costs include financial

canpai gns, endownrent drives, solicitation
of gifts and bequests, and simlar expenses
incurred solely to raise capital or obtain
contributions. These costs are unal |l owabl e
as indirect costs.

Nonprofit organi zati ons may have separate and

di stinct fund raising departnents. These separate
departnents are often shown on the financial
statenents and nmake it easier for a negotiator to
identify fund raising costs. \Wen a negoti ator
sees sal aries and wages associated with fund

rai sing they need to nmake sure that an appropriate
anount of “"other costs” (e.g., tel ephone ,

postage, etc.) associated with fund raising have
al so been identified.

O her nonprofit organi zati ons may not have
separate and distinct fund raising departnents.
However, enpl oyees such as the Executive Director
may devote part of their tinme to fund raising.

A negotiator may want to request position
descriptions of various enpl oyees to ensure that
fund raising activities are classified properly,
and where applicable, allocated an appropriate
share of indirect costs.

Not e: For purposes of conputing an indirect cost
rate, fund raising costs nust be included in the
base if they:

(1D include sal aries of personnel, (2) occupy space,
and (3) benefit fromindirect costs.
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| nvest nent nanagenent costs

| nvest nent managenent costs include costs
of investnment counsel and staff and simlar
expenses incurred solely to enhance incone
frominvestnments. These costs are
unal | owabl e as indirect costs.

A negotiator should review the bal ance sheet of

t he organi zati on and see what types of investnents
are disclosed. If the organization has a | arge

i nvestnment portfolio, yet shows no investnent
managenent costs in their proposal, the negotiator
may want to inquire further regarding the
classification of these costs.

Not e: For purposes of conputing an indirect cost
rate, investnment managenent costs nust be
included in the base if they:

(1) include salaries of personnel (2)occupy space,
and (3) benefit fromindirect costs.
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Parti ci pant support costs

Partici pant support costs are direct costs
for itenms such as stipends or subsistence
al l omances, travel allowances, and
registration fees paid to or on behal f of
participants or trainees (but not

enpl oyees) in connection with neetings,
conferences, synposia, or training

proj ects.

These costs are allowable with the prior
approval of the awardi ng agency.

Partici pant support costs are generally excluded
fromthe base because these costs normally do not
generate a significant anmount of admnistrative
costs and normally do not generate any facilities
costs such as buil ding mai ntenance and operati ons.
However, if participant support costs incurred
relate to training or other projects perforned at
the site of the nonprofit organization and utilize
either owned or rental facilities, a negotiator
shoul d det erm ne whether or not the participant
support costs shoul d be excluded fromthe base.

39



STEPS

COVMENTS

Rental costs

Rental costs are all owabl e, however,
are subject to several conditions.
A brief description of these conditions
are as foll ows:

t hey

a) Rental costs should be reasonabl e and
consistent with that of conparable
properties fair market val ue.

b) Rental costs under sal e | easeback
arrangenents are allowable only up to
t he amount that woul d be all owed had
t he organi zation continued to own the

property.

c) Rental costs under less than arns |ength
| eases are allowable only up to the anount
that would be allowed had title to the
property vested in the organi zation.

Rental costs are allowable both as direct or

i ndirect costs for reinbursenent on Federal

awar ds. However, great care should be exercised

to ensure that rental cost incurred by the

organi zation are conparable to existing facilities
in that general |ocale.

Negoti ators need to be aware of | ess conmon rental
arrangenents. Exanples of these are “sale and

| easeback” or rental costs that create materi al
equity in the | eased property, both would be

subj ect to ownership cost if:

a) an organi zation that owns a facility/building
sells to a related/unrelated entity and then
rents/| eases back that sane facility, or

b) if the | ease arrangenent creates a materi al
equity such as a noncancell able | ease with a
bargai n purchase option, one in which a | ower
purchase price (e.g., below market value) is fixed
at the inception of the |lease or the |ease term
exceeds 75% of the economc life of the facility.
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d) Rental costs under |eases which are
required to be treated as capital |eases
under GAAP, are allowable only to the
anount that would be allowed had the
organi zati on purchased the property on the
date the | ease agreenent was executed
(e.g., to the amount that mninmally woul d
pay for depreciation or use all owance,

mai nt enance, taxes, and insurance).

See Circular A-122 for a nore expansive
definition of this condition.

A negotiator needs to verify if an organization
enters into a lease that is considered to be |ess
than an arns | ength transaction, per Crcular A-
122 definition, such as, one with comon board
menber (s), or officer(s), or between subsidiary
and parent conpany.

These types of arrangenents represent joint/common

owner ship the purpose of which could be to
exercise control over the lessor in fixing the
occupancy/rental charge.

Negoti ators nust ensure that the | essor/| essee
rel ati onship is i ndependent of one another by
asking questions relative to occupancy/rental
costs.

For all of the above cited conditions, if
ownership is established then ownership costs,
such as depreciation/use all owance, maintenance,
t axes, insurance and qualifying interest expense
woul d be all owed and any rental cost included in
the indirect cost proposal that is in excess of
owner ship costs woul d be disal |l owed.
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VI. OTHER AREAS

Nonprofit organi zations associated with hospitals and universities

Nonprofit organi zations can be affiliated with other types of organizations. These affiliations
could be in the formof space being occupied on the prem ses of an affiliate, admnistrative costs
of a nonprofit organization being handled by the affiliate or other types of arrangenents.
Bel ow are sone issues that a negotiator should be aware of when negotiating with nonprofit

organi zations affiliated with hospitals and universities.

1) If a nonprofit organization is affiliated wwth a hospital the follow ng i ssues need to be
addressed regardi ng space and adm ni strative costs.

- SPACE

| f a nonprofit organization is occupying space owned by the hospital the negotiator needs to
determ ne who is paying for the space costs that the nonprofit organization i s occupying.

I f the nonprofit organization is claimng space costs (e.g., rent expense, etc.) in their proposal

t he negotiator needs to request a copy of the hospitals nedicare cost report. This report should
show an adjustnent for space costs clainmed by the hospital to take into account the space occupied
by the nonprofit organization. If the negotiator does not see an adjustnent in the nedicare cost
report then the space costs related to the nonprofit organi zation could be getting reinbursed tw ce.
Once by nedi care and once through the nonprofit organization’s indirect cost rate.

- ADM NI STRATI ON

| f a nonprofit organization includes costs in their proposal that they paid to the hospital to
handl e adm ni strative functions of the nonprofit (e.g., payroll, etc.) the negotiator needs to
request a copy of the hospitals nedicare cost report. This report should show an adjustnent for
adm ni strative costs clained by the hospital to take into account the reinbursenent for

adm ni strative services paid to the hospital by the nonprofit organization. If the negotiator does
not see an adjustnment in the nedicare cost report then the admnistrative costs relating to the
nonprofit organization could be getting reinbursed tw ce. Once by nedi care and once through the
indirect cost rate.
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Nonprofit organizations associated with hospitals and universities (continued)

2) If a nonprofit organization is affiliated with a university the follow ng i ssues need to be
addressed regardi ng space and adm nistrative costs.

- SPACE

| f a nonprofit organization is occupying space owned by the university the negotiator needs to
determ ne who is paying for the space costs that the nonprofit organization is occupying.

I f the nonprofit organization is claimng space costs (e.g., rent expense, etc.) in their proposal

t he negotiator needs to contact an official of the university to see how the university is
classifying the space. If DCA negotiates rates with the university the negotiator should reviewthe
uni versities previous indirect cost proposal subm ssion. The proposal subm ssion should show an

adj ustnmrent for space costs clained by the university to take into account the space occupied by the
nonprofit organization. If the negotiator does not see an adjustnment in the universities proposal
then the space costs associated with the nonprofit organization could be getting rei nbursed tw ce.
Once through the universities indirect cost rate and once through the nonprofit organization's
indirect cost rate.

- ADM NI STRATI ON

I f a nonprofit organization includes costs in their proposal that they paid to the university to
handl e adm ni strative functions of the nonprofit (e.g., payroll etc.) the negotiator needs to
contact an official of the university to see if the university is offsetting their admnistrative
costs by the anount paid to them by the nonprofit organization.

| f DCA negotiated rates with the university the negotiator should review the universities previous
i ndi rect cost proposal. The proposal should show an adjustnent which takes into account the

rei nbursenent for admnistrative services paid to the university by the nonprofit organization

| f the negotiator does not see an adjustnent in the universities indirect cost proposal then the
adm ni strative costs relating to the nonprofit organi zation could be getting reinbursed tw ce.
Once through the universities indirect cost rate and once through the nonprofit organization's

i ndirect cost rate.
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