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SECTION 1:
 INTRODUCTION

A.

PURPOSE: 

To provide uniform guidance to Metro agencies and 

departments regarding the preparation and approval of cost 

allocation plans and indirect cost rate proposals.  To assist  Metro agencies in establishing uniform billing rate structures to recover full costs of providing services.

B.
REGULATORY
Title 2 of the Code of Federal Regulations Part 200 (2 CFR)    
GUIDELINES:
Office of Management and Budget (OMB), guidance to Federal State and Local agencies on government - wide policies and procedures for the award and administration of grants and agreements, with the Federal Government and other applicable Federal and State regulations.  Charter of the Metropolitan Government of Nashville Davidson County Section 8.103.
SECTION 2:
OVERVIEW

The purpose of this manual is to provide assistance to all Metro agencies in establishing and/or maintaining an effective indirect cost recovery program.  The manual further provides assistance in establishing billing rate structures to recover and report the full cost of providing services and activities within the government.  An indirect cost recovery program should ensure that all Federal and State dollars earned (including indirect costs dollars) are (requested from the grantor) as soon as possible to avoid using Metro dollars and forgoing possible interest earnings.  Although Metro dollars may ultimately be required to fund programs, Federal and State dollars must be recovered promptly to pay for indirect costs, where allowable.  The initial use of Federal and State dollars permits Metro dollars to draw interest until needed.  Even if grants are capped or limited, indirect costs must be calculated and drawn as soon as possible up to the limits imposed by the grant regulations.  The information provided in this manual, Title 2 of the Code of Federal Regulations – Office of Management and Budget (OMB), guidance to Federal State and Local agencies on government - wide policies and procedures for the award and administration of grants and agreements, with the Federal Government and other applicable Federal and State regulations, will aid each agency in determining the need for a cost allocation plan.  The instructions and examples provided will be a valuable resource in plan preparation, billing rate structure preparation and yearly evaluation of adopted methodologies.  This manual is a tool for agencies providing guidelines for establishing indirect cost rate proposals, cost allocation plans and billing rate structures.  The manual guidelines are not to be considered restrictive as the only methodology for Metro agencies. 

SECTION 3:
COMPOSITION OF COST

The total cost of an activity is comprised of the direct costs incurred in its performance, plus its equitable share of indirect costs.  Direct costs are the expenses specifically identified to perform a particular activity.  Direct costs may be charged directly to an activity.  The agency may need to distribute some direct charges to activities based on actual usage.  For example, rental costs billed as one lump sum to the agency are allocated by the agency based on the square footage used by each activity.

Indirect costs are costs incurred for a common or joint purpose benefiting more than one activity and are not readily identifiable with the activities specifically benefited.  Indirect costs include those identified within the agency and local indirect costs.  Local indirect costs are the costs of central government agencies services, such as Human Resources, Finance, and General Services, allocated through the Local Cost Allocation Plan (LOCAP).

When a decision is made that a cost is direct or indirect, consistent treatment must be maintained for the cost.  An expense considered direct for one program cannot be considered an indirect expense for another program.  This consistency must be maintained regardless of the activity or funding sources paying for it.

All activities in an agency benefit from indirect services.  These services are necessary to an agency's general operation and the performance of its activities.  Each activity that benefits from an indirect service should pay for the cost of that service in proportion to the benefit received.

SECTION 4:
 COST ALLOCATION PLANS

For activities to recognize the total composition of cost, a plan of cost identification, accumulation, and distribution (cost allocation plan) must be developed and utilized.  Through the use of a cost allocation plan, indirect costs may be reasonably assigned to activities in proportion to the approximate benefit received.  The indirect costs of a service are:
1. The amounts allocated to the service from the departmental indirect business unit or business units, and

2.
A prorata share of the amount allocated to the department from the LOCAP.  (Each department's share of the LOCAP is obtained from the LOCAP Schedule A.)

It is recommended that an agency initially examine the various methods of cost allocation to determine which proves to be the most cost beneficial to the agency.  

The time and effort spent to develop and operate a plan should not exceed the benefits received.  The method selected should be dictated by the complexity of the agency's activities and funding.  Periodically, or after any major programmatic or organizational 

change, an agency should re‑examine its cost allocation method to ensure that the most appropriate method is still being employed.  Effective management includes the questioning of past practices on a regular basis.

An indirect cost rate is the most common method used to recover indirect costs.  Other methods may be used as long as they meet Federal/State/Local guidelines.  An indirect cost rate can be calculated using a cost allocation plan.  The rate should remain constant for the time period approved by Federal/State/Local officials unless circumstances arise which cause either the plan or the rate to results in inequitable or inappropriate allocations of costs.

There are five basic steps for developing an indirect cost rate:

1.
Identify all costs of all the activities conducted by the agency, regardless of their funding source (state, federal, local, etc.).

2. 
Classify all activities and their costs as direct or indirect.

3. Incorporate in the agency's plan those costs of local central services (Human Resources, General Services, etc.) allocated to the agency through the Local Allocation Plan (LOCAP).

4.
Eliminate from the indirect cost pool those costs stipulated by 2 CFR or other Federal/State regulations as unallowable.  In addition, reduce the costs by the revenue generated by indirect cost activities.  This reduction of applicable revenue is done to avoid being reimbursed twice for the same expenditure.

5.
Compute the rate by dividing the allowable indirect costs by an appropriate base. Examples include but are not limited to:

A.
Total direct salaries and wages.

B.
Total direct salaries and wages plus applicable fringe benefits.

C.
Total direct costs less equipment.

Total direct salaries and wages may be used as a base only in an organization where all programs are labor intensive.  For example, if an organization has a program, which has no employees and only contracted services and other non‑personnel costs, the use of salaries and wages would not be an appropriate base.  If equipment costs included large one‑time or infrequent purchases, the use of total direct costs including the cost of equipment would be inappropriate as a base.  

The distribution would be skewed because the programs in which these purchases were made would receive indirect costs disproportionate to the effort involved in making and accounting for the purchases. The allocation bases used should be consistent from year to year unless program structure warrants a change.

There are five basic cost allocation methodologies for developing an indirect cost rate.  These methods are:

1.
Direct single rate allocation.

2.
Direct multiple rate allocation.

3.
Single step‑down allocation.

4. Cross allocation.

5.
Double step‑down allocation.
A sample department is used to illustrate the development of an indirect cost rate for each of the five methodologies.  The examples include step‑by‑step narrative instructions and spreadsheets.  The reader should note that actual departmental data for a specific agency might generate a greater variance in indirect cost rates than these examples illustrate.  Therefore, it is recommended that each agency review all methodologies to determine which method is most appropriate.

Identical sample department information is utilized for each methodology example.  

A simple example is provided for the sake of brevity and clarity in the instructions.

Sample Department ‑ General information

The sample department provides three direct services ‑ Program A, Program B, and Program C.  The sample department has the following departmental indirect services that benefit the three direct services: Administrative Services, and Information Systems (IS).  In addition, local indirect costs allocated through the Local Cost Allocation Plan (LOCAP) also benefit the department.

Exhibit A on page 6 shows the following information for each direct and indirect service for the sample department:

*
Estimated cost.

*
Estimated number of employees.

*
Estimated number of information systems processing hours.

*
Basis of allocation.

Direct Services

Program A, with a cost of $12,000,000, employs 500 people and projects to use 3,500 IS hours.

Program B, with a cost of $6,500,000, employs 200 people and projects to use 3,000 IS hours.

Program C, with a cost of $20,000,000, employs 800 people and projects to use 7,000 IS hours.

Local Cost Allocation Plan

The departmental share of the local indirect costs allocated through the LOCAP totals $2,000,000.  It is allocated based on total actual or estimated cost.  (Flow‑thru dollars, such as sub-grantee contracts, are not considered in this example.)

Departmental Indirect Services

Administrative Services, with a cost of $1,000,000, employs 10 people and projects to use 1,000 IS hours.  The Administrative Services costs are allocated based on the number of employees.

Information Systems (IS), with a cost of $1,200,000, employs 8 people and projects to use 2,500 IS hours.  Electronic Data Processing costs are allocated based on the number of IS hours used.

SAMPLE DEPARTMENT







EXHIBIT A
GENERAL INFORMATION
	
	Estimated

Cost
	
	Estimated

Number of

Employees
	
	Estimated

IS

Hours
	

	Direct Services:
	
	
	
	
	
	

	    Program A
	$12,000,000
	(2)
	500
	(5)
	3,500
	(5)

	    Program B
	6,500,000
	
	200
	
	3,000
	

	    Program C
	20,000,000
	
	800
	
	7,000
	

	  Total Direct Services
	38,500,000
	
	1,500
	
	13,500
	

	
	
	
	
	
	
	

	Departmental Indirect  Services:
	
	
	
	
	
	

	    Administrative Services
	1,000,000
	(3)
	10
	(6)
	1,000
	(6)

	    Information Systems
	1,200,000
	
	8
	
	2,500
	

	  Total Indirect Services
	2,200,000
	
	18
	
	3,500
	

	
	
	
	
	
	
	

	  Total Departmental
	40,700,000
	
	1,518
	
	17,000
	

	
	
	
	
	
	
	

	Local Cost Allocation Plan:
	2,000,000
	(1)
	0
	
	0
	

	  Total Departmental plus 

    LOCAP
	$42,700,000
	
	1,518
	
	17,000
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Allocation Basis:  (4)

LOCAP


Estimated Cost


Administrative Services
Estimated Number of Employees


Information Systems

Estimated Number of EDP Hours Used

Sample Department ‑ Steps for Getting Started

The following are the steps to get started in formulating indirect cost rates for the sample department for each of the five methodologies:
1.
Obtain the most recent Schedule A of the Metro Local Cost Allocation Plan from the Department of Finance, Office of Management and Budget – Cost Accounting Unit and determine the amount of the LOCAP allocation.

2.
Determine the prior year actual or estimated costs of each of the direct programs.

3.
Determine the prior year actual or estimated costs of each of the departmental indirect services, e.g., Administrative Services and Information Systems.

5. Determine the appropriate allocation basis for the LOCAP allocation and each of the departmental indirect services.

5.
Determine the actual or estimated number of employees and Information System hours for each direct program.

6.
Determine the actual or estimated number of employees, and Information Systems hours for each of the departmental indirect services.

The following chart lists the five basic indirect cost methodologies and the Getting Started steps required for each method.  (These initial steps are referenced on Exhibit A.)

METHODS





STEPS






1
2
3
4
5
6


Direct-Single Rate


X
X
X





Direct-Multiple Rate


X
X
X
X
X


Single Step-Down


X
X
X
X
X
X


Cross Allocation


X
X
X
X
X
X


Double Step-Down


X
X
X
X
X
X

Once these initial steps are completed, the remaining steps are to be completed for the selected methodology.

DIRECT ALLOCATION METHOD

The simplest allocation methods are the ones using direct allocation.  The indirect costs are allocated only to the direct service activities.  Although they are the simplest methods, they yield the least accurate results because they ignore the cost of services rendered by the indirect service components to each other.

DIRECT ALLOCATION ‑ SINGLE RATE

The first direct allocation method is the Single Rate Method.  With this method all indirect costs are pooled and allocated to each direct service using one common rate.  A single indirect cost rate may be used to allocate indirect costs if all direct service activities within an agency benefit equally from those activities that make up the indirect cost pool.  This rate is derived by dividing the total amount of the indirect cost pool by an appropriate base.

Sample Department ‑ Single Direct Rate Method

In this example (See Exhibit B ‑ page 9), the sample department elects to use a single rate to allocate the amount of the LOCAP allocation and the departmental indirect services to the three direct service programs.  The following steps are necessary to determine the indirect cost rate for the direct allocation ‑ single rate method.

Complete Step 1 through Step 3 of the Getting Started section on page 6.  Then complete step numbers 4 and 5 listed below.

4.
Determine the total indirect costs by pooling the costs of the LOCAP allocation and the various departmental indirect costs.  The total indirect costs are $4,200,000.

5.
Calculate the indirect cost rate by dividing the total indirect costs by an appropriate base.  The sample agency uses total direct costs as the basis of allocation.

	$4,200,000
	/
	$38,500,000
	=
	$10.90%

	Total Indirect
	
	Total Direct
	
	Indirect Cost

	Costs
	
	Costs
	
	Rate


This rate will be used to allocate total indirect costs to the direct service programs.

	SAMPLE DEPARTMENT
	EXHIBIT B


	DIRECT ALLOCATION – SINGLE RATE


	Program/Service
	
	
	
	Estimated

Indirect Cost
	
	
	Estimated

Direct Cost

	
	
	
	
	
	
	
	

	LOCAP
	$    2,000,000
	
	
	$ 2,000,000
	
	
	

	Administrative Services
	1,000,000
	
	
	1,000,000
	
	
	

	Information Systems
	1,200,000
	
	
	1,200,000
	
	
	

	
	
	
	
	
	
	
	

	Program A
	12,000,000
	
	
	
	
	
	$ 12,000,000

	Program B
	6,500,000
	
	
	
	
	
	6,500,000

	Program C
	20,000,000
	
	
	
	
	
	20,000,000

	
	$ 42,700,000
	
	
	$ 4,200,000
	
	(4)
	$ 38,500,000

	Indirect Rate Calculation:
	
	$   4,200,000
	
	
	
	
	

	
	
	$ 38,500,000
	
	=
	10.90%
	(5)


DIRECT ALLOCATION – MULTIPLE RATES

The second direct allocation method is the Multiple Rate Method.  Separate indirect cost rates should be established if the benefit received from the indirect cost pool by each direct service is significantly different.  In order to develop multiple rates, indirect costs should be classified into functional cost groupings or pools.  Each pool of costs is distributed among the benefiting direct services by an appropriate basis.  An appropriate basis is the means which best measures the relative degree of benefit that each unit receives from a pool of costs.  Examples of appropriate bases include, but are not limited to:

	Types of Services
	Allocation Basis

	
	

	Accounting
	Number of transactions processed

	Auditing
	Direct audit hours

	Data Processing
	System usage

	Space Costs
	Square feet of space occupied

	Payroll/Personnel
	Number of employees

	
	


Any method may be used as long as an equitable distribution of cost is realized.  

The effort involved in using a particular base should be proportionate to the accuracy achieved.

An indirect cost rate for each service should be calculated by dividing the total indirect costs of each service by the appropriate base.

Sample Department – Multiple Direct Rate Method

In this example (See Exhibit C – page 11), the sample department elects to use multiple rates to allocate the amount of the LOCAP allocation and the departmental indirect services to the three direct service programs.  The following steps are necessary to determine the indirect cost rates for the direct allocation – multiple rate method.

Complete Step 1 through Step 5 of the Getting Started section on page 6 and 7.  

Then complete step numbers 6 through 16 listed on pages 10, and 12 through 13.

Allocation of LOCAP Amount

The LOCAP allocation is spread to the direct programs based on direct costs.

6. Calculate the total costs of the direct services.  The total costs are $38,500,000.

	SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	
	EXHIBIT C
	

	DIRECT ALLOCATION - MULTIPLE RATES
	
	
	
	
	
	
	
	
	

	Basis of Allocation
	
	
	
	
	
	
	
	
	
	
	

	
	Estimated
	
	
	
	Estimated 
	
	
	
	Estimated
	
	
	

	Program/
	Direct Service
	
	Direct Service
	
	Number of
	
	Admin. Svcs.
	
	IS
	
	IS
	

	Services
	Cost
	 
	Percentages
	 
	Employees
	 
	Percentages
	 
	Hours
	 
	Percentages
	 

	Program A
	$12,000,000 
	
	31.17%
	(7)
	500
	
	33.33%
	(10)
	3,500
	
	25.93%
	(13)

	Program B
	       6,500,000 
	
	16.88%
	
	200
	
	13.33%
	
	3,000
	
	22.22%
	

	Program C
	     20,000,000 
	
	51.95%
	
	800
	
	53.34%
	
	7,000
	
	51.85%
	

	Total Base
	$38,500,000 
	(6)
	100.00%
	
	1,500
	(9)
	100.00%
	
	13,500
	(12)
	100.00%
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Allocation of Indirect Cost
	
	
	
	
	
	
	
	
	
	
	

	
	Total
	
	
	
	
	
	
	
	
	
	
	

	Program/
	Indirect
	
	
	
	Admin.
	
	Info
	
	
	
	
	

	Services
	Cost
	 
	LOCAP
	 
	Svcs.
	 
	 Sys.
	 
	Total
	
	
	

	LOCAP
	$2,000,000 
	
	 $(2,000,000)
	
	
	
	
	
	$0 
	
	
	

	Admin. Svcs.
	       1,000,000 
	
	
	
	 $(1,000,000)
	
	
	
	0 
	
	
	

	Info. Sys. 
	       1,200,000 
	
	
	
	
	
	 $(1,200,000)
	
	0 
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Program A
	
	
	       623,400 
	(8)
	      333,300 
	(11)
	       311,160 
	(14)
	   1,267,860 
	
	
	

	Program B
	
	
	       337,600 
	
	      133,300 
	
	       266,640 
	
	     737,540 
	
	
	

	Program C
	 
	
	    1,039,000 
	
	      533,400 
	
	       622,200 
	
	   2,194,600 
	
	
	

	Total
	$4,200,000 
	
	$0 
	
	$0 
	
	$0 
	
	 $4,200,000 
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Indirect Cost Calculation:
	(15)
	
	
	
	
	
	
	
	
	
	

	Indirect Service
	
	Program A
	
	Program B
	
	Program C
	
	
	
	
	

	LOCAP
	
	
	$623,400 
	
	$337,600 
	
	$1,039,000 
	
	
	
	
	

	Admin Svcs.
	
	
	       333,300 
	
	      133,300 
	
	       533,400 
	
	
	
	
	

	Inf. Sys. 
	
	
	       311,160 
	
	      533,400 
	
	       622,200 
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Total Indirect Cost
	
	$1,267,860 
	
	$1,004,300 
	
	$2,194,600 
	
	
	
	
	

	Total Direct Cost
	
	$12,000,000 
	
	$6,500,000 
	
	$20,000,000 
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Indirect Rate Calculation:
	(16)
	
	
	
	
	
	
	
	
	
	

	
	
	
	Program A
	
	Program B
	
	Program C
	
	
	
	
	

	Total Indirect Costs
	
	$1,267,860 
	
	$1,004,300 
	
	$2,194,600 
	
	
	
	
	

	Total Direct Costs
	
	$12,000,000 
	
	$6,500,000 
	
	$20,000,000 
	
	
	
	
	

	Indirect Rate
	
	
	10.57%
	
	15.45%
	
	10.97%
	
	
	
	
	


7.
Determine each program's percentage by dividing each program's costs by the total direct costs.

	$12,000,000
	/
	$38,500,000
	=
	31.17%

	Program A
	
	Total Direct
	
	Program A

	Direct Costs
	
	Costs
	
	Percentage


8.
Compute each program's share of the LOCAP costs by multiplying the department's LOCAP allocation times each program's percentage of the total costs.
	$2,000,000
	X
	31.17%
	=
	$623,400

	LOCAP
	
	Program A
	
	Program A

	Allocation
	
	Percentage
	
	Share


Allocation of Departmental Indirect Costs

The following services are allocated using the appropriate basis in the same manner as the LOCAP allocation.  The steps below reflect only the calculations.

Allocation of Administrative Services Costs

The Administrative Services costs are allocated to the direct programs based on the number of employees in the direct programs.  (The number of employees may include the budgeted number of positions, whether filled or unfilled, or it may include only filled positions.  However, a consistent methodology must be used.)

9. The total actual or estimated number of employees in the direct programs is 1,500.

10.


	500
	/
	1,500
	=
	33.33%

	Program A
	
	Total
	
	Program A

	Employees
	
	Employees
	
	Percentage


11.


	$1,000,000
	X
	33.33%
	=
	$333,300

	Admin Svcs
	
	Program A
	
	Program A

	Costs
	
	Percentage
	
	Share


Allocation of Information Systems Processing Costs

12.

The total IS hours in the direct programs equal 13,500.

13.


	3,500
	/
	13,500
	=
	25.93%

	Program A
	
	Total
	
	Program A

	IS Hours
	
	IS Hours
	
	Percentage


14.


	$1,200,000
	X
	25.93%
	=
	$311,160

	IS
	
	Program A
	
	Program A

	Costs
	
	Percentage
	
	Share


Indirect Cost Rates
15.
Determine the total indirect costs for each program by adding the amounts of the LOCAP allocation, Administrative Services, and Information Systems allocated to each program.  The total indirect costs for Program A equal $1,267,860.

16. Determine the indirect cost rate for each program by dividing the total indirect costs for each program by an appropriate base.  In this example, the program indirect costs are divided by the total direct costs.

	$1,267,860
	/
	$12,000,000
	=
	10.57%

	Program A
	
	Program A
	
	Program A

	Indirect Costs
	
	Direct Costs
	
	Indirect Rate


These rates will be used to allocate total indirect costs to the direct service programs.

SINGLE STEP‑DOWN ALLOCATION METHOD

This method allows for the partial recognition that indirect services benefit each other as well as the direct service activities.  The most appropriate sequence of allocation of the indirect services must be selected.  An appropriate sequence begins with the indirect activity that renders the most service to the other indirect activities.  The costs of this indirect service are allocated using an appropriate basis to the other indirect and the direct services.  The sequence continues in a step‑down fashion and concludes with the indirect service that provides the least benefit to other indirect activities.  At this point, all indirect services have been allocated to the direct services.  After an indirect service's costs have been allocated, it is no longer the recipient of subsequent indirect cost allocations.

Sample Department ‑ Single Step‑Down Allocation Method

In this example (See Exhibit D ‑ page 15), the sample department elects to use the single step‑down method to allocate the LOCAP and departmental indirect costs.  The single step‑down allocation method partially recognizes that the indirect services serve each other as well as the direct programs.

Sequential Order of Step‑Down Allocation

The type of service that each of the indirect services provide and the extent to which the indirect services benefit each other must be analyzed to determine the order in which the services will be allocated through the step‑down procedures.  The following explains the sequence of allocation for the example shown:

a. Each of the departmental indirect and direct services receives benefit from the local indirect costs, but the local services do not receive benefit from the various agency indirect services.  Therefore, the LOCAP allocation should logically be allocated to all indirect and direct services first.

b.
The other indirect services may then be allocated in sequential order on some reasonable basis.  Generally, the sequence would begin with the indirect service that renders the most service to other indirect services.  The sequence continues in the order of the amount of services rendered in a step‑down fashion and concludes with the department that provides the least service to other indirect services.  In this example, the departmental indirect services are allocated in the following order: Administrative Services and Information Systems.

	SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	
	EXHIBIT D
	

	SINGLE STEP – DOWN
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Basis of Allocation
	
	
	
	
	
	
	
	
	
	
	

	
	Estimated
	
	
	
	Estimated 
	
	
	
	Estimated
	
	
	

	Program/
	Departmental
	
	Departmental
	
	Number of
	
	Admin. Svcs.
	
	Info. Sys.
	
	Info. Sys.
	

	Service
	Costs
	 
	Percentages
	 
	Employees
	 
	Percentages
	 
	Hours
	 
	Percentages
	 

	Admin. Svcs.
	$1,000,000 
	
	2.46%
	(8)
	
	
	
	
	
	
	

	Info. Sys. 
	      1,200,000 
	
	2.95%
	
	$8 
	
	.53%
	(12)
	
	
	

	Program A
	    12,000,000 
	
	29.48%
	
	            500 
	
	33.16%
	
	$3,500 
	
	25.93%
	(16)

	Program B
	      6,500,000 
	
	15.97%
	
	            200 
	
	13.26%
	
	                 3,000 
	
	22.22%
	

	Program C
	    20,000,000 
	
	49.14%
	
	            800 
	
	53.05%
	
	                 7,000 
	
	51.85%
	

	Total Basis
	$40,700,000 
	(7)
	100.00%
	
	$1,508 
	(11)
	100.00%
	
	$13,500 
	(15)
	100.00%
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Allocation of Cost
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Program/
	Total
	
	
	
	Admin.
	
	Info. 
	
	
	
	
	

	Services
	Cost
	
	LOCAP
	
	Svcs.
	
	Sys.
	
	Total
	
	
	

	LOCAP
	$2,000,000 
	
	($2,000,000)
	
	
	
	
	
	$0 
	
	
	

	Admin. Svcs.
	      1,000,000 
	
	         49,200 
	(9)
	($1,049,200)
	(10)
	
	0 
	
	
	

	Info. Sys. 
	      1,200,000 
	
	         59,000 
	
	         5,561 
	(13)
	($1,264,561)
	(14)
	0 
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Program A
	    12,000,000 
	
	       589,600 
	
	      347,915 
	
	        327,901 
	
	         13,265,416 
	
	
	

	Program B
	      6,500,000 
	
	       319,400 
	
	      139,124 
	
	        280,985 
	
	           7,239,509 
	
	
	

	Program C
	    20,000,000 
	
	       982,800 
	
	      556,600 
	
	        655,675 
	
	         22,195,075 
	
	
	

	Total
	$42,700,000 
	
	$0 
	
	$0 
	
	$0 
	
	$42,700,000 
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Indirect Cost Calculation:
	
	
	
	
	
	
	
	
	
	

	Indirect Service
	
	Program A
	
	Program B
	
	Program C
	
	
	
	
	

	LOCAP
	
	
	$589,600 
	
	$319,400 
	
	$982,800 
	
	
	
	
	

	Admin Svcs.
	
	
	       347,915 
	
	      139,124 
	
	        556,600 
	
	
	
	
	

	Info. Sys. 
	
	
	       327,901 
	(17)
	      280,985 
	
	        655,675 
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Total Indirect Cost
	
	     1,265,416 
	(18)
	      739,509 
	
	     2,195,075 
	
	
	
	
	

	Total Direct Cost
	
	$12,000,000 
	
	$6,500,000 
	
	$20,000,000 
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Indirect Rate Calculation:
	
	
	
	
	
	
	
	
	
	

	
	
	
	Program A
	
	Program B
	
	Program C
	
	
	
	
	

	Total Indirect Costs
	
	$1,265,416 
	
	$739,509 
	
	$2,195,075 
	
	
	
	
	

	Total Direct Costs
	
	$12,000,000 
	
	$6,500,000 
	
	$20,000,000 
	
	
	
	
	

	Indirect Rate
	
	
	10.55%
	(19)
	11.38%
	
	10.98%
	
	
	
	
	


NOTE:  Once a business unit (i.e. pool of costs) has been allocated through the step‑down sequence, that business unit does not receive subsequent allocations of costs from the other indirect services business units.

Complete Step 1 through Step 6 of the Getting Started section on page 6 and 7.  

Then complete step numbers 7 through 19 listed on pages 16 through 18.

Allocation of LOCAP Amount

The LOCAP amount is allocated to the indirect services and the direct programs based on the ratio of program costs to total costs.

7.
Compute the total costs of the direct and departmental indirect services.  The total costs equal $40,700,000.

8.
Determine each activity's percentage by dividing each indirect and direct service's costs by the total costs.

	$1,000,000
	/
	$40,700,000
	=
	2.46%

	Admin Svcs
	
	Total
	
	Admin Svcs

	Costs
	
	Costs
	
	Percentage


9.
Compute each program's share of the LOCAP costs by multiplying the department's LOCAP allocation times each activity's percentage of the total costs.

	$2,000,000
	X
	2.46%
	=
	$49,200

	LOCAP
	
	Admin Svcs
	
	Admin Svcs

	Allocation
	
	Percentage
	
	Share


10.
Calculate an accumulated cost total by adding the amount of the LOCAP allocation spread to each activity to the activity's previously determined costs.

	$1,000,000
	+
	$49,200
	=
	$1,049,200

	Admin Svcs.
	
	LOCAP
	
	Accum Admin

	Costs Before
	
	Allocation
	
	Svcs Costs

	Step-Down
	
	
	
	


Allocation of Departmental Indirect Costs

The following services are allocated using the appropriate basis in the same manner as the LOCAP allocation.  The steps below reflect only the calculations.

Allocation of Administrative Services Costs

The accumulated Administrative Services costs are allocated to Information Systems and the direct programs based on the ratio of the number of employees in each service to the total number of employees for these activities.

11.
The total number of employees working in the above‑listed activities equals   1,508.

12.


	8
	/
	1,508
	=
	.53%

	Info. Sys.
	
	Total
	
	Info. Sys.

	Employees
	
	Employees
	
	Percentage


13.


	$1,049,200
	X
	.53%
	=
	$5,561

	Accum Admin
	
	IS
	
	IS

	Svcs Costs
	
	Percentage
	
	Share


14.
The accumulated Information Systems costs including the LOCAP allocation and the Administrative Services allocation equal $1,264,561.

Allocation of Information Systems Processing Costs

The accumulated IS costs are allocated to the direct programs based on the ratio of the number of IS hours for each service to the total number of IS hours for these activities.

15.

The total number of IS hours for the above‑listed activities equals 13,500.

16.


	3500
	/
	13,500
	=
	25.93%

	Prog. A 
	
	Total
	
	Prog. A

	Hours
	
	Hours
	
	Percentage


17.


	$1,264,561
	X
	25.93%
	=
	$327,901

	Accum
	
	Prog. A
	
	Prog. A

	IS Costs
	
	Percentage
	
	Share


Indirect Cost Rates

18.
Compute the total indirect costs for each direct program by adding the amounts allocated to each program from each of the indirect services.  The total indirect costs for Program A equal $1, 265, 416.

19.
Determine the indirect cost rate for each program by dividing the total indirect costs for each program by an appropriate base.  In this example, the total indirect costs are divided by the total direct costs.

	$1,265,416
	/
	$12,000,000
	=
	10.55%

	Program A
	
	Program A
	
	Program A

	Indirect Costs
	
	Direct Costs
	
	Indirect Rate


These rates will be used to allocate total indirect costs to the direct service programs.

CROSS ALLOCATION METHOD

This method recognizes that indirect services benefit each other reciprocally and allows for the full incorporation of interdepartmental relationships through simultaneous allocation.  This is accomplished by setting up simultaneous equations in which all indirect services are allocated to the other indirect and direct services simultaneously and is best facilitated through automation.  This method is conceptually the most accurate for deriving the true cost of a service but is the most complex.

Sample Department ‑ Cross Allocation Method

In this example (See Exhibit E ‑ pages 20 through 23), the sample department elects to use the cross allocation method to allocate the LOCAP and departmental indirect costs.  The cross allocation method recognizes that the indirect services may serve each other as well as the direct programs.  These interdepartmental reciprocal relationships are fully incorporated in the cost allocation procedures through simultaneous allocation.  The following steps are utilized in Exhibit E to determine the indirect cost rates for the cross allocation method.

Complete Step 1 through Step 6 of the Getting Started section on page 6 and 7.  Then complete step numbers 7 through 22 listed on pages 18 through 19, and 24 through 27.

Allocation of LOCAP Amount

Each of the departmental indirect and direct services receives benefits from the LOCAP central services indirect costs, but the central services do not receive benefit from the various agency indirect services.  Therefore, the LOCAP allocation should be allocated to all indirect and direct services before the reciprocal allocation of the departmental indirect costs.  The LOCAP amount is allocated to the indirect and direct services based on the ratio of program costs to total costs.

7.
Calculate the total costs of the departmental indirect and direct services. The total costs equal $40,700,000.

8.
Determine each activity's percentage by dividing each indirect and direct service's costs by the total costs.

	$1,000,000
	/
	$40,700,000
	=
	2.46%

	Admin Svcs
	
	Total
	
	Admin Svcs

	Costs
	
	Costs
	
	Percentage


	SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	
	EXHIBIT E
	

	CROSS ALLOCATION
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Basis of Allocation
	
	
	
	
	
	
	
	
	
	
	

	
	Estimated
	
	
	
	Estimated 
	
	
	
	Estimated
	
	
	

	Program/
	Departmental
	
	Departmental
	
	Number of
	
	Admin. Svcs.
	
	Info. Sys. 
	
	Info. Sys. 
	

	Service
	Cost
	
	Percentages
	
	Employees
	
	Percentages
	
	Hours
	
	Percentages
	

	LOCAP
	
	
	
	
	
	
	
	
	
	
	
	

	Admin. Svcs.
	$1,000,000 
	
	2.46%
	(8)
	
	
	
	
	            1,000 
	
	6.89%
	(15)

	Info. Sys.
	        1,200,000 
	
	2.95%
	
	                  8 
	
	.53%
	(12)
	
	
	
	

	Program A
	       12,000,000 
	
	29.48%
	
	               500 
	
	33.16%
	
	            3,500 
	
	24.14%
	

	Program B
	        6,500,000 
	
	15.97%
	
	               200 
	
	13.26%
	
	            3,000 
	
	20.69%
	

	Program C
	       20,000,000 
	
	49.14%
	
	               800 
	
	53.05%
	
	            7,000 
	
	48.28%
	

	Total Basis
	$40,700,000 
	(7)
	100.00%
	
	            1,508 
	(11)
	100.00%
	
	          14,500 
	(14)
	100.00%
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	FIRST SEQUENCE
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Allocation of Cost
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Program/
	Total
	
	
	
	Cost Including
	
	Admin.
	
	
	
	
	

	Service
	Cost
	
	LOCAP
	
	LOCAP
	
	Svcs.
	
	Info. Sys.
	
	Total
	

	LOCAP
	$2,000,000 
	
	($2,000,000)
	
	$0 
	
	
	
	
	
	$0 
	

	Admin. Svcs.
	        1,000,000 
	
	           49,200 
	(9)
	      1,049,200 
	(10)
	($1,049,200)
	
	$86,746 
	(16)
	          86,746 
	(17)

	Info. Sys
	        1,200,000 
	
	           59,000 
	
	      1,259,000 
	
	            5,561 
	(13)
	     (1,259,000)
	
	            5,561 
	

	Program A
	       12,000,000 
	
	         589,600 
	
	    12,589,600 
	
	         347,915 
	
	         303,922 
	
	    13,241,437 
	

	Program B
	        6,500,000 
	
	         319,400 
	
	      6,819,400 
	
	         139,124 
	
	         260,487 
	
	      7,219,011 
	

	Program C
	       20,000,000 
	
	         982,800 
	
	    20,982,800 
	
	         556,600 
	
	         607,845 
	
	    22,147,245 
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Total
	$42,700,000 
	
	$0 
	
	$42,700,000 
	
	$0 
	
	$0 
	
	$42,700,000 
	


	SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	
	EXHIBIT E
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	CROSS ALLOCATION
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	SECOND SEQUENCE
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Allocation of Cost
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Program/
	Total
	
	
	
	Admin.
	
	
	
	
	
	
	

	Service
	Cost
	
	LOCAP
	
	Svcs.
	
	
	Info. Sys. 
	
	
	Total
	

	LOCAP
	$0 
	
	$0 
	
	
	
	
	
	
	
	$0 
	

	Admin Svcs
	                    86,746 
	
	0 
	
	($86,746)
	
	
	$383 
	(19)
	
	383 
	(20)

	Info. Sys. 
	                      5,561 
	
	0 
	
	                     460 
	(18)
	
	             (5,561)
	
	
	460 
	

	Program A
	              13,241,437 
	
	0 
	
	                 28,765 
	
	
	              1,342 
	
	
	13,271,544 
	

	Program B
	                7,219,011 
	
	0 
	
	                 11,502 
	
	
	              1,151 
	
	
	7,231,664 
	

	Program C
	              22,147,245 
	
	0 
	
	                 46,019 
	
	
	              2,685 
	
	
	22,195,949 
	

	      Total
	$42,700,000 
	
	$0 
	
	$0 
	
	
	$0 
	
	
	$42,700,000 
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	THIRD SEQUENCE
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Allocation of Cost
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Program/
	Total
	
	
	
	Admin.
	
	
	
	
	
	
	

	Service
	Cost
	
	LOCAP
	
	Svcs.
	
	
	Info. Sys.
	
	
	Total
	

	LOCAP
	$0 
	
	
	
	
	
	
	
	
	
	$0 
	

	Admin Svcs
	                        383 
	
	$0
	
	($383)
	
	
	$32
	
	
	                      32 
	

	Info. Sys. 
	                        460 
	
	0
	
	                         2 
	
	
	               (460)
	
	
	                        2 
	

	Program A
	              13,271,544 
	
	0
	
	                     127 
	
	
	                111 
	
	
	          13,271,782 
	

	Program B
	                7,231,664 
	
	0
	
	                       51 
	
	
	                  95 
	
	
	            7,231,810 
	

	Program C
	              22,195,949 
	
	0
	
	                     203 
	
	
	                222 
	
	
	          22,196,374 
	

	      Total
	$42,700,000 
	
	$0
	
	$0 
	
	
	$0 
	
	
	$42,700,000
	


	SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	
	EXHIBIT E

	
	
	
	
	
	
	
	
	
	
	
	

	CROSS ALLOCATION
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	FOURTH SEQUENCE
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Allocation of Cost
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Program/
	Total
	
	
	
	Admin.
	
	
	
	
	
	

	Service
	Cost
	
	LOCAP
	
	Svcs.
	
	
	Info. Sys.
	
	
	Total

	LOCAP
	$0 
	
	$0 
	
	
	
	
	
	
	
	$0 

	Admin Svcs
	32 
	
	0 
	
	($32)
	
	
	
	
	
	0 

	Info. Sys.
	                            2 
	
	0 
	
	
	
	
	($2)
	
	
	0 

	Program A
	              13,271,782 
	
	0 
	
	                       11 
	
	
	                    1 
	
	
	13,271,794 

	Program B
	                7,231,810 
	
	0 
	
	                         4 
	
	
	0 
	
	
	7,231,814 

	Program C
	              22,196,374 
	
	0 
	
	                       17 
	
	
	                    1 
	
	
	22,196,392 

	      Total
	$42,700,000 
	
	$0 
	
	$0 
	
	
	$0 
	
	
	$42,700,000 

	
	
	
	
	
	
	
	
	
	
	
	


	SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	EXHIBIT E

	CROSS ALLOCATION
	
	
	
	
	
	
	
	
	
	

	Indirect Cost Calculation:
	(21)
	
	
	
	
	
	
	Indirect Rate Calculation:
	(22)

	Program A
	
	
	
	
	
	
	
	
	
	

	
	
	
	Admin.
	
	
	
	
	
	
	

	Sequence
	LOCAP
	
	Svcs.
	
	Info. Sys.
	
	Total
	
	
	

	1
	$589,600 
	
	$347,915 
	
	$303,922 
	
	$1,241,437 
	
	Total Indirect Costs
	$1,271,794 

	2
	0 
	
	           28,765 
	
	             1,342 
	
	               30,107 
	
	Total Direct Costs
	$12,000,000 

	3
	0 
	
	                127 
	
	               111 
	
	                   238 
	
	
	

	4
	0 
	
	                 11 
	
	                   1 
	
	                     12 
	
	Indirect Rate
	10.60%

	Total Indirect Costs
	$589,600 
	
	$376,818 
	
	$305,376 
	
	$1,271,794 
	(21)
	
	

	Total Direct Costs
	
	
	
	
	
	
	$12,000,000 
	
	
	

	Program B
	
	
	
	
	
	
	
	
	
	

	
	
	
	Admin.
	
	
	
	
	
	
	

	Sequence
	LOCAP
	
	Svcs.
	
	Info. Sys.
	
	Total
	
	
	

	1
	$319,400 
	
	$139,124 
	
	$260,487 
	
	$719,011 
	
	Total Indirect Costs
	$731,814 

	2
	0 
	
	           11,502 
	
	             1,151 
	
	               12,653 
	
	Total Direct Costs
	$6,500,000 

	3
	0 
	
	                 51 
	
	                 95 
	
	                   146 
	
	
	

	4
	0 
	
	                   4 
	
	0 
	
	                      4 
	
	Indirect Rate
	11.26%

	
	
	
	
	
	
	
	
	
	
	

	Total Indirect Costs
	$319,400 
	
	$150,681 
	
	$261,733 
	
	$731,814 
	
	
	

	Total Direct Costs
	
	
	
	
	
	
	$6,500,000 
	
	
	

	Program C
	
	
	
	
	
	
	
	
	
	

	
	
	
	Admin.
	
	
	
	
	
	
	

	Sequence
	LOCAP
	
	Svcs.
	
	Info. Sys.
	
	Total
	
	
	

	1
	$982,800 
	
	$556,600 
	
	$607,845 
	
	$2,147,245 
	
	Total Indirect Costs
	$2,196,392 

	2
	0 
	
	           46,019 
	
	             2,685 
	
	               48,704 
	
	Total Direct Costs
	$20,000,000 

	3
	0 
	
	                203 
	
	               222 
	
	                   425 
	
	
	

	4
	0 
	
	                 17 
	
	                   1 
	
	                     18 
	
	Indirect Rate
	10.98%

	
	
	
	
	
	
	
	
	
	
	

	Total Indirect Costs
	$982,800 
	
	$602,839 
	
	$610,753 
	
	$2,196,392 
	
	
	

	Total Direct Costs
	
	
	
	
	
	
	$20,000,000 
	
	
	


9.
Determine each program's share of the LOCAP costs by multiplying the department's LOCAP allocation times each activity’s percentage of the total costs.

	$2,000,000
	X
	2.46%
	=
	$49,200

	LOCAP
	
	Admin Svcs
	
	Admin Svcs

	Allocation
	
	Percentage
	
	Share


10.

Calculate an accumulated cost total by adding the amount of the LOCAP allocation spread to each activity to the activity's previously determined costs.

	$1,000,000
	+
	$49,200
	=
	$1,049,200

	Admin Svcs
	
	LOCAP
	
	Accum Admin

	Costs
	
	Allocation
	
	Svcs Costs


Allocation of Departmental Indirect Costs

Simultaneous Allocation

Each of the two departmental indirect services is allocated based on the percentages of benefit realized by the other indirect service and the three direct programs. Because these services are allocated simultaneously, the order in which they are addressed is not important.  For the sake of consistency, the allocation procedures will be addressed in the same order as the previous examples.

NOTE:  When an indirect service is allocated to the other indirect and direct programs, the costs of the allocated service are temporarily zeroed out.  However, the simultaneous cross allocation process spreads a portion of the costs of the other indirect services back based on the percentage of benefit.

Simultaneous Allocation ‑ Administrative Services Costs

The accumulated Administrative Services costs are allocated to the other departmental indirect services and the direct programs based on the ratio of the number of employees in each service to the total number of employees.

11.
Calculate the total number of employees working in the activities to which Administrative Services will be allocated. The total number equals 1,508.

12. Determine each activity's percentage by dividing each indirect and direct service's number of employees by the total number of employees for the services to which Administrative Services will be allocated.

	8
	/
	1,508
	=
	.53%

	Info. Sys. 
	
	Total
	
	Info. Sys.

	Employees
	
	Employees
	
	Percentage

	
	
	
	
	


13. Determine each program's share by multiplying the total accumulated        Administrative Services costs (including LOCAP) times each activity's percentage of the total number of employees.

	$1,049,200
	X
	.53%
	=
	$5,561

	Admin Svcs
	
	Info. Sys. 
	
	Info. Sys.

	Costs
	
	Percentage
	
	Share

	Including LOCAP
	
	
	
	


The following services are allocated using the appropriate basis in the same manner as the Administrative Services allocation.  The steps below reflect only the calculations.

Simultaneous Allocation – Information Systems Costs

The accumulated Information Systems costs are allocated to the other indirect services and the direct programs based on the ratio of the number of IS hours for each service to the total number of IS hours.

14.  The total number of IS hours for the activities to which IS will be allocated equals 14,500.

15.


	1,000
	/
	14,500
	=
	6.89%

	Admin Svcs
	
	Total
	
	Admin Svcs

	Transactions
	
	Transactions
	
	Percentage


16.


	$1,259,000
	X
	6.89%
	=
	$86,746

	Info. Sys. Costs
	
	Admin Svcs
	
	Admin Svcs

	Including LOCAP
	
	Percentage
	
	Share


NOTE:  Although the costs of Administrative Services were totally allocated to other services, the simultaneous allocation process spreads a portion of the other indirect services back to Administrative Services based on the percentage of benefit.

Recap of the First Sequence of Simultaneous Cross Allocation

The results of the first sequence of simultaneous allocation are as follows:

The costs of each indirect service (including the LOCAP allocation) were completely allocated to the other indirect and direct services.

Each indirect service was allocated a portion of the other indirect services' costs based on the benefit received.

17.
Calculate the results of the first simultaneous allocation sequence to the indirect services by adding the amounts allocated to the indirect services.

Allocations to Admin Svcs:

Information Systems




$ 86,746

Admin Svcs Subject to Re‑allocation 


$ 86,746
NOTE:  The majority of the indirect costs are allocated to the direct programs in the first sequence.  The remaining indirect costs are the amounts subject to re‑allocation in the second simultaneous cross allocation sequence.
Second Sequence of Simultaneous Cross Allocation

The same procedures are followed as the first sequence of cross allocation.

Administrative Services

18.


	$86,746
	X
	.53%
	=
	$460

	Accum Admin
	
	Info. Sys. 
	
	Info. Sys.

	Svcs Costs
	
	Percentage
	
	Share


Information Systems

19.


	$5,561
	X
	6.89%
	=
	$383

	Accum
	
	Admin Svcs
	
	Admin Svcs

	Info. Sys. Cost
	
	Percentage
	
	Share


Recap of the Second Sequence of Simultaneous Cross Allocation

20.
Calculate the results of the second cross allocation sequence to the indirect services by adding the allocated amounts.  The second revised indirect costs are the amounts subject to reallocation in the third simultaneous cross allocation sequence.

                      Allocations to Admin Svcs

	Info. Sys.
	$383

	
	

	Admin Svcs Subject to Re‑allocation
	$383


Subsequent Sequences of Simultaneous Cross Allocation

The allocation sequences continue in the same manner as the first and second sequence until the amount remaining in the indirect cost pools is immaterial.  The same allocation percentages are used in each sequence.

Indirect Cost Rates

21.
Compute the total indirect costs allocated to each direct program by adding the allocations to each indirect cost pool for each allocation sequence.  The total indirect costs for Program A equal $1,271,794.

22.
Determine the indirect cost rate for each program by dividing the total indirect costs for each program by an appropriate base. In this example, the total indirect costs are divided by the total direct costs.

	$1,271,794
	/
	$12,000,000
	=
	10.60%

	Program A
	
	Program A
	
	Program A

	Indirect Costs
	
	Direct Costs
	
	Indirect Rate


These rates will be used to allocate total indirect costs to the direct service programs.

DOUBLE STEP‑DOWN ALLOCATION METHOD

This method partially recognizes that indirect services benefit each other reciprocally, but it is less complex than a complete cross allocation.  Following one series of simultaneous allocation (cross allocation), the single step‑down methodology is used to sequentially allocate the remainder.

Sample Department ‑ Double Step‑Down Allocation Method

In this example (See Exhibit F ‑ pages 29 through 31), the sample department elects to use the double step‑down method to allocate LOCAP and departmental indirect costs. The double step‑down allocation method is a combination of the cross and single step‑down allocation methodologies.  This method recognizes the reciprocal benefits of the indirect services through the use of a single simultaneous cross allocation sequence followed by a step‑down allocation of the remaining indirect costs.  The following steps are utilized in Exhibit F to calculate the indirect cost rates for the double step‑down method.

Complete Step 1 through Step 6 of the Getting Started section on page 6 and 7.  Then complete step numbers 7 through 27 listed on pages 28 and 32 through 36.

Allocation of LOCAP Amount

Each of the departmental indirect and direct services receives benefit from the Metro central services indirect costs, but the central services do not receive benefit from the various agency indirect services.  Therefore, the LOCAP allocation should be allocated to all indirect and direct services before the reciprocal allocation of the departmental indirect costs.  The LOCAP amount is allocated to the indirect and direct services based on the ratio of program costs to total costs.

7.
Calculate the total costs of the departmental indirect and direct services. The total costs equal $40,700,000.

8.
Determine each activity's percentage by dividing each indirect and direct service's costs by the total costs.

	$1,000,000
	/
	$40,700,000
	=
	2.46%

	Admin Svcs
	
	Total
	
	Admin Svcs

	Costs
	
	Costs
	
	Percentage


9.
Determine each program's share of the LOCAP costs by multiplying the department's LOCAP allocation times each activity  percentage of the total costs.

	$2,000,000
	X
	2.46%
	=
	$49,200

	LOCAP
	
	Admin Svcs
	
	Admin Svcs

	Allocation
	
	Percentage
	
	Share


	SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	
	EXHIBIT F
	

	DOUBLE STEP - DOWN ALLOCATION
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Cross Allocation Sequence
	
	
	
	
	
	
	
	
	
	
	

	Basis of Allocation
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Estimated
	
	
	
	Estimated 
	
	
	
	Estimated
	
	
	

	Program/
	Departmental
	
	Departmental
	
	Number of
	
	Admin. Svcs.
	
	Info. Sys.
	
	Info. Sys
	

	Service
	Cost
	
	Percentages
	
	Employees
	
	Percentages
	
	Hours
	
	Percentages
	

	LOCAP
	
	
	
	
	
	
	
	
	
	
	
	

	Admin. Svcs.
	$1,000,000 
	
	2.46%
	(8)
	
	
	
	
	            1,000 
	
	6.89%
	(15)

	Info. Sys.
	        1,200,000 
	
	2.95%
	
	                  8 
	
	.53%
	(12)
	
	
	
	

	Program A
	       12,000,000 
	
	29.48%
	
	               500 
	
	33.16%
	
	            3,500 
	
	24.14%
	

	Program B
	        6,500,000 
	
	15.97%
	
	               200 
	
	13.26%
	
	            3,000 
	
	20.69%
	

	Program C
	       20,000,000 
	
	49.14%
	
	               800 
	
	53.05%
	
	            7,000 
	
	48.28%
	

	Total Basis
	$40,700,000 
	(7)
	100.00%
	
	            1,508 
	(11)
	100.00%
	
	          14,500 
	(14)
	100.00%
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Cross Allocation Sequence
	
	
	
	
	
	
	
	
	
	
	

	Allocation of Cost
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Program/
	Total
	
	
	
	Cost Including
	
	Admin.
	
	
	
	
	

	Service
	Cost
	
	LOCAP
	
	LOCAP
	
	Svcs.
	
	Info. Sys.
	
	Total
	

	LOCAP
	$2,000,000 
	
	($2,000,000)
	
	$0 
	
	
	
	
	
	$0 
	

	Admin. Svcs.
	        1,000,000 
	
	           49,200 
	(9)
	      1,049,200 
	(10)
	($1,049,200)
	
	$86,746 
	(16)
	          86,746 
	(17)

	Info. Sys.
	        1,200,000 
	
	           59,000 
	
	      1,259,000 
	
	            5,561 
	(13)
	     (1,259,000)
	
	            5,561 
	

	Program A
	       12,000,000 
	
	         589,600 
	
	    12,589,600 
	
	         347,915 
	
	         303,922 
	
	    13,241,437 
	

	Program B
	        6,500,000 
	
	         319,400 
	
	      6,819,400 
	
	         139,124 
	
	         260,487 
	
	      7,219,011 
	

	Program C
	       20,000,000 
	
	         982,800 
	
	    20,982,800 
	
	         556,600 
	
	         607,845 
	
	    22,147,245 
	

	Total
	$42,700,000 
	
	$0 
	
	$42,700,000 
	
	$0 
	
	$0 
	
	$42,700,000 
	


	.SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	
	EXHIBIT F
	

	DOUBLE STEP - DOWN ALLOCATION
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Step - Down Sequence
	
	
	
	
	
	
	
	
	
	
	

	Basis of Allocation
	
	
	
	
	
	
	
	
	
	
	

	
	Estimated
	
	
	
	Estimated 
	
	
	
	Estimated
	
	
	

	Program/
	Departmental
	
	Departmental
	
	Number of
	
	Admin. Svcs.
	
	Info. Sys.
	
	Info. Sys. 
	

	Service
	Costs
	
	Percentages
	
	Employees
	
	Percentages
	
	Hours
	
	Percentages
	

	Admin. Svcs.
	$1,000,000 
	
	2.46%
	
	
	
	
	
	
	
	
	

	Info. Sys. 
	        1,200,000 
	
	2.95%
	
	                 8 
	
	.53%
	(19)
	
	
	
	(23)

	Program A
	       12,000,000 
	
	29.48%
	
	              500 
	
	33.16%
	
	            3,500 
	
	25.93%
	

	Program B
	        6,500,000 
	
	15.97%
	
	              200 
	
	13.26%
	
	            3,000 
	
	22.22%
	

	Program C
	       20,000,000 
	
	49.14%
	
	              800 
	
	53.05%
	
	            7,000 
	
	51.85%
	

	Total Basis
	$40,700,000 
	(7)
	100.00%
	
	1,508 
	(18)
	100.00%
	
	13,500 
	(22)
	100.00%
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Step - Down Sequence
	
	
	
	
	
	
	
	
	
	
	

	Allocation of Cost
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Program/
	Total
	
	
	
	Admin.
	
	
	
	
	
	
	

	Services
	Costs
	
	LOCAP
	
	Svcs.
	
	Info. Sys
	
	Total
	
	
	

	LOCAP
	$0 
	
	$0 
	
	
	
	
	
	$0 
	
	
	

	Admin. Svcs.
	             86,746 
	
	0 
	
	($86,746)
	
	
	
	0 
	
	
	

	Info. Sys. 
	              5,561 
	
	0 
	
	              460 
	(20)
	($6,021)
	(21)
	0 
	
	
	

	Program A
	       13,241,437 
	
	0 
	
	         28,765 
	
	            1,561 
	   (24)
	
	
	
	

	Program B
	        7,219,011 
	
	0 
	
	         11,502 
	
	            1,338 
	
	
	
	
	

	Program C
	       22,147,245 
	
	0 
	
	         46,019 
	
	            3,122 
	
	 
	
	
	

	Total
	$42,700,000 
	
	$0 
	
	$0 
	
	$0 
	
	$0 
	
	
	


	SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	EXHIBIT F

	DOUBLE STEP - DOWN
	
	
	
	
	
	
	
	
	

	Indirect Cost Calculation:
	   
	
	
	
	
	
	
	Indirect Rate Calculation:
	(27)
	

	Program A:
	
	
	
	
	
	
	
	
	
	

	
	
	Cross Allocation
	
	Step - Down
	
	Total
	
	
	
	

	Indirect Service
	
	Sequence
	
	Sequence
	
	Indirect Cost
	
	Total Indirect Costs
	
	$1,271,763 

	LOCAP
	
	$589,600 
	
	$0 
	
	$589,600 
	
	Total Direct Costs
	
	$12,000,000 

	Admin. Svcs.
	
	             347,915 
	
	             28,765 
	
	              376,680 
	
	
	
	

	Info. Sys.
	
	             303,922 
	
	               1,561 
	
	              305,483 
	
	Indirect Rate
	
	10.59%

	Total Indirect Costs
	
	$1,241,437 
	
	$30,326 
	
	$1,271,763 
	(26)
	
	
	

	Total Direct Costs
	
	
	
	
	
	$12,000,000 
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Program B:
	
	
	
	
	
	
	
	
	
	

	
	
	Cross Allocation
	
	Step - Down
	
	Total
	
	
	
	

	Indirect Service
	
	Sequence
	
	Sequence
	
	Indirect Cost
	
	Total Indirect Costs
	
	$731,851 

	LOCAP
	
	$319,400 
	
	$0 
	
	$319,400 
	
	Total Direct Costs
	
	$6,500,000 

	Admin. Svcs.
	
	             139,124 
	
	             11,502 
	
	150,626 
	
	
	
	

	Info. Sys. 
	
	             260,487 
	
	               1,338 
	
	261,825 
	
	Indirect Rate
	
	11.25%

	Total Indirect Costs
	
	$719,011 
	
	$12,840 
	
	$731,851 
	
	
	
	

	Total Direct Costs
	
	
	
	
	
	$6,500,000 
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Program C:
	
	
	
	
	
	
	
	
	
	

	
	
	Cross Allocation
	
	Step - Down
	
	Total
	
	
	
	

	Indirect Service
	
	Sequence
	
	Sequence
	
	Indirect Cost
	
	Total Indirect Costs
	
	$2,196,386 

	LOCAP
	
	$982,800 
	
	$0 
	
	$982,800 
	
	Total Direct Costs
	
	$20,000,000 

	Admin. Svcs.
	
	             556,600 
	
	                  46,019 
	
	602,619 
	
	
	
	

	Info. Sys.
	
	             607,845 
	
	                    3,122 
	
	610,967 
	
	Indirect Rate
	
	10.98%

	Total Indirect Costs
	
	$2,147,245 
	
	$49,141 
	
	$2,196,386 
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Total Direct Costs
	
	
	
	
	
	$20,000,000 
	
	
	
	


10.
Calculate an accumulated cost total by adding the amount of LOCAP allocation spread to each activity to the activity’s previously determined costs.

	$1,000,000
	+
	$49,200
	=
	$1,049,200

	Admin Svcs
	
	LOCAP
	
	Accum Admin

	Costs
	
	Allocation
	
	Svcs Costs


Allocation of Departmental Indirect Costs

Simultaneous Allocation

Each of the two departmental indirect services is allocated based on the percentages or benefit realized by the other indirect services and the three direct programs. Because these services are allocated simultaneously, the order in which they are addressed is important.  For the sake of consistency, the allocation procedures will be addressed in the same order as the previous examples. 

NOTE:  When an indirect service is allocated to the other indirect and direct programs, the costs of the allocated service are temporarily zeroed out. However, the simultaneous cross allocation process spreads a portion of the costs of the other indirect services back based on the percentage of benefit.

Simultaneous Allocation – Administrative Services Costs

The accumulated Administrative Services costs are allocated to other departmental indirect services and the direct programs based on the ratio of the number of employees in each service to the total number of employees.

11.
Calculate the total number of employees working in the activities to which Administrative Services will be allocated.  The total number equals 1,508.

12.
Determine each activity’s percentage by dividing each indirect  and direct service’s number of employees by the total number employees for the services to which Administrative Services be allocated.

	8
	/
	1,508
	=
	.53%

	Info. Sys. 
	
	Total
	
	Info. Sys. 

	Employees
	
	Employees
	
	Percentage


13.
Determine each program's share by multiplying the total accumulated Administrative Services costs (including LOCAP) times each activity's percentage of the total number of employees.

	$1,049,200
	X
	.53
	=
	$5,561

	Admin Svcs
	
	Info. Sys.
	
	Info. Sys. 

	Costs
	
	Percentage
	
	Share

	Including LOCAP
	
	
	
	


The following services are allocated using the appropriate basis the same manner as the Administrative Services allocation.  The steps below reflect only the calculations.

Simultaneous Allocation – Information Systems Costs

The Information Systems costs are allocated to the other indirect services and the direct programs based on the ratio of the number of processed IS hours for each service to the total number of IS hours.

14.
The total number of IS hours for the activities to which IS will be allocated equals 14,500.

15.


	1,000
	/
	14,500
	=
	6.89%

	Admin Svcs
	
	Total
	
	Admin Svcs

	Transactions
	
	Transactions
	
	Percentage


16.


	$12,589,000
	X
	6.89%
	=
	$86,746

	Info. Sys. Costs
	
	
	
	Admin Svcs

	Including LOCAP
	
	
	
	Share


Note:  Although the Costs of Administrative Services were totally allocated to other services, the simultaneous allocation process spreads a portion of the other indirect services back to Administrative Services based on the percentage of benefit.

Recap of the Simultaneous Cross Allocation Sequence

The results of the simultaneous cross allocation sequence are as follows:

The costs or each indirect service (including the LOCAP allocation) were completely allocated to the other indirect and direct services.

Each indirect service was allocated a portion of the other indirect services' costs based on the benefit received.

17.
Calculate the results of the cross allocation sequence to the indirect services by adding the amounts allocated to the indirect services.



Allocations to Admin Svcs:



Information Systems



$ 86,746
Admin Svcs Subject to Step-Down

$ 86,746
NOTE:  The majority of the indirect costs are allocated to the direct programs. The remaining indirect costs are the amounts subject to re​allocation in the step‑down allocation sequence. 

Sequential Order of Step‑Down Allocation

The type of service that each of the departmental indirect services provide and the extent to which the indirect services benefit each other must be analyzed to determine the order in which the services will be allocated through the step‑down procedures.  The departmental indirect services may be allocated in sequential order on some reasonable basis.  Generally, the sequence would begin with the indirect service that renders the most service to other indirect services.  The sequence continues in the order of the amount of service rendered in a step‑down fashion and concludes with the department that provides the least service to other indirect services.

NOTE:  Once a pool of costs has been allocated through the step‑down sequence, that pool does not receive subsequent allocations of costs from the other indirect services cost pools.

In this example, the departmental indirect services are allocated in the following order: Administrative Services and Information Systems.

Allocation of Administrative Services Costs

The Administrative Services costs are allocated to Information Systems and the direct programs based on the ratio of the number of employees in each service to the total number of employees for these activities.

18.
Calculate the total number of employees working in the above activities. The total number or employees equals 1,508.

19.
Determine each activity's percentage by dividing each indirect and direct service's number of employees by the total number of employees for the services to which Administrative Services will be allocated.

	8
	/
	1,508
	=
	.53%

	Info. Sys. 
	
	Total
	
	Info. Sys.

	Employees
	
	Employees
	
	Percentage


20.
Determine each program's share by multiplying the Administrative Services costs resulting from the cross allocation sequence times each activity's percentage of the total number of employees.

	$86,746
	X
	.53%
	=
	$460

	Admin Svcs
	
	Purchasing
	
	Info. Sys.

	Costs After
	
	Percentage
	
	Share

	Cross Allocation
	
	
	
	


21.
The accumulated Information Systems costs, including the LOCAP allocation, the results of the cross allocation, and the Administrative Services allocation through the step‑down procedures equal $6,021.

The following services are allocated using the appropriate basis in the same manner as the Administrative Services allocation. The steps below reflect only the calculations.

Allocation of Information Systems Costs

The Information Systems costs are allocated to the direct programs based on the ratio of the number of IS hours for each service to the total number of IS hours for these activities.

22.
The total number of IS hours for the above‑listed activities equals 13,500.

23.

	3,500
	/
	13,500
	=
	25.93%

	Program A
	
	Total
	
	Program A

	Hours
	
	Transactions
	
	Percentage


24.


	$6,021
	X
	25.93%
	=
	$1,561

	Info. Sys. Costs
	
	Program A
	
	Program A

	After Allocation
	
	Percentage
	
	Share

	Of Admin Svcs
	
	
	
	


25.
Complete the allocation of the IS costs to the other direct programs

Indirect Cost Rates

26.
Determine the total indirect costs for each program by adding the LOCAP allocation, the allocations of departmental indirect costs resulting from the cross allocation sequence, and the allocations of departmental indirect costs resulting from the step‑down allocation sequence.  The total indirect costs for Program A equal $1,271,763.

27.
Determine the indirect cost rate for each program by dividing the total indirect costs for each program by an appropriate base.  In this example, the program indirect costs are divided by the total direct costs.

	$1,271,763
	/
	$12,000,000
	=
	10.59%

	Program A
	
	Program A
	
	Program A

	Indirect Costs
	
	Direct Costs
	
	Indirect Rate


These rates will be used to allocate total indirect costs direct service programs.

SECTION 5 ‑ BASIC TYPES OF INDIRECT COST RATES

The three basic types of indirect cost rates are predetermined rate, provisional final rate, and fixed rate with carry‑forward.  These rates may be restricted or unrestricted. Although unusual, there are Federal and State statutes which identify certain unallowable indirect costs components for certain programs.  When such restrictions exist, it may be necessary to develop a "restricted" rate.  The development of a "restricted" rate may necessitate additional schedules in the cost allocation plan or may require a separate cost allocation plan.  Developing a restricted rate is similar to developing a non‑restricted rate except it has an additional step.  The additional step is the elimination from the indirect cost pool those costs which are prohibited by law from reimbursement.

Predetermined Rate ‑ A predetermined or negotiated indirect cost rate is a rate established for a fiscal year based on estimated costs for the year.  Except under very unusual circumstances, this type of rate is considered final and is not subject to revisions.  A predetermined rate is established when there is reasonable assurance, based on experience and a reliable estimate of the organization's costs, that the predetermined rate will approximate the organization's actual rate.  A predetermined rate is used sparingly because of the potential danger of over or under recovered costs. This rate will only be approved if cost experience and other pertinent facts available are deemed sufficient to enable the Federal or State cognizant agency to reach an informed judgment of:

1.
The probable level of indirect costs in the grantee agency during the period to be covered by the negotiated rate.

2.
The amount allowable under the predetermined rate would not exceed actual indirect cost.

An agency which plans to utilize a predetermined rate must develop an accurate and well documented estimate of its indirect costs.  This method is the least desirable because any under‑estimation cannot be recovered.  However, any agency with a small indirect cost recovery potential may find this method cost effective.

Provisional‑Final Rate ‑ A provisional final agreement consists of two rates.  A provisional rate is based on the anticipated costs and organizational structure of the agency.  A proposal is submitted for negotiation six months prior to the fiscal year for which the rate is needed.  It should be based on one of the following:

1.
The prior year's actual expenditures.

2.
A projection of costs for the applicable fiscal year.

3.
A combination of historical and projected costs.

A final rate will be calculated at the end of the fiscal year when the actual costs are known.  At that time, the department will submit a revised proposal to the Department of Finance, Division of Grant Coordination  (See Section 8) reflecting its actual costs and the same organizational structure as the provisional proposal.  After the revised proposal has been reviewed and approved by the appropriate Finance Department Sections for submission to the Federal or State government, the agency  will submit the revised proposal to the Federal or State cognizant agency.  Once a final rate has been negotiated and approved, the agency may retroactively revise the claims it made against Federal or State grants and contracts.  If a department has major organizational structure changes while a provisional rate is in effect, the cognizant federal agency should be notified immediately.

An agency that plans to utilize a provisional‑final rate should be aware that this procedure has three drawbacks:

1.
It entails additional administrative time and effort for both the agency and the Federal or State government in negotiating two agreements for the same period and in processing retroactive claims.
2.
It could result in a loss in recovery to the agency if the final rate is greater than the provisional rate and Federal or State funds are not available to cover the excess.

3.
If the final rate is less than the provisional rate, a repayment would be due the federal government.  This repayment may be a budgetary issue and the appropriate budget personnel should be notified.

To avoid these situations another methodology could be employed. 

Fixed Rate with Carry‑Forward ‑ A fixed rate with carry‑forward provision has the characteristics of both a provisional‑final and a predetermined rate.  A major difference between this rate and those previously discussed is that the fixed with carry‑forward is a multi​year process.  The yearly estimated rate is adjusted by the carry-forward from a previous period to provide a final settlement.  For year one, a rate is computed based on an estimate of the activity for that year.  This will be the indirect cost rate for year one.  In year two, when the actual costs are known, the difference between the estimated costs and the actual costs will be used to adjust the rate for year three.  This adjustment is known as the carry‑forward.  The rate is not adjusted in year two since actual costs will not be known in time to calculate the carry‑forward.

First year calculations may require technical assistance. Please contact the Cost Accounting Unit of the Office of Management and Budgets.

SECTION 6 ‑ COST PRINCIPLES FOR STATE AND LOCAL GOVERNMENTS

2 CFR is the primary resource document for an indirect cost recovery program.  This federal document contains principles and standards for determining costs applicable to federal grants, contracts, and other agreements with state and local governments.  Generally, all costs are allowable unless specifically prohibited by this circular, the grantor agency, or the contract.  In addition, they must be necessary for the reasonable, proper, and efficient administration of the program. Examples of allowable costs are supplies, travel, communications, personnel compensation, etc.  For equipment, a depreciation or usage allowance is an allowable cost.  If a depreciation charge is made, adequate property records must be maintained. Any generally accepted method of computing depreciation may be used as long as it is consistently used for all affected assets.  If a usage allowance is to be charged in lieu of depreciation, it must not exceed an annual rate of six and two‑thirds percent (6.67%) of the acquisition cost.  Specifically noted examples of unallowable costs are entertainment, fines, penalties, the mayor’s office, and bad debts.

Agencies which plan to claim indirect costs under Federal or State grants, contracts or agreements must submit a cost allocation plan to the Federal or State cognizant agency (applicable if receiving $100 million or more in direct federal awards).  The cost allocation plan must contain:

1.
An organizational chart showing the placement of each unit whose costs is charged to the programs operated by the agency.

2.
A listing of all Federal/State and non‑Federal/State programs performed, administered, or serviced by the agency.

3.
A description of the activities performed by each agency, and, where not self‑explanatory, an explanation of the benefits provided to Federal or State programs.

4.
The procedures used to identify, measure, and allocate all costs to each benefiting program and grant.

5.
A copy of the latest Metro’s Local Cost Allocation Plan (LOCAP) agreement (if required) and Schedule A.

6.
A certification by a duly authorized official of the department stating that:

A. The plan was prepared in conformance with the applicable circulars.

B.
Costs are treated consistently through the application of generally accepted accounting principles.

C.
An adequate accounting and statistical system exists to support claims that will be made under the cost allocation plan.

D.
Information provided in support of the proposed cost allocation plan is accurate.

The cost allocation plan must be submitted to the Department of Finance, Division of Grants & Accountability (see Section 8) for review.  The appropriate Finance Department section will notify the Metro agency when the plan is approved for submission to the Federal or State government.  The Metro agency will then submit the plan to the cognizant Federal or State agency. 

2 CFR requires that cost allocation plans must be submitted to the cognizant Federal or State agency six months after the last day of Metro’s fiscal year (if applicable).  Plans are reviewed by the federal agency on a first‑come basis, so it is advisable to submit plans early.  The cognizant agency must notify the agency within sixty days whether or not the cost allocation plan has been approved or further negotiations or information is needed.

Should a dispute arise concerning the cost allocation plan, the agency has the right to appeal in accordance with the appeals procedures of its cognizant agency.  The request to appeal must be made in writing within thirty days of receipt of the initial determination.  If disputes arise between a Federal or State agency  and with a Metro agency's indirect cost plan, the Cost Planning Unit will provide required assistance to resolve such disputes in a timely manner.

SECTION 7 ‑ THE ROLE OF COST PLANNING UNIT

The Charter of the Metropolitan Government of Nashville and Davidson County, Article  8 Section103, Item (e) empowers the Director of Finance to:

"Examine all contracts, purchase orders and other documents which would result in or involve financial obligations against the Metropolitan Government, and approve the same only upon ascertaining that there is an unexpended, unencumbered and unimpounded balance in each such appropriation and allotment to which they are applicable, sufficient to cover such potential obligation."

To comply with charter requirements, the Division of Grants & Accountability (DGA) will review all applications for grant funding and ensure that an indirect cost proposal is included if applicable.  All Metro agencies either seeking or which receive Federal or State assistance shall submit an indirect cost proposal if applicable as an attachment to the Grants Application Tracking Form to DGA prior to submission to the Federal or State government.  

The Cost Planning Unit within DGA will provide assistance to agencies in complying with this requirement as follows:

1.
The Cost Planning Unit will review the agency’s application to the grantor and determine if an indirect cost proposal is appropriate.

2.
In conjunction with the DGA  (see Section 8),  technical assistance and training will be provided to agency staff as needed to formulate, prepare, and negotiate indirect cost proposals.

3.
The Cost Planning Unit will provide the agency with Metro’s Local Cost Allocation Plan (LOCAP) and provide the LOCAP allocation (Schedule A) for inclusion in the agency’s plan.

4. The Cost Planning Unit strongly recommend that an agency’s indirect cost proposal be reviewed before submission to the Federal or State government to ensure that Metro guidelines are followed.

5.
The Cost Planning Unit will upon request assist Metro agencies in resolving indirect cost rate disputes with Federal or State agencies.

In addition, the Cost Planning Unit will aid agencies during the grant proposal process to include the recovery of indirect costs in the grant proposal, where allowable.  The Cost Planning Unit will assist agencies as needed in researching grant regulations regarding the allowance of indirect cost recovery from grant funds.

The Cost Planning Unit will provide periodic training on indirect cost methodologies and related issues to all Metro agencies prior to the preparation of a departmental indirect cost plan.  Training will also be provided as needed due to State or Federal regulation revisions, changes in statutory issues or cost accounting issues with a potential impact on indirect cost recovery.

SECTION 8 ‑ THE ROLE OF THE OFFICE OF GRANTS and COST PLANNING
Two units within the Office of Grants and Cost Planning play a role in grants processing as it relates to indirect cost and cost allocation plans, Grant Coordination  (GC) and the Cost Planning (CP) Unit.

Grant Coordination (GC) 

GC processing functions are in two areas:  Application, and Award/Amendment  Acceptance.

Application:  

For coordination purposes and to assist in the maintenance of a comprehensive database of current Metro Nashville Government grants, all government departments will submit the Grants Tracking Form (GTF) to GC.  The GC assures that the form has been completed and all information is provided.

GC determines whether approval by the Finance - Office of Management and Budget (OMB) is necessary.  Such approval is necessary only for grant programs which have funding implications for Metro, usually those requiring either a match or continuation plan after the grant funding ends.  When OMB approval is required, GC coordinates the approval process within the Finance Department.  GC consults with OMB regarding the proposal’s budgetary impact, continuation plans, feasibility of deadline, match, indirect cost plans (if applicable), use of contingency match account (if applicable), and programmatic goals. 

GC will serve as an active liaison between the department making application and the Department of Finance with regard to any issues which may arise during the pre-application process.  Departments are encouraged to proceed with preparation of the full application during the OMB/GC pre-application review process.   

When a Grants Tracking Form(GTF) is received from a department for a grant application the GTF is reviewed for match, indirect costs (IDC), procurement, Fleet management and whether staffing is being funded or added.  Once GC and OMB have reviewed and approved the GTF, it is moved along with the completed application, legislation form (if applicable) and signature page for approval by Finance, Legal and  Council (if Council approval is applicable). If Council approval is not required (some departments have the authority to approve their own grant application), then approval is only required by Finance, Legal and Risk Management. When approved by the OMB, Cost Accounting, Finance, Legal and Council (if applicable) the completed application is returned to the Department for submission to the grantor via DocuSign.

Exceptions to the application process are as follows: (1) If time does not permit the application to be submitted by the grantor’s deadline, then Conditional Mayoral Approval (CMA) allows grant applications (only) to be submitted prior to Council approval with the approval of the Mayor.   Once the Mayor has signed the application and the department submits the grant, the application is sent to the next available Council meeting. This is only for departments that require Council approval of applications.  The departments that only require Board Commission approval are Health, Metro Action, Farmer’s Market and Planning Commission. These four departments still require approval by Finance, Legal and Risk Management.  (2) With the passing of the Substitute Ordinance No BL2013-576 by Metro Council, Applications can by-pass the application process if the following applies: Grant Applications that do not require local cash match or do not contain terms or provisions that subject Metro government or its employees to any liability can be submitted directly to the grantor, bypassing the normal central Metro government review and approval by (Finance and Legal signoffs)
Award/Amendment Acceptance:  

When the Department receives the award contract for the grant, it forwards the award contract (and a Legislative Tracking Form, unless empowered by Metro Charter to receive awards without Council approval) to the GC.  GC will review the grant contract and consult with OMB on any significant adjustments on matching requirements and/or indirect cost rates and will be responsible for moving the award contract through all subsequent reviews. 

GC is responsible for monitoring Cost Planning program requirements to determine if indirect cost rates are established and the rates accurately represent the activities of the program.  GC will ensure that cost allocation plans are being used to fully recover indirect cost and that funds are being requested from the grantor in a timely manner. 

GC  further ensures that departments list the IDC rate to Metro and the IDC recovery by the Grantor on the GTF.  
SECTION 9 ‑ GENERAL GUIDELINES FOR RESOLVING COST ALLOCATION DISPUTES WITH FEDERAL OR STATE GRANTOR AGENCIES

There are several general guidelines to follow in resolving disputes with grantor agencies over cost allocation issues:

1.
Try to resolve the issue with the reviewer of the plan or his/her supervisor.  In many cases, an indirect cost rate issue can be resolved by additional clarification and/or worksheets and schedules.  Usually grantor agencies reviewing cost allocation plans will provide details in writing concerning what additional information is needed to get a plan approved.

2. Know the agency's dispute procedures.  A grantee who has a problem with a grantor agency should review each step of the agency's dispute and appeal process to determine applicable requirements and deadlines.  Deadlines often are as short as ten days, and the failure to meet them may result in a denial of appeal rights.  The CP Unit should be notified of any difficulties in resolving disputes with Federal or State agencies regarding cost allocation issues so that assistance may be provided as needed.

3. Document complaints and subsequent communication with the grantor agency. Grantees should put their complaints in writing concerning a grantor agency's decision and ask the agency to respond to the complaints in writing.  If telephone conversations between a grantee and other parties are relevant a dispute, they should be documented.

4. Unless there are emergency circumstances, do not try to circumvent the agency's dispute process or bypass any of the required appeal procedures.  This is very critical since all administrative remedies should be pursued before taking a dispute to court.  Failure to do so could result in an adverse decision.

Formal review procedures generally are authorized by Federal or State statutes or regulations and allow a grantee to request an administrative hearing.  In some cases, hearings of this type may be mandated by constitutional protection of due process of law.  Although the specific procedural rights afforded grantees in formal hearings may vary, grantor agency regulations generally allow grantees to be represented by counsel, present evidence and testimony, cross‑examine witnesses, obtain a transcript or record of the proceeding, and obtain a decision based on the evidence presented in the record.

Depending on the grantor agency and the type of hearing, the dispute may be heard by an administrative law judge or a panel of appointed agency officials.  Some agencies, such as the Department of Health and Human Services, have established grant appeal boards which have jurisdictional authority to hear and determine most post‑award and, some pre‑award grant disputes.  

Several other Federal and State agencies have established formal hearing and review procedures with statutory mandates.  For the most part, however, these procedures apply to a limited number of issues or grant programs.

SECTION 10 ‑ CHECK LIST FOR PLAN PREPARATION

The following should be used as a check list to determine that all components of the indirect cost plan have been properly prepared.

I. Organizational chart.

A. Does the agency’s organizational chart (s) show the placement of each unit whose costs are charged to programs administered by the agency?

B. Is the organizational chart (s) detailed enough to demonstrate how the overall goals and objectives for each of the programs administered by the department will be achieved?

II.
Listing of all programs performed, administered, or serviced by the agency.

A.
Has the list and program narrative been reviewed by program staff for accuracy?

B.
Are all Federal or State grants established in R-12 General Ledger?

C.
Is indirect cost claimed on all Federal or State programs where allowable?

III. A description of the activities performed by each unit.

A. Is an explanation of the benefits provided to Federal or State programs included where not self-explanatory?

B.
Do descriptions contain enough detail?

C.
Are the descriptions compatible with the organizational chart(s)?

D.
Are the descriptions compatible with the goals and objectives of the department?

IV.
Cost allocation procedures.

A. Are procedures included which identify, measure, and explain the allocation of all costs to each benefiting grant program administered by the agency?

B.
Are the procedures described consistent with organizational charts included?

C.
Do the procedures demonstrate how costs are to be allocated to the programs included in the listing of all programs performed, administered, serviced by the agency?

D.
Are costs treated consistently throughout the proposal/plan?

E. Are cost allocation methods equitable to all Federal or State programs involved?

V. Copy of the latest Local Cost Allocation Plan (LOCAP) agreement and 


Schedule A. 

A. Is the latest approved plan included as a part of the departmental indirect cost plan?

B. Are procedures included which describe how the agency's share of central services costs are to be allocated?

VI.
Certification statement.

A. Has an agency official with the appropriate authority certified the plan?

B. Does the certification state that the plan was prepared in conformance with applicable circulars?

C. Does the certification state that costs are treated consistently throughout the plan?

D. Does the certification state that an adequate accounting and statistical system exists to support claims that will be made under the cost allocation plan?  Is a brief description of the system which will be used included?

E.
Does the certification state that the information provided in the support of the proposed cost allocation plan is accurate?

SECTION 11 – FULL COST ACCOUNTING BILLING RATES

Full Cost or total cost of an activity is defined in Section 3 Composition of Cost (see page 2).  Cost allocation plans that consider full costs are needed to establish billing rate structures for internal service and enterprise funds, and to provide for other internal costing requirements.  

When developing a cost allocation plan to establish a billing rate structure for enterprise funds that wish to recover the full cost of providing services, contact CP Unit to receive schedule A of Metro’s Full Cost LOCAP or visit CP website.  Metro’s Full Cost LOCAP includes all central services costs to include costs that are not allowable for reimbursement through Federal or State grant funding.  

When developing a cost allocation plan to establish a billing rate structure for internal service funds contact CP to receive Metro’s LOCAP or visit CP website.  Please note that the Metro LOCAP, as discussed previously in this manual Section 4, Cost Allocation Plans, was prepared excluding cost qualified as unallowable per 2 CFR.  Departmental users must be aware there are two plans available from the CP Unit to be used in the preparation of departmental cost allocation plans, and the appropriate plan must be used accordingly.  

When establishing a billing rate structure or fee for services, six basic steps must be taken to determine the service activity fee amount:

1. 
Prepare a departmental full cost allocation plan.  The plan can be derived by following the first three of the five basic steps for developing an indirect cost rate and following the guidelines for developing a cost allocation plan as outlined in Section 4 starting on page 2.  Steps four and five for developing an indirect cost rate are not applicable when preparing a full cost allocation plan for determining a billing rate structure for enterprise funds.  Although, to prepare an internal service fund billing rate include step four and omit step five.   

2.  
Determine the allocation base for the departmental program cost to the service activity cost both indirect and direct, or structure the service activity as a program area in the cost allocation plan.   

3. 
Complete a worksheet schedule detailing all costs associated with the departmental program on an annual basis and allocate portions of costs to the service activity. Group the costs into separate categories as follow: Payroll Costs (salaries and fringe benefits), Operating Cost, Building and Equipment Cost, and Non-General Ledger Cost.  (See Exhibit G – page 48 through 50) 

4. 
Determine if special revenues are applicable to the service activity, and subtract special revenue if applicable from the direct and indirect costs.  

5.
Determine or estimate the annual service units to be provided. 

6.
Divide the total cost of services by the annual service units to determine the per unit charge per service activity.

When identifying all costs for an activity remember to include any allocate cost from departmental services and cost that may be billed periodically from other Metro agencies.  The equipment and building cost is the annual usage expense and depreciation expense associated with all equipment and buildings used to provide the service.  Depreciation should be computed using the straight-line method.  Interest expense incurred in the financing of a building or renovation should be included in the usage expense.  Building cost should be the prorated portion of the space used to support the service activity (e.g. square footage used).  

If building costs are paid by General Services, the expense amount will be allocated through the LOCAP.  There is no need to determine building expenses if charges are included in the LOCAP.

Special revenues include revenues generated from by-products from the service activity such as the sale of recyclables, interest income and miscellaneous income.

The annual service units to be provided should be based on historical information or estimated based on a projection of services provided in the initial periods of operation.  First year service operations should estimate annual services.  

Sample Department – Multiple Direct Rate Method – Billing Rate Structure

In this example (See Exhibit G – page 48), the sample department elects to use the multiple direct rate method to allocate the amount of the LOCAP allocation and the departmental indirect services to the three direct service programs and service activity.  For consistency and ease of presentation, the sample department information from Exhibit C page 11 was utilized for developing a billing rate structure.  Departmental Program A indirect and direct costs are allocated to Service Activity A.    

Per the manual instructions, complete Step 1 through Step 5 of the Getting Started section on page 6 and 7.  Then complete step number 6 through 14 listed on page 10, and 12 through 13.

Allocation of Departmental Program A Costs

Departmental Program A indirect and direct costs are allocated to the service activity using the appropriate allocation basis.  The allocation basis may vary per each object code.  An appropriate allocation basis must be chosen. 

15. Calculate the total cost of the service activity.  The total costs are $1,137,855.

16. Calculate the per unit cost of the service activity by dividing the total costs of activity A by the estimated annual service units. The per unit cost is $22.76.

	SAMPLE DEPARTMENT
	
	
	
	
	
	
	
	
	
	EXHIBIT G
	

	DIRECT ALLOCATION - MULTIPLE RATES
	
	
	
	
	
	
	
	
	

	BILLING RATE STRUCTURE
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Basis of Allocation
	
	
	
	
	
	
	
	
	
	
	

	
	Estimated
	
	
	
	Estimated 
	
	
	
	Estimated
	
	
	

	Program/
	Direct Service
	
	Direct Service
	
	Number of
	
	Admin. Svcs.
	
	IS
	
	IS
	

	Services
	Cost
	 
	Percentages
	 
	Employees
	 
	Percentages
	 
	Hours
	 
	Percentages
	

	Program A
	$12,000,000 
	
	31.17%
	(7)
	500
	
	33.33%
	(10)
	3,500
	
	25.93%
	(13)

	Program B
	       6,500,000 
	
	16.88%
	
	200
	
	13.33%
	
	3,000
	
	22.22%
	

	Program C
	     20,000,000 
	
	51.95%
	
	800
	
	53.34%
	
	7,000
	
	51.85%
	

	Total Base
	$38,500,000 
	(6)
	100.00%
	
	1,500
	(9)
	100.00%
	
	13,500
	(12)
	100.00%
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Allocation of Indirect
	Cost
	
	
	
	
	
	
	
	
	
	
	

	
	Total
	
	
	
	
	
	
	
	
	
	
	

	Program/
	Indirect
	
	
	
	Admin.
	
	Info
	
	
	
	
	

	Services
	Cost
	 
	LOCAP
	 
	Svcs.
	 
	 Sys.
	 
	Total
	
	
	

	LOCAP
	$2,000,000 
	
	($2,000,000)
	
	
	
	
	
	$0 
	
	
	

	Admin. Svcs.
	       1,000,000 
	
	
	
	($1,000,000)
	
	
	
	0 
	
	
	

	Info. Sys. 
	       1,200,000 
	
	
	
	
	
	($1,200,000)
	
	0 
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Program A
	
	
	         623,400 
	(8)
	       333,300 
	(11)
	         311,160 
	(14)
	   1,267,860 
	
	
	

	Program B
	
	
	         337,600 
	
	       133,300 
	
	         266,640 
	
	      737,540 
	
	
	

	Program C
	 
	
	      1,039,000 
	
	       533,400 
	
	         622,200 
	
	   2,194,600 
	
	
	

	Total
	$4,200,000 
	
	$0 
	
	$0 
	
	$0 
	
	$4,200,000 
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Cost Allocation:
	
	
	
	Activity A
	
	
	
	
	
	
	

	Indirect Service
	
	Program A
	
	Alloc/Base
	
	
	
	
	
	
	

	LOCAP
	
	
	$623,400 
	
	  1/12
	
	$51,950 
	
	
	
	
	

	Admin Svcs.
	
	
	         333,300 
	
	  1/12
	
	27,775 
	
	
	
	
	

	Inf. Sys. 
	
	
	         311,160 
	
	  1/12
	
	25,930 
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Total Indirect Cost
	
	$1,267,860 
	
	  1/12
	
	$105,655 
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Total Direct Cost
	
	$12,000,000 
	
	  1/12
	
	$1,000,000 
	
	
	
	
	


	SAMPLE DEPARTMENT 
	
	
	
	
	
	
	EXHIBIT G

	BILLING RATE STRUCTUE 
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Object
	
	Program A
	
	Activity A
	
	Activity A

	
	Code
	
	Cost
	
	Alloc/Base
	
	Cost

	InDirect Cost 
	
	
	
	
	
	
	

	LOCAP
	
	
	$623,400 
	
	  1/12
	
	$51,950 

	Admin Svcs.
	
	
	            333,300 
	
	  1/12
	
	27,775 

	Inf. Sys. 
	
	
	            311,160 
	
	  1/12
	
	25,930 

	Total Indirect Cost 
	
	
	$1,267,860 
	
	
	
	$105,655 

	
	
	
	
	
	
	
	

	Direct Cost 
	
	
	
	
	
	
	

	Payroll Cost
	
	
	
	
	
	
	

	Regular Pay 
	501101
	
	          $7,500,000 
	
	  1/12
	
	$624,998 

	Overtime Pay
	501104
	
	            350,000 
	
	  1/12
	
	29,167 

	Longevity
	501109
	
	              28,340 
	
	  1/12
	
	2,362 

	Perfect Attendance
	501111
	
	              12,250 
	
	  1/12
	
	1,021 

	Employer OASDI
	501172
	
	            465,217 
	
	  1/12
	
	38,768 

	Employer SS Medicare
	501173
	
	              108,750 
	
	  1/12
	
	9,062 

	Employer Group Health
	501174
	
	            675,000 
	
	  1/12
	
	56,250 

	Employer Dental Health
	501175
	
	            192,900 
	
	  1/12
	
	16,075 

	Employer Group Life
	501176
	
	              96,400 
	
	  1/12
	
	8,033 

	Employer Pension
	501177
	
	            457,500 
	
	  1/12
	
	38,125 

	Sub-Total Payroll Cost 
	
	
	          $9,886,357 
	
	 
	
	          $823,861 

	
	
	
	
	
	
	
	

	Operating Cost
	
	
	
	
	
	
	

	Electric
	502101
	
	            $369,000 
	
	  1/12
	
	           $30,750 

	Water
	502102
	
	            123,000 
	
	  1/12
	
	            10,250 

	Gas
	502103
	
	            226,500 
	
	  1/12
	
	            18,875 

	Telephone & Telegraph
	502501
	
	              97,000 
	
	 10/97
	
	            10,000 

	Info. Sys. Charge
	502951
	
	              52,186 
	
	 10/97
	
	             5,380 

	Central Printing Charge
	502953
	
	                2,500 
	
	
	
	

	Postal Service Charge
	502956
	
	              55,862 
	
	  1/12
	
	             4,655 

	Motor Pool Charge
	502960
	
	              76,380 
	
	  2/19
	
	             8,040 

	Motor Pool Maintenance
	502964
	
	              26,000 
	
	  2/19
	
	             2,737 

	Supplies & Materials
	503001
	
	            347,490 
	
	  1/12
	
	            28,957 

	Office & Adm. Supplies
	503100
	
	            120,000 
	
	  1/12
	
	            10,000 

	Office Equipment <$5000
	503140
	
	            320,000 
	
	 10/97
	
	            32,990 

	Repair & Maint Supply
	503600
	
	            126,225 
	
	Billing
	
	              (237)

	Insurance - Building
	505202
	
	              80,000 
	
	9,000/120,000 sq. ft.
	
	             6,400 

	Sub-Total Operating Cost
	
	
	          $2,022,143 
	
	 
	
	          $168,797 


	SAMPLE DEPARTMENT 
	
	
	
	
	
	
	EXHIBIT G (Continued)

	BILLING RATE STRUCTUE 
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Equipment and Building
	
	
	
	
	
	
	
	

	Building
	507200
	
	$80,000 
	
	9,000/120,000 sq. ft.
	
	$6,400 
	

	Buildings Improvements
	507250
	
	                5,000 
	
	9,000/120,000 sq. ft.
	
	400 
	

	MGMT Consulting Serv. 
	502229
	
	                6,500 
	
	  1/12
	
	542 
	

	Sub-Total Equipment and Building 
	
	
	              $91,500 
	
	 
	
	             $7,342 
	

	
	
	
	
	
	
	
	
	

	Additional Non-General Ledger
	
	
	
	
	
	
	
	

	Oper. Working Cap. Reserve
	
	
	
	
	
	
	          $32,200 
	

	Sub-Total Non-General Ledger
	
	
	 
	
	 
	
	          $32,200 
	

	
	
	
	
	
	
	
	
	

	Total Cost Projection
	
	
	$13,267,860 
	
	
	
	$1,137,855 
	  (15)

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Projected Annual Service Activities 
	
	
	
	
	
	50,000 
	

	
	
	
	
	
	
	
	
	

	Unit Cost per Service Activity
	
	
	
	
	
	
	$22.76 
	(16)


SECTION 12 – ACKNOWLEDGEMENTS

This Cost Accounting Manual was adapted from historical materials provided by the Tennessee Department of Finance and Administration, Office of Cash Management and Indirect Cost Planning.       
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