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Please stand by for realtime captions.  

 

Welcome to the Considerations and Process to Apply for Indirect Cost Rate conference call. My name is 

Richard, operator for the call. At this time all participants are in listen only mode. Later, we will conduct 

a question and answer session. Found out in the call over to Nahama Wilker.You may begin. 

 

Hello, or one, and welcome to the second conference call in this series about changes with regards to 

the new super circular. We are happy to have with us today another staff member, Carl Eck, CPA and 

senior manager at [ Indiscernible name ]. He is in the auditing grant funding division and works with 

nonprofits and in particular, works in indirect cost rate agreements. And he has been with them for 

about 15 years. So, we are happy to have him with us. I think he is going to take us through the issues 

about what is involved in applying for an indirect cost rate, with the indirect cost rates cover, and talk a 

little bit about the changes with the super circulars. I want to remind you if you are not that familiar 

with the technology, all of the participants are on new jet at this time. If you have a question, there are 

two ways you can do it. One is, we will open up the line for questioning at the end. Second, you can put 

a question in the chat box and I will be monitoring the chat box and we will bring it to Carl's attention if I 

can. I want to point out one other thing to you which is that the PowerPoint can be downloaded from 

the box on the right-hand side of the menu. And we also have the captioning over there on the right-

hand side and a survey for the evaluation with this session. We will send you another link to the survey if 

you don't catch it before the conference ends. So, having said that, let me turn it over to Carl. 

 

Thank you. Good afternoon, everybody. You know, as was said, I do some consulting work around 

indirect cost rate agreements and something I have been involved in in the last several years here. And 

certainly with the super circular and how the regulations have been worded, there has been a lot more 

interesting people trying to learn more about indirect cost rate agreements and as we will see later on, 

how some of the new regulations might speak to indirect cost rate agreement and at least might give 

the impression that we might be going more into that direction in the future. 

 

So just kind of an overview, the agenda, we are going to talk about what indirect cost rate agremments 

are, starting from the bottom and working our way up in terms of how indirect cost rates work and how 

you administer indirect cost rate agremments. We will talk about different types of indirect cost 

distribution basis, what cost you should include in the cost pool, the various types of indirect cost rates 

out there, and we will talk about the negotiation and will process and then talk about some of the major 

changes from the super circular that affect indirect cost rate agreements. So, some common questions 

that we get around indirect cost rate agremments. The first one is, well you know, prior to the super 



circular it was always, am I required to have an indirect cost rate agreement? The short answer there is 

generally no. Unless you have a grant agreement that specifically requires that indirect cost rate 

agreement, you are not required to have one here prior to the super circular. Question then comes up, 

well, under the super circular, I hear that we have to have one. In the answer here is still probably not, 

or at least not yet. And, the reason I say that is I have had several organizations reach out to me saying, 

we would like to proceed and complete the indirect cost rate agreement. And this was prior to the super 

circular, not much. The response I got from the office in Dallas was, no, we are not going to provide any 

new indirect cost rate agreements unless you have a direct federal grant that specifically requires the 

indirect cost rate agreement. We had another organization that wanted one out in Washington so I 

called down to the California office , got the same response there as well that, you know, they already 

have more than they can handle as much as they can handle and are not going to take anymore. So at 

least that is kind of her we are at now. It doesn't mean we are not going to get there and have them. I 

think as the case can be a lot of times with regulations, the regulations get written and maybe the action 

doesn't take place for another time after that. So, I think the story is definitely not over on this. But, at 

least at this point in time, they say that they are not taking any new indirect cost rate agreements.  

 

So, just to talk about indirect cost rates and what they are. It really is those costs that you have have 

been for the common benefit of the organization that you cannot identify them to something specific in 

particular. Examples being an executive director or CEO, finance staff, administrative space that those 

individuals occupy and things like that. Those are examples of indirect type of costs. And one other thing 

that is important to point out is that capital expenditures are not allowable as an an indirect cost, so 

that means you can go and purchase a vehicle for the use of your executive director or some other 

individual that is an administrative capacity, you can't purchase the vehicle and extends that to your 

indirect cost pool or indirect cost rate agreement. The way you would recover is purchase it with your 

own agency funds or potentially finance the vehicle and then recover those through charging 

depreciation expense to programs. So, what is an indirect cost rate when we talk about it? Really no 

more than a mathematical formula. It is a ratio of your indirect cost, which is a lot of times referred to as 

a pool, and that direct cost base is usually your [ NULL ] direct cost and you exclude any other distorting 

items or direct salaries and wages. So in this case on the lookout direct salaries, if we have $835,000 of 

direct cost, $8 million of direct salary, that leaves us with a 10.4% indirect cost rate. And the other thing 

to keep in mind is when you have an indirect cost rate, we don't necessarily live in a perfect world in the 

sense that we have a fiscal year. In your case, September 30 year-end. You have a fiscal year and then 

you also have grant agreements that can be on a different year from your fiscal year is. Well, your 

indirect cost rate agreement is based on your fiscal year so in this case, this was assuming a December 

year end and for the six months of one contract we are charging 10% and the other six months of that 

same contract we are charging a 15% indirect rate. So, potentially you will have different rates that you 

would apply to an individual grant agreement depending on where you are rate is within your fiscal 

year, within the grant agreement event. So I mean, this is what an indirect cost looks like in a perfect 

world and believe me, there is no such thing as a perfect world when it comes to indirect cost rates that 

this is what it is supposed to look like. But when you look at the schedule, you have those various grant 

programs. In this case we show a funding event and for profit and a discretionary account really the 

purpose was to illustrate that everybody needs to participate in your indirect cost rate. Meaning every 

program, fundraising activities, programming activities, whatever. Need to chart their share of indirect 



expenses. This is no different than if you're doing indirect costs now. Those need to still get elevated to 

other type of a discretionary activities, but under that agreement, people seem to have the right to 

charge these costs out when in fact you are supposed to have been doing it all along. In this case we are 

saying a different rate, if we take that salary line and multiply it on the indirect expense line, then you, 

but that indirect expense number down at the bottom. And then that number is going to be going across 

all the way and then you come over to your indirect cost pool and you see where has all of its expenses, 

the salary, 307,000 in fringe benefits and so forth. And then we show those indirect cost rate spread out 

to the programs, and then we come to the zero balance on our indirect cost pool. Well realistically, that 

does not end up happening for several reasons. One is, a lot of times the rate is very difficult to predict 

exactly the rate that you need because you're going to be making adjustments after your year-end is 

over. So, you might have some small variances, or maybe your pool isn't going to, exactly 20. Or maybe 

you have a grant that places a limit on indirect expenses or does not allow them entirely. And that is 

what you'll see on this next slide. That is a little bit more in the real world type arena. So in this case, we 

have federal grant to. That places a limit on indirect expenses. So we're having to come up with other 

phones to cover those indirect expenses that that will not cover. At least in this particular case they are 

saying we're taking that money from our discretionary funds. In this case, and the state grant we are not 

saying it doesn't allow any others cost and we are supporting that entirely from our discretionary funds. 

I know there may be some instances where maybe you have a grant that allows you to charge access 

administrative expenses to it and that is sometimes a possibility. In the auto world that I work in, there 

is a fair amount of community act agencies that use community service block grant dollars to sometimes 

cover the indirect but other programs will not cover. So, what are the advantages of having an indirect 

cost agreement? It provides one method to allocate a lot of cost. As I was saying , it can also make 

potential budgeting easier because it might be easier to say, well, you know, we know what our direct 

salaries are going to be for the program or with the estimate of direct salary is as opposed to saying 

what is the number of transactions that finance will perform or what is the number of direct hours that 

individuals are going to charge to our program and things like that? So we can potentially make that 

budgeting process easier. The rating method are federally approved. But you are still going to have to do 

some element of cost allocation so if you have any facility where you have maybe 50% administrative 

personnel and 50% program personnel, you are still going to have to do a cost allocation to determine 

how much of that facility cost should go to your indirect cost pool and how much of that facility cost 

should go to the various programs. Just because you have an indirect cost rate does not mean you throw 

all of your direct costing methods out the window. Those are still going to exist on some level in your 

organization so, what are some disadvantages? I say this, the advantages also a disadvantage. That is 

separate and methods are federally approved. You have to negotiate your rate with the cost negotiator. 

This is one individual that you work with to negotiate that rate. And, if you get an individual that is a 

little bit unreasonable, potentially they can even make your life a little bit difficult. I guess in my time I 

have not heard of cases happening. For the most part, I hear from agencies that the negotiators are 

fairly to work with and, you know, are willing to work with them and invite that. But, there's always the 

off chance that he might get somebody that is a little bit less reasonable to deal with. You also lose some 

flexibility. And I think this is an item I think most people are scared of the indirect cost rate agreement 

because you lose a lot of flexibility in determining how programs are charged for administrative costs . 

So maybe one year you're allocating your finance staff ace on direct hours. Maybe the next year you say, 

you know what? That is not working for me and I want to allocate based on the number of transactions. 

You know, you have more flexibility to make changes where as if you have an indirect cost rate 



agreement, you're basically going to be locked into either direct salaries or total direct expenses. And 

they will let you switch back and forth, but they're not going to let you do that every single year. They 

will allow some flexibility to switch back and forth so you will be limited to two methods of cost 

allocation whereas under the direct costing, there are more potential methods to try to allocate your 

administrative expenses. Typically also need to find life and approve the rate every year and I'll talk a 

little bit about how some of this is changing under the super circular but at least the way it is today, 

prior to super circular, you still need to submit an application, generally every year, and have it 

approved and get a new rate for the next year. 

 

I talked about this a little bit earlier but, what basis are therefore indirect cost recovery? You can use 

total direct expenses. And when you do that you're supposed to exclude what he called the sorting 

items, capital expenditures. So if you construct a building or purchase vehicles, things like that, those get 

excluded from that total direct cost based . And also, a major subcontractor agreements. So, if you have 

maybe a sub recipient or somebody that you are contracting, a large amount of your work to, you have 

to exclude those as well. There typically will allow at least $25,000 threshold on to claim indirect on. So 

you would exclude everything that $25,000 for each subcontract or some grant. There's also direct 

salaries and wages and they also allow another piece that would result in equitable distribution. I 

haven't personally seen that happen to anybody. It's usually one of these two. I see some that -- but that 

is as far as I have seen string away from one of these two bases. What is the best distribution base? It 

depends on the organization. The first thing that I will say here is that when I talk to people a lot of 

times they say I would rather do direct expenses because it shows that have a lower rate. If we look at 

the example that I have, if we do it based on total direct expenses in this organization, will have an 

indirect rate of 10%. So we have 1 million of indirect expenses and 10 million for a 10% rate. We take 

that same organization, we still have the same million of indirect expenses but now we are doing just 

salaries and wages and so we're at 5 million which gives us a 20% indirect weight. Some people prefer to 

say, you know, it looks better when I submit applications for funding and so forth to say that, hey, I 

haven't 10% indirect cost rate as opposed to 20% indirect cost rate. So that is potentially one reason 

why some people may favor expenses but I think when you look at the organization in general, I think 

it's better to look at how your funding makeup is going to affect your particular programs. So if we look 

in this example we have program A that has direct salaries of $4000, other of $1000, so total expenses 

are $5000. Then program B flipped the other way around. Most of the expenses are other and not 

salaries. So on this case it for using direct salaries, per gram A would get 100 W program B will get 200, 

which as if we're doing total direct expenses, each program will get charged $500 and where this 

becomes to be important is, let's say program B is a program that maybe we could make money on or 

maybe they are the fundraising event. Or from a profit perspective, we would rather charge those $200 

and $800 because that would maximize profit. Or if you look another way can't put -- maybe we have a 

program that limits our administrative expenses and if that happens to be program P, if they have a cap 

on an indirect cost rate or do a lot at all, and we would rather allocate that based on direct salaries so 

that way instead of looking for $500 no maybe we are looking at to her dollars in order to cover that. So 

that is kind of is to this organization when looking at this cost, is there one that is increasing or 

decreasing losses? Or increasing your ability to make money and certain areas of the program? In this 

case, either method is allowable, it is just that one is more advantageous to some programs than others 

are. So, total direct cost like I said exclude some contracts and sub awards and capital expenditures or 



what they call participant support cost, which are basically training cost for nonemployees. And so, 

here's one item that I'm going over that is within the super circular that deals with prior written 

approval. And this is something that is new. Two in 122. What is important here is that talk about that 

you can get prior approval from the agency from indirect cost or Federal awarding agency. And what is 

different is that they are now saying that the indirect cost negotiator could then now approve those 

costs that are going into your indirect cost pool. You know, before organizations might be concerned 

and say, you know, we are going to present a cost that we are not quite sure if it is allowable. We think 

it is reasonable but I don't know somebody else will think it is. So they might shy away from putting that 

into their indirect cost pool. Well now here in theory, by putting it into your indirect cost application, 

you could get it approved as part of your indirect cost application and then if someone does, and 

question it later, you could say hey, I got this approved in my indirect rate. Well that is Thursday from 

coming in and thing I want to pay for the share of it? No, not necessarily. But it certainly is better than 

what we had before where there was no approval.  

 

So you got to keep in mind, you know, what is it that you are putting into your indirect cost pool? I know 

that I see some cases or organizations taking the indirect cost rates as a way to dump places where they 

don't want to charge directly to a program so hey, let's just throw it directly into the indirect cost pool. 

You got to be aware because your auditor will be looking, your independent auditor will look at what is 

in your pool, the division of cost allocation, they are going to be looking as well as also funding sources 

and they come to monitor it. I have seen cases for funding will come into monitor and they will look at 

the indirect cost pool to see what costs are in there and if there's something that they don't like, they 

will disallow that portion of the cost to their program. So what you include in that base number, so 

when we are talking total direct expenses, or salaries, it is the total cost for all activities that fit the 

organization and their indirect cost. So it is going to include things that are not allowable to your funding 

source like undressing this. Which by the way is somewhat allowable under the super circular with prior 

approval from your funding source. Guess that is a little digression. But generally, funding axed these are 

not allowable. And in programs that do not allow for indirect charges and I see this when I look at 

indirect cost rate agreements, organizations will say, we've got a program that does not allow us to 

charge, so we are going to completely ask them from the pool and that's something you can't do either. 

So in this next part here, going to go over some people asked questions that the division of cost 

allocation put out just as far as issues that they normally see when they are using and improving indirect 

cost rate agreements. So one that they have is what is the main issue that they face? And, is one of two. 

Either the documentation submitted is not added or the proposal is not rocket file to the organization's 

financial statement. That is one thing important to do. You have to reconcile your indirect cost rate 

application and really when you are finalizing a rate, that has to reference out to your financial 

statements. Another question, what you do when the award does not provide for indirect cost rate or 

for a lower rate at a negotiated agreement? And when they come back and say that that is an 

organization decision, really, to accept the grant. And you as an agency have to determine where is that 

you will, put those funds to cover that rant that either limits or does not allow indirect costs. And really, 

it is still the same thing that applies under direct costing you you still have to allocate those costs and 

those administrative costs to all of your activities, either under direct costing. Not just under an indirect 

cost rate agreement. Our grant with HHS totaled $500,000 includes a provisional rate of 10%, our final 

rate is now 13%, will that find you additional funds? I think everybody probably knows the answer to 



that. It's going to be no. So, if you do this thing called the provision rate and we will talk about this later, 

if it comes out that your actual rate is higher than the provisional rate and you need to request more 

funds, it's going to be too late, the funding source, either the rent will most likely be spent out with too 

much time has passed and the grant has been closed and they're not going to be back you additional 

funds at that time. Can you do the indirect cost rate only for federal funds? The answer is no unless it is 

based on the organization's total cost regardless of hunting okay, so now going over the various types of 

rate, there is a provisional rate, and this is by far and away the most common rate given out by the 

Department of Health and Human Services to nonprofit. Unfortunately, as we talk about this I think it is 

full of some flaws and go into this as well but it's a temporary rate for a given period of time until you 

establish a final rate. So the provisional rate is important to budget accurately with the provisional rate. 

And the final rate, after you have that, they will issue what is called a final rate for the prior year saying, 

this is what your final rate actually ended up being answer our adjustments are made after that to get 

the rebate money back to your funding sources or request additional money from your funding sources. 

Which by the grant is done, a lot of time has gone by. There is a predetermined rate where they issue 

the race that is not subject to adjustment. So, you can either make a profit or lose money on this rate, 

depending on if it is high enough to cover your expenses. I have very rarely seen this rate issued but, it 

happens on occasion. I did season agencies that apparently got it accidentally several years ago, 

apparently they accidentally issued some predetermined rates, realized they were doing and stopped 

doing it. But, it is very rare that I see it. This is great I wish they would give every organization, is called 

the carryforward rate. And it is similar to a predetermined rate but if you come to the end of the year 

and your indirect cost pool either make sources of money, then they will adjust your rate either upwards 

or downwards in the next year to make up for that particular matter. But most often, we see that they 

issue the provisional indirect rate and the thing that is kind of odd is that the Department of Health and 

Human Services issued a guide for indirect cost rates and then courage the use of fixed rates. But that 

just don't issue that. And I did ask a negotiator one time about it and he said to me that, you know, our 

office just does not do it. However, I had one organization that provided guidance to their indirect cost 

negotiator and then they ended up getting a carryforward rate. So as of right now I'm only aware of one 

organization that managed to get one. And so we will talk here, I guess one thing I want to encourage or 

point out before we go on, if you do get a fix with carryforward rate, I think it is important to make sure 

you have some element of financial reserves. The reason being is if the rates they give you is not 

sufficient enough, are you going to be able to carry that burden until the next year when the issue you a 

higher rate? So I mean, that is something that you do want to keep in mind if you're ever seeking a fix 

with carryforward rate. It may be a bit more difficult if you don't have the financial reserves to get 

yourself through. But, when we are looking at the provisional rate, and certainly there are some 

imperfections. And the big one is really timing. You know, if we look at an organization, if you have a 

grant that ends March 31, 2014, and you are at December year-end, you know, we look at the timeline, 

the grant ends March 31, we come to our agency year-end at December 31, and then the indirect 

proposal is due six months after year-end. So, that is due June 30, 2015. And then you're going to submit 

the proposal and maybe you will receive it back by approximately September 30, 2015. So in this 

scenario, you have 18 months that have gone by since your March 31 grant closed. And realistically, is 

any funding source going to want to reopen the grant? Or is any agency going to open a grant from 18 

months ago? And get more money which is not to happen. I don't think anyone wants to deal with that 

particular paperwork burden every single year. And then you are adding the fact that this is only talking 

about one grant. If you have a lot of different grants, you know, you're going to be, and a lot of cases, 



eight, 10, 12 months out from one grant ended. So, what do I recommend people to when they have a 

provisional rate? Really, that budgeting is very critical. Because that provisional rate will fall into the final 

rate at a later date. And if the grants are close, you can't deal with necessarily refunding the money back 

or trying to get more. So, what we do is recommend when doing a provisional rate to try to get a 

sufficiently higher rate, and then adjust to the final rate during the year. The idea being that when you 

get to the end of your organizations here, you have already charge them with your final rate is going to 

be. I think there is probably above that of controversy surrounding that recommendation's ongoing to 

go into it a little bit further. The problem is that some organizations are getting provisional rates at last 

year's final rate. And if you are experiencing a decrease in funding or increase in administrative costs, 

there is no way to work around that by charging or provisional rate. So the question is, can you charge 

more than your provisional rate? And there is no document that is going to come right out and say, go 

right ahead and charge more than your provisional rate. But, there is a document that came from the [ 

Indiscernible ] CPA, and they did a question and answer for the administration of children and families 

regarding Headstart agencies. But, the point of this is when the feds come back and answer the question 

in terms of your final financial report, they say that indirect cost charged must be supported by a final 

rate. So, at least in my mind, that tells me that if my final rate is higher, I can charge a higher rate during 

the year so long as when a close at my grant and submit my indirect application, so long as the final 

approved rate supports that, I'm going to be okay. Now, that isn't necessarily a green light to be able to 

do it, but at least in my mind that tells me that this is a practice that we can do and that is to charge 

higher than our rate. And I did a session in our Atlanta conference last year. And, they had a pretty 

decent size group and I asked them, I went over this question with them, and within that room there 

was only one individual that when they went to finalize their rate, where they did not want to finalize it 

at the higher actual rate, and they did appeal it and ended up winning the case. So, I certainly think it is 

possible. One thing I would point out, though, if you are going to charge more than your provisional 

rate, I would run not by your independent auditors and because I have a particular example where I 

have an organization where they do charge more than their provisional rate, even though the amount 

that they charged was supported by the final rate, the auditors still question the cost. In their case it was 

about $300,000. And, because they charged more than the provisional rate. I would say that is an 

exception but it is something you need to be aware of if you are going to charge more than your 

provisional rate that at least are independent auditors will be okay with that. I think the funding sources 

will be okay when you explain it to them, at least I have seen that with other organizations. Once they 

explained to their state, local funding sources that we are going to finalize this and this is what the rate 

is going to be. And then they were okay with it. They do have some different indirect allocation 

methods, just going over this quickly. There is a simple but method which all of my examples I have gone 

over and everything, I have been talking about so far is on the simplified method. And realistically, this is 

going to be the rate of the organization I have dealt with, the only type of rate that they get. They do 

have a multiple and special rates that you can get if your organization has special needs or 

circumstances around it. But, they like to ski. Assemble. The negotiators like to keep it simple. So most 

likely, you're going to be dealing with a simplified rate. So, if you don't have an indirect cost rate, how 

are you going to get one? I guess assuming that they say you are going to, or if you want to just go out 

on your own and try to submit a rate anyway and see what happens. First, you know, I think you need to 

have a direct federal grant that mandates an indirect rate. Like I said at the beginning. Otherwise, likely 

the feds will not approve it. I don't know if it is impossible that they want, but at least there is a chance 

that they won't. And, with two organizations I work with I wanted to get a rate and they decided to pass 



on getting one. Because they did not want to take the time and effort to submit a rate and then not 

have it approved. So, they do not proceed with trying to get that indirect rate. But, if you do that, then 

he winds up in a proposal to the cognizant agency. And that is the federal department that provides the 

organization the most direct federal funding. And so, if that is the department of health and human 

services, then it is similar to that regional division of cost allocation for your geographic area. If you 

don't have any direct federal funding, then it is up to the agency that provides the most indirect federal 

funding. In the past, states and so forth have been hesitant to issue indirect cost rates, but I have seen at 

least in one case where a state actually came out and started mandating indirect cost rate agreements 

for their agencies. So I actually had to do one for an organization that received zero direct federal 

funding but they received all of the federal funding from the state and so the state mandated that they 

get our rate. I have seen some strange things already start to happen just because of the super circular. 

If you already have one, as I said, it's due six months after the end of your fiscal year. You can request an 

extension under extenuating circumstances. I don't know that the circumstances really happy with that 

extenuating. I have one organization I worked with who has extended there's multiple different years, 

and it was actually a really easy process to do it and he feels like by extending it, it actually has made his 

approval easier. So, maybe by the time they get to his, they are so burned out on rates that they are just 

going to rubberstamp his. I don't know if there is any truth to it but that is at least what that was. So, if 

you cement a proposal, you have to accompany it with your independently audited financial statements 

and cross reference to it. If a rate is based on future projected cost, then it must be cost reference to 

your budget. And, like I said before as well, you know, with those provisional rate, it seems like they are 

issuing it based on last year's final, so the future projected cost at least in their mind may not matter 

very much paired you can try to lobby them for a higher rate, but I can't say that they're actually going 

to award it. And then the approximate amount of direct cost based incurred under federal awards. 

Other things I wanted to cement, they wanted to cement fringe benefit information. Your bylaws, 

procedures and so forth. Also, it says is a fringe benefit rate is used, reconciling and cross reference to 

the organization's financial statements. In addition to having indirect cost rate for your administrative 

expenses, it also is possible to get an indirect cost rate for your agencies fringe benefits. And one thing I 

see as a positive , if you want that route, everyone is going to share equally essentially or relatively, I 

should say, in your organization's fringe benefits. So, maybe you have a small program where three 

people that work in an all electric family health insurance coverage. So, that program might be charged 

more in fringe benefits where maybe you have three single individuals electing coverage or maybe 

people that don't even take coverage from your agency at all. And so, this is a way to come to spread 

that out so that programs are not may be charging more or less just because of the makeup of who 

happens to work in the program and what insurance they elect. If the division will improve the indirect 

cost rate, in some cases they could request an audit. I personally haven't seen where this has happened 

but they do say that the option is out there. And, it will be approved by a formalized rate agreements 

signed by the division and the organization. When you see these approved rates, they really come back, 

at least the ones I have seen are really short, typically roughly 3 pages long or so. Just saying the type of 

rate and in other terms, regarding the actual indirect cost rate agreement. 

 

Agencies can also approve indirect cost rates with sub grantees and subcontractors. And you know, 

when I talked to one of the individuals from health and human services that approves rates, he said, I 

asked him the question, don't you think with the super circular, aren't you going to be approving more 



rates? And he said I don't think that will happen. What I see happening is that maybe more 

organizations will give indirect cost rates to their sub grantees or subcontractors but they did not see an 

increase in the number of indirect cost rates given to people with direct federal funding. And I would say 

that as of right now, at least in my experience, I have not seen any cases where for example a state 

agency with proven indirect cost rate agreement until after the super circular was released. After they 

will provide technical assistance and one thing that I guess that's well, I don't know if it surprises me but 

it does happen is whenever I have call negotiators with questions, it has actually been fairly easy for me 

to get a hold of them and I will show your website that you can go to. But, a list, you can go to all of the 

various regional offices, and a list of phone numbers for all of the negotiators that work in the office, 

and the phone numbers and it I don't know if they are direct phone numbers, Board of Supervisors, so, it 

actually is fairly easy to get a hold of those individuals, just to call them up and ask them question. They 

do have a dispute resolution process that says that they will make a unilateral determination of the rate. 

It will also advise you of your right to appeal. And, you know, then it gets a little bit further into some of 

the regulations as far as your pills rates and processes, and Micah said, I have seen some organizations 

that have gone into issues, pills and so forth with the division of cost allocation. And I have not seen any 

cases where anything has really come out negative. I mean, it has been paperwork, but typically the 

organizations I have seen have ultimately one or gotten what they wanted in the appeals process. So, 

some resources that might help you, and we do have a subscriber site, so there are some links in there. 

And, this rates.psc.gov is where you can go to find the regional offices and phone numbers and things 

like that to contact them. You can also discuss indirect cost rates with your auditor because they should 

be knowledgeable on this happening as well. And you can also go to the respective federal agency 

websites, whether it be Department of Health and human services or whatever federal agency that your 

organization is working with. Also regarding indirect cost rates and your auditors, one thing to keep in 

mind is a lot of times organizations might think, let's have our indirect preparer -- Minoans and things 

like that so they would be a good candidate for doing so. I mean, in actuality, one thing, A133 has this 

and so does the super circular now. And so if you're indirect cost pool, meaning your total 

administrative expenses by going into that will exceed $1 million, then your auditor is prohibited from 

doing in and also your auditors have to keep in mind government auditing standards. Because, and 

doesn't allow an organization or auditors to make management decisions and still be independent. So, 

your auditor will still have to make some sort of consideration as far as whether they are independent or 

not, depending on the level of activity and work that you want them to do in relation to completing an 

indirect cost rate agreement for the organization. So, just to recap a little bit on a couple of things, not 

all programs will offer indirect cost. You really need to determine what funds you used to cover those 

costs. And, all activities need to be included in your indirect cost plan. So you know, any for-profit 

activities, fundraising, whatever, that needs to count or participate in your indirect cost rate agreement. 

And as I talked about, there's an option to do a separate fringe benefit indirect cost rate agreement as 

well.  

 

Okay, so what are some of the changes from the super circular? You know, I think the one thing that has 

a lot of people talking is the concept of doing a flat 10% rate, based on 10% of modified total direct cost 

and just reiterating that modified total direct cost, that means excluding things like equipment 

expenditures, subcontracts and sub awards. So, you can get that 10% rate with no approval necessary, 

you can just select to go ahead and take that rate. You are required to disclose in your audit if you use or 



do not use that rate in the notes to your federal award schedules. So, that would be a new requirement 

in your audit for next year. And then, this is kind of where it is a little strange in terms of item no how 

they will deal with this, but it says, it must be consistently used on selected until the entity chooses to 

negotiate for a rate. So here we've got a situation where they are saying, we are not going to allow 

organizations to apply for a rate unless we have a grant that requires it. So you know, the big question 

is, what if an organization of black say 10% rate, and they say you know, this is not working for me 

anymore, I want to negotiate a rate, you know, how are they going to handle that situation? As of right 

now I do not know the answer to that. But, I think that is going to be something that they will have to 

address I think fairly certainly in the future. As far as how that is going to be dealt with. I did ask a 

negotiator that question, and at the time I asked him the question, he made it sound like they 

potentially still would not approve the rate unless there is a grand fire safety. So you know, I think we 

will need to watch in the future to see what will happen in terms of the new guidance and when that 

comes out, and that will be a Q&A type guidance in the future, and I think this is something that so 

needs to be addressed. And, this is the one thing that, you know, a major change that come you know, 

kind of made people think, oh you know, everyone should go out, everyone needs to get an indirect cost 

rate agreement. And that is where they were saying, what they're saying here in the super circular 204-

13, salaries of administrative and clerical staff should only be treated as an indirect cost NACA that 

direct charging is only appropriate if all of the following conditions are met. One is that the 

administrator for clerical circular that is integral to a project or activity, which you know, sure a financer 

wants to look at the finance staff, they are important to the project or activity, individuals involved can 

be specifically identified with the project or activity. Well, that is where it gets a little bit murky because 

you know, they are specifically identified in terms of they are writing checks, they are recording 

transactions and things like that for the organization. So I guess under that category maybe they could 

say that they are specifically identified, maybe just not the level of what they do for the particular 

program. Such costs are explicitly included in the budget or have some prior written approval under the 

federal awarding agent the and the costs are not also recovered as indirect costs, so you cannot double 

dip and direct charge and put it in your indirect cost pool. And you know, point number three, that is 

really the big issue here. And I have asked some state agencies this, and they haven't given me an 

answer on this, yet. But I said okay, so are you going to be explicitly putting this into organization's 

budget that these individuals, or whatever, that they can be direct charge? And, they are still trying to 

figure out the answer to that question themselves. And, federal agencies are also going to have to come 

up with an answer of how to deal with point number three as well. So, it is really that point number 

three on here that is really the one thing, I think we need to, you know, organizations are going to be 

getting pushed into direct cost rate agreements, and so I think it is possible that well maybe they are not 

doing them right now, maybe it is possible that they will start doing more in the future as people start 

continuing to look, and when I say people, I mean federal agency start looking more at the super 

circular, maybe they will get more on board with this, at least approving new ones, or at least potentially 

requiring indirect cost agreements. They also say that a nonfederal entity can apply for a one-time 

extension of the currently negotiated rate for up to four years. So, the idea is that they are trying to cut 

down on the number of rates that they have to approve every single year. So, like giving people a four-

year time extension, that reduces the number of applications that they have to review and approve 

every single year. So maybe that will lighten their load and they will start entertaining other ones. I don't 

know. Another thing, change as payment for unused leave when an employee retires or terminates, 

implements are allowable as indirect cost in the year of payment. So, I think the one thing that is nice 



about this particular option is maybe you haven't fully and maybe have to let them go because the grant 

ended and now the grant has ended and you want to charge that expense back to the grant. Well, if 

there is no grant, who are you going to charge two? Well, you got to charge it to your indirect cost pool. 

The radically, if you still have a grant you could charge it. I mean, this goes into a whole separate issue. 

There are organizations that accrue their leadtimes as employees earn it. In that case, you should 

theoretically have the cash on hand whereas I would say this is more for organizations on a cash basis, 

meaning that they don't charge the expense until it is paid out. Another item that they have also put in 

here that is different is in regards to workers compensation claims, unemployment, severance pay and 

so forth. They say that they are allowable in the year of payment, provided that the nonfederal entity 

follows a consistent policy in their allocated as indirect costs. And, that also creates another issue. So if 

you are paying out severance to an employee and you don't have an indirect cost rate agreement, how 

are you going to charge back out to your grants? And, I think that will be another thing that state 

agencies and federal agencies for that matter are going to have to answer and address because they will 

be in a situation where a lot of agencies are going to be coming to them and saying, you know, we want 

at least prior approval from you to incur those costs. Where as in years past, you know, people would 

not be getting that prior approval. And a couple of other things that I just wanted to go over as well. 

Back to that 10% rate, you know, that flat 10% rate, one concerned I have is that organizations will say, 

you know what? I'm going to make the decision to go with a 10% rate and my fear is that organizations, 

because some people are pretty creative, but they're going to make a decision to go with that 10% rate 

and then they might still direct charge some finance time, they might direct charge some CEO time and 

things like that. And, therefore, making a 10% rate will actually make a profit for them when in fact it 

probably would not. So, that is one thing I'm a little bit concerned about with the template is just for 

free for generally speaking, as an organization you need to be somewhere around a $20 million or more 

type of organization. And I say that because they are in an element where yes, an organization does 

increase in size or revenue, yes, you do have more administrative expenses but that increase typically 

isn't relative to the revenue growth. In other words, revenue growth is faster than the rate that the 

administrative expenses will increase. So just because we get a new grant doesn't mean we are going to 

hire a second DL. Might pay them more money, but you know, we will not necessarily double our cost as 

a result of maybe getting a large grant or something. So I typically see that an organization needs to be 

probably at least 20 million and that is good. That is based on organizations that we work with. Different 

organizations will be in a different situation depending on the requirement or level of administrative 

spending and so, it's possible that this rate might benefit some organizations if they go with a 10% rate 

and possibly could be an opportunity for them to make some funds. One way you can look at the 

organization to see if that rate will work for you is look at your report and total expenses and see if your 

admin expenses are less than 10. So with that, I think we will go onto some questions. Yes, operator, you 

can start the questioning and while we are waiting for those questions, we have a question in the chat 

box. The operator, if you could give the directions. Thank you, David and question and answer session. If 

you have a question, press*one. If you want to be removed from the queue, please press the #. There 

will be a delay. If you're using a speakerphone, pick up the handset before pressing the numbers. Once 

again, if you have a question, please press star than one. 

 



What we are waiting from the first question we have a question from Carol in Wisconsin. Can you 

discuss what types of staff and cost are typically included and an indirect cost pool and how much 

flexible DN organization has in defining this?  

 

Sure. Good question. So in terms of flexibility, you know, you do have a lot of flexibility as if you some 

positions but only in terms of others. So typically, clerical staff and feel will be in the -- most likely and 

whereas things get to be watchable is HR staff. You know, you can elect to allocate your HR based on the 

number of them 40s or something instead of putting them in the indirect cost tool. IT would be another 

thing that you could put into the indirect cost pool. Or elect to direct charge them based on the number 

of computers. And where the question is a lot easier to answer is if you are actually submitting an 

indirect cost rate agreement because you just put that in your proposal, you would include who is going 

to be in their, so you would just exclude your HR or your others, IT staff, for example. Or, he might just 

say they are 50% indirect or something like that and do the same thing, really for like a CEO if you 

wanted to, depending on their specific duties is, there are some there. Where is maybe a little bit more 

difficult to determine is if you get a 10% rate. Because it is not reviewed and approved by anybody. So 

you can make a unilateral determination but then there is potential the risk that someone could 

question. Thanks, Carl. Operator, do you have questions if you question is, is as in the queue? enough 

this time we have no questions. If you -- 

 

Baby people should think about whether that cost allocation is taking new indications with most of the 

agencies on the phone don't have a right right now. And, you were saying that even if they did not taken 

now, they might be taking it later, depending on how this -- does that actually works to implement the 

super circular. I think that would be helpful to clarify.  

 

Exactly. And I think as we all do with funding agencies and regulations and things do change fairly 

frequently and so even though they are not accepting them now, as this is -- we either mandate that 

people get the indirect cost rate or at a minimum improving them when organizations amidst them or 

possibly just encouraging it. Like as an example, I have heard some of the organizations have started 

dialers and there have been rumblings that Headstart is encouraging people to get an indirect cost rate 

agreement. So, it may be possible that at some point in time, they might actually implement that as a 

regulation and the same thing could happen for any organization where the funding sources might 

decide to implement that into their regulations, they say, okay, we are going to start requiring indirect 

cost rate agreements. So it certainly is possible that it could start to happen. The other thing that could 

happen in your organization is if you do have any of the organizations have subcontracts with other sub 

recipients, it is possible that a sub recipient could walk up to you and say, you know what? We want to 

do an indirect cost rate agreement. And what are you going to tell them? Can a nonprofit agency give 

other nonprofits and indirect cost rate?  

 

The answer is yes. I have only seen it happen, three -- greaser pursuant to or in one case, where 

somebody gave an indirect cost rate. I think that people are hesitant and scared to because, you know, 



the fear of what if I did something wrong, what if somebody comes in and questioned it, that type of 

thing. But yes, they can. 

 

Okay, well I don't know what to say about that. All of these agencies are recipients of hours, actually, 

and they have to pass through federal dollars. We have a question from Sarah in Nevada. To clarify, an 

employee can be both directly and indirectly charged, for example, IT staff? Direct charge for a specific 

project and staff focused work but indirect for general network website maintenance? Mine question 

being, if an agency has an indirect rate, a position does not have to be 100% indirectly funded? 

 

Correct. Somebody does not have to be 100% indirectly funded. They can, based on their personal 

activity or this used to be a hot button issue, but based on their personal activity report and timesheets, 

or cost allocation plan I suppose for that matter, they could direct charge some portion of their time to a 

particular grant and then the remaining time then could go to the indirect cost pool depending on what 

they are doing. So, you know, you might have a case where an IT individual is maybe inputting 

programmatic record information into the system. You know, that is really a program cost that should 

be directly charged to the program versus other times where maybe they are just dealing with the 

network security or something like that which is really for the whole organizations benefit, not just a 

particular program. So in that case you could. The only other thing you cannot do, and this goes without 

saying, but if you have some a that makes $50,000 a year, you cannot charge $25,000 to the program 

and then charge the other 50,000 to the indirect cost pool. You have to split that up to $25,000 and 

$25,000. You can't double dip. 

 

There is a follow-up question from Sarah. I'm unclear then, with a prior commitment, WRT using the 

default 10% and making a profit to directly charge a position.  

 

Right. In that particular case an organization might say, we are going to allocate our IT staff based on the 

number of computers. And so we are going to direct charge everybody and we are not going to put 

them in the indirect cost pool which would allow, potentially, less expenses to go to the indirect cost 

pool and potentially to be able to make a profit. And the question that comes up, well, if someone is 

doing things that are, you know, legitimately direct program expenses, can we charge it there? I was a 

guest but you got to be careful because we cannot charge everything to everything directly, we are 

going to be very little in the direct cost pool so we can make a 10% brought it on our grant. 

 

Operator, we have some people typing into the chat box. Do we have anybody in the queue? 

 

At this time I see that we have no audio questions Inc. you.  

 



Okay. So, Mary from Texas said, we could not hear the speaker. So, Carl, do you think that you could just 

speak up and repeat the answer to the last question, please? 

 

Sure. The question was on as far as making the profit on indirect cost pool, right?  

 

Yes.  

 

So, the idea there is that you can't directly charge -- the incentive would be for people to directly charge 

administrative people to the grants. And, by directly charging those administrative people to the grants, 

we would reduce our expenses to the indirect cost pool. And, by doing that, then we have a potential 

that we could make a profit in the indirect cost pool if our indirect expenses are less than the revenue 

he earned from charging all of our grants 10%. And, you know, I think that there will be a potential that 

people are going to be looking out for this to make sure that people aren't doing that to unfairly make a 

profit on their grants because you typically can't make a profit on your grants.  

 

A follow-up question from Bill is doesn't the HHS handbook states that a grantee may not profit? 

 

It does state that the grantees may not profit. However, there are cases where people can profit, like in 

certain performance-based contracts and things like that. You know, it is really when you have 

performance cost reimbursement contracts, when there is not a profit. For the question is coming in and 

actually we have this question out there, is that 10% rate going to be considered a predetermined rate? 

If that is considered a predetermined rate, then the expectation there is that we can keep the leftover 

money within our indirect cost pool whereas if it is not technically considered a predetermined rate, 

then we can't, that money has to go back to the program and we can't make that money on the pool. 

 

Okay, operator, other questions in the queue? 

 

I see no questions in the queue at this time. 

 

So you know, I think in here, like in many other parts of the implementation of the super circular, there's 

a lot of questions about what is going to happen with the limitation because the federal agencies are 

clearly far behind where the OMB thought they would be at this time in terms of their directions to 

people. So you know, I think that there are a lot of questions in terms of if the super circular is triggered, 

and for the P&As in this fiscal year, how does the indirect cost rate, how does it pool, how does that 

come into play if no indirect cost rates are being approved?  



 

Yeah, and that is a question that remains to be determined as far as, you know, is there going to be 

somebody at the federal level that is going to be nudging the vision of cost allocation to say, you know, 

you need to start approving rates or nudging, you know, the final verbiage comes out, are they going to 

be starting to include it in certain policy manuals or other regulations to say, we are going to start 

mandating indirect cost rates. We just don't know if that is going to happen or not. But as of right now, I 

think there is a conflict in the super circular compared to what federal agencies actually are doing in 

terms of indirect cost rate agreements and saying that they're not going to approve them for new 

organizations. Unless they have a grant that specifically requires it. 

 

Okay. I think the other thing that is -- the other thing to point out is I remember in one point in Denise's 

presentation at our meeting in July, she mentioned that one of the things that the super circular does, 

and you may or may not be familiar with this, is that it makes all of the federal agencies do the same 

things, so it removes the issue that some agencies can limit indirect cost while others don't do that. And 

so, I'm not sure that I said that exactly correctly. But, is that something that you are familiar with?  

 

Yeah, I read the particular part in the super circular, I'd are a member specifically what paragraph it isn't 

but basically it says that other agencies may not change this and as you had said. And I guess that 

remains to be seen how that will happen in reality as far as what agencies will start to do but am I and I 

haven't seen were the manuals have been rewritten. For example one funding source that we work with 

where they have gone themselves and said, we are going to use $25,000 as a threshold for prior 

approval to purchase equipment rather than $5000. So we're curious to see when they rewrite their 

policy manual, are they going to move that number back down to $5000 when they implement the 

regulation? Or will based try to keep their $25,000? And they talk about, and don't recall, but I believe 

there is a portion where they talk about, I believe it was in one of the queue and days that I read for you 

report instances where people are not following the super circular or doing some things different from 

it. I don't know how that will pan out either but that is another option that seems to be in the question 

and answer, anyway. 

 

We have another question in the chat box from Bonnie from Pennsylvania. If one of our smaller brothers 

requires us, would we then be required to use it for everyone?  

 

Yes. So if you have a smaller funder that would require it, first of all, the funder I would say would have 

to have, in order for the federal government to entertain it, it would have to be a direct federal funding 

source and I guess before I would go ahead and actually write the application, I would go ahead and 

reach out to a cost negotiator or a supervisor on the website that I showed and explained the situation 

to them and say, hey, we have a funding source that is requiring us to get one come I just want to make 

sure that you will approve this before I invested the time to do it. But if it is a state or funding local 



source, then it might be a lot less likely that they're going to say yes versus if it is a direct federal source. 

Operator, we have no questions in the queue, correct? 

 

Yes, that is correct. 

 

Carl, I think this has been very, very helpful and has answered, given us some good information, but 

raises some other questions, alas, it seems like every conversation about the super circular seems to 

raise some level of questions for us in terms of its implementation but I think this is very helpful 

information. Is there anything that you would like to add before we close the webinar? 

 

Well, I certainly appreciate everybody signing on and giving me the opportunity to present the topic 

anyway. And, you know, certainly you can reach out to me if you do have any further questions later on, 

you know, if there is anything that anybody would like to discuss one-on-one I would be glad to. You 

know, if anybody gets into a situation where they are thinking of applying for rates and lack some 

assistance, I would be glad to help out with that as well. So, you know, definitely stay tuned to see what 

happens in terms of indirect cost rate agreements and I think when I presented this topic, for every 

question and answer, I probably create two more. And unfortunately some of those questions at this 

time cannot be answered yes. But I think it is important to know about it and beat. Oh, when something 

does happen you at least have somewhat of an idea as far as what to possibly do about it. 

 

Thanks. Thank you for the presentation and for your offer is assistance. I just want to remind people, if 

you weren't on the prior call with Denise that Polly and Denise have been talking about arranging for a 

special subscription rate for the P&A through NDRN and also our ability to access Denise, Carl and other 

staff with regard to specific questions. If you are interested in this, Polly is going to get information out 

to the network as soon as it is ready. But, you can always contact Polly in our office and she will help you 

negotiate this. So with that, I just want to thank Carl for your time and efforts in the presentation and 

think the participants and operator, we will try back to you. We are done. 

 

Thank you. 

 

Thank you, Lei jet, this concludes -- thank you, ladies and gentlemen, this concludes the teleconference. 

You may now disconnect.  

 

Actions  

 


