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I.    PURPOSE:

The Division of Administration (DA) is responsible for properly reporting all expenditures chargeable to approved grants and contracts.  A component of those expenditures is known as indirect costs.  This policy outlines the proper procedures for reporting indirect costs.

II.   SCOPE:

Department-wide.
III.  POLICY:

Expenditures for costs incurred for a common or joint purpose benefiting more than one program/division, and not readily assignable to the program/division specifically benefited, without effort disproportionate to the results achieved, shall be classified as indirect costs.  Each program/grant, regardless of funding source(s), shall be charged its proportionate share of the indirect costs.  The DA shall be responsible for properly allocating and reporting such indirect cost expenditures. 

2 CFR Part 200 shall be used as the basis for preparing the department’s indirect cost proposal and subsequent oversight of indirect expenditures.
IV.  PROCEDURES:

A. The DA shall be responsible for preparing the proposal and negotiating the indirect cost rate with the cognizant federal agency.  For DHSS, the indirect cost proposal is filed with the U.S. Department of Health and Human Services, Division of Cost Allocation.

B. The indirect cost rate proposal shall be prepared in accordance with all applicable federal rules and regulation, and other instructions provided by the cognizant agency.

C. The DA shall apprise the division fiscal liaisons of the approved indirect cost rate.

D. Internally, costs shall be identified in the official statewide accounting system, known as SAM II, utilizing the reporting category(s) assigned to the program/grant or indirect activity, regardless of funding sources.  Cost sharing or matching expenditures shall likewise be identified utilizing the assigned reporting category(s).

E. The DA shall be responsible for ensuring the correct indirect rate is posted into the SAM II Federal Aid subsystem, and that the rates are applied correctly each month.  

F. The DA shall develop and monitor the indirect cost budget for the department.  The DA shall be responsible for ensuring sufficient appropriation authority exists to pay department operational expenditures.

V.  DEFINITIONS:

A. Direct Costs - Costs that can be identified specifically with a particular program/division or were incurred to carry out a specific function.

B. Indirect Costs - Costs incurred for a common or joint purpose benefiting more than one program/division, and not readily assignable to the program/division specifically benefited, without effort disproportionate to the results achieved.

C. Indirect Cost Rate - A device for determining the proportion of general expenses each program should bear.  It represents a ratio between total indirect costs and a direct cost base.  

D. Indirect Cost Rate Types 

a. Provisional rate - A temporary rate, agreed to in advance, based on anticipated future costs.  It is subject to retroactive adjustment at a future date after costs are known.
b. Final rate - A rate established after the costs are known.  It adjusts the provisional rate.  Underpayments resulting from application of the provisional rate are subject to availability of funds, while overpayments must be credited or returned to the federal government.
c. Fixed rate - A rate agreed to in advance, based on an estimate of future costs, but is not subsequently adjusted.  The difference between estimated and actual costs is carried forward to future years.
d. Predetermined rate - A rate agreed to in advance, based on an estimate of future costs, but is not subject to adjustment except under very unique circumstances.  It is intended to be permanent and thereby reduce the administrative burden associated with indirect cost recovery.
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