Financial Policy 3.2

Attachment A
Effective Date 7-1-16
DHSS Requirements for Administrative Cost Principles for Federal Expenditures


A.
Financial Management

1. All federal funds received and expended must be identified with the federal program under which they were received.  The Department of Health and Senior Services (DHSS) utilizes the SAM II federal aid subsystem for this purpose.
2. Pursuant to 2 CFR 200.305, payments of federal funds are governed by the Treasury-State CMIA agreements and default procedures at 31 CFR 205 “Rules and Procedures for Efficient Federal-State Funds Transfers” and TFM 4A-2000 “Overall Disbursing Rules for All Federal Agencies”.
3. The department internal control plan is submitted each year to the Office of Administration, Division of Accounting.

B.
Allowable Costs
1. Pursuant to the General Provisions in 2 CFR 200 Subpart E Cost Principles, costs charged to federal awards will meet the general criteria of reasonableness, consistency, and conform to any limitations as to types or amounts of cost items.  

2.
Costs used as match or cost sharing for federal awards will not be used for any other federal program in current or prior periods.

C.
Indirect Costs
1. The indirect cost rate allowable to a contractor must comply with 2 CFR 200.414.
2. If the contractor is a state or local government and receives $35 million in direct federal funding, they must obtain a federally negotiated indirect rate from their cognizant agency.  Without a negotiated rate, indirect costs are not permitted.
3. A contract funded by a federal award and the contractor has an approved federally negotiated indirect cost rate:
a. The contractor is entitled to charge their negotiated indirect cost rate.
b. In lieu of using their federally negotiated indirect cost rate, the contractor may opt to accept an indirect cost rate up to 10% of the modified total direct costs or the contractor may waive charging indirect costs.  The alternative method cannot result in more indirect earnings for the contractor than their negotiated rate
4. A contract funded by a federal award and the contractor does not have a federally negotiated indirect cost rate:
a. The contractor is entitled to a de minimis indirect cost rate of 10% of the modified total direct costs. 
b. In lieu of using the de minimis rate of 10%, the contractor may opt to accept an indirect cost rate lower than 10% of the modified total direct costs or the contractor may waive charging indirect costs.  
5. A contract funded entirely by a non-federal award (state-funded only):
a. The indirect cost rate allowable to a contractor is at the discretion of DHSS.  The rate must not exceed 10% of modified total direct costs.  If funding from a federal award(s) is added to a state-funded only contract, the contractor is entitled to an indirect cost rate on the federal funds as defined in Section 3 or 4 above.
6. Modified total direct costs (MTDC) is defined in 2 CFR 200.68.  Costs such as equipment, capital expenditures, and subawards/subcontracts in excess of $25,000 are excluded from the calculation of direct costs billed.
a. Modified Total Direct Cost Method (MTDC) means all direct salaries and wages, applicable fringe benefits, materials and supplies, services, travel, and subawards and subcontracts up to the first $25,000 of each subaward or subcontract (regardless of the period of performance of the subawards and subcontracts under the award).  MTDC excludes equipment, capital expenditures, charges for patient care, rental costs, tuition remission, scholarships and fellowships, participant support costs, and the portion of each subaward and subcontract in excess of $25,000.  Other items may only be excluded when necessary to avoid a serious inequity in the distribution of indirect costs, and with the approval of the cognizant agency for indirect costs.
7. Restricted Indirect Rates

a. A grant’s indirect rate may be restricted by federal statute.  The following grants indirect rate is limited by federal statute but the indirect rate restrictions do not apply to subrecipient agreements based upon guidance from the federal agency:

· Food Emergency Response Network (10%)
· Maternal and Child Health Services (10%)
· Preventative Health and Health Services (10%)
b. The following grants indirect rate is limited by federal statute and the indirect rate restrictions do apply to subrecipient agreements:

· Child Care Development Fund (5%)

· Rape Prevention & Education (5%)
If a grant’s indirect rate is limited by federal statute, the grant’s restricted indirect rate is the maximum amount that is allowed.  Calculate the indirect cost based on the grant’s restricted rate using the modified total direct cost method unless federal statute specifies differently.
Always check the Notice of Grant Award to determine if there are any limitations on the indirect rate.

8. A contract may need to have two indirect cost rates if multiple grants are funding a contract and one of the grants has a restricted indirect cost rate.  In these situations, a budget must be included in the contract showing the budgeted amounts used for the restricted indirect cost rate and the budgeted amounts used for the non-restricted indirect cost rate.  The contract must include language requiring the contractor to account for and invoice by each of the budgets since different indirect cost rates will be used and the department needs this information to correctly apply the costs to the grants.
9. A contractor with a federally negotiated indirect cost rate must provide a copy of the agreement to the Division of Administration.  In the event the contractor’s approved federally negotiated rate changes, the contractor must provide the new negotiated agreement to the department at monitoring@health.mo.gov.  Agreements are posted on the intranet under Applications & Forms/Administration/Purchasing and Contracting Forms http://dhssnet/appsforms/pcforms.php. 
10. The department will recover from the contractor indirect costs found to be included both in the indirect rate and as a direct charge.
11. Attachment B or a similar document may be used to determine the appropriate amount of indirect costs to include when developing the contract budget.  If subcontracting or equipment is included in the contract budget, attachment B or a similar document must be submitted with the DH-10.
12. Attachment C is an invoicing tool to assist in the calculation of indirect for invoices and the base used for the overall indirect calculation. 
D.
To determine if an item meets the definition of equipment for calculating MTDC, use the entity’s definition of equipment.  For example, the State of Missouri’s defines equipment as items with a cost of $1,000 or more.  Therefore, any equipment with a cost of $1,000 or more is excluded from MTDC.  The federal threshold of $5,000 is used if an entity’s definition of equipment exceeds $5,000 or the entity does not have a definition for equipment.  A program may request an entity to provide their policy defining equipment.        

E. Fixed-price awards are allowable if certain criteria are met.  Refer to Attachment D for further information.
F. Prior approval of some expenditures/activities is required.  Refer to Attachment E for further information.
G. Contact your division’s fiscal liaison if you have questions.
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