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Indirect Cost Plan

Data Submission Requirements

· Email an electronic format of your data to:
regina.dickson@cityofhouston.net
jimbrown@maximus.com
meredithlclonch@maximus.com
· Provide 4 copies of interdepartmental Service Agreements.

8
THINGS TO KNOW ABOUT AN 

INDIRECT COST PLAN
Overview 
Cost Allocation Plans

There are two types of cost allocation plans developed for the City of Houston:

· Full Cost Allocation Plan

The costs in the full cost plan are determined by local government policies.  It may include election costs and elected officials and appointed position cost such as the Mayor, City Council and City Secretary.

· 2 CFR 225 (OMB A-87) Plan

The costs in the 2 CFR 225 (OMB A-87) plan is determined by the cost principles of the 2 CFR, Cost Principles for State, Local, and Indian Tribal Governments (OMB A-87) Circular, which define allowable and unallowable costs.    

Cost principles are based on the organization type (i.e. college or university, state, local or Indian tribal government, nonprofit organization, profit-making organization and hospital).   
Maximus Financial Services, Inc. in conjunction with the City of Houston prepares six Cost Allocation Plans and they are as follows:

· City-wide Full Cost Allocation Plan

· City-wide 2 CFR 225 (OMB A-87)

· Houston Fire Department - Full Cost Allocation Plan

· Houston Fire Department -  2 CFR 225 (OMB A-87)

· Houston Police Department - Full Cost Allocation Plan

· Houston Police Department -  2 CFR 225 (OMB A-87)

After the completion of these Plans, the City of Houston’s indirect cost rate are derived.    

These Plans distributes administrative overhead costs to various funds for indirect services provided by central service departments.  
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The various funds are:     

· General Funds
· Municipal Courts Judicial

· Police

· Fire

· Solid Waste

· Library

· Parks and Recreation

· Health and Human Services

· Planning and Development

· Enterprise Funds
· Aviation (Houston Airport System)
· Public Works Water and Sewer 
· Convention and Entertainment Facilities
· Special Revenue Funds
· Police – Auto Dealers
· Cable Television
· Houston Emergency Center  - 911
· Houston Transtar 
· Public Works Building Inspection
· Public Works Sign and Administration
· Internal Service Funds
· Human Resources Health Benefits
· Human Resources Long Term Disability
· Revolving Funds 
· Human Resources Property and Casualty 
· Human Resources Workers Compensation
Purpose and Function Of An Indirect Cost Plan 
2 CFR 225 (A-87) Cost Principles for State, Local and Indian Tribal Governments, establishes principles for determining the allowable costs incurred by state, local and federally recognized Indian tribal governments under grants, cost reimbursement contracts, and other agreements with federal agencies (referred to as federal awards).   These principles explain which types of costs may be reimbursed under a covered federal award.  They are designed to provide that the federal government bears its fair share of direct and indirect costs for funded awards, except where restricted or prohibited by law.
A Cost Allocation Plan will allow an agency the opportunity to allocate its administrative costs fairly.  This will allow the General fund to recover costs from funds such as Enterprise Funds and Grant Funds.
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OMB A-87 Cost Plans using actual expenditures follows the guidelines outlined by the federal government through OMB Circular A-87.  This plan should be used for federal grant administrative cost recovery.
When grant regulations are not an issue, a Total Cost Plan, which uses the costs that the A-87 Plan disallows, is able to allocate all indirect costs like the private sector routinely does.  This plan is recommended whenever the goal is to fully allocate indirect costs for interfund transfers and fee calculations.
Direct and Indirect Costs 

If cost can be identified specifically with a particular cost objective, such as a grant or cooperative agreement, project, service, or other activity of an organization, it is a direct cost.  Some examples of a direct cost are:

· Salaries and Wages – Full time and Part-time

· Overtime

· Fringe benefits

· Operating Supplies
When cost has been incurred for common or joint objectives of an organization and cannot be readily identified with a particular cost objective, it is an indirect cost.  

For example, services provided to other City departments and or funds by Central Service Departments such as:  

· Personnel/Human Resource

· Legal

· Information Technology

· Payroll
Understanding An Indirect Cost Rate

An indirect cost rate is a device used to determine in a reasonable manner the proportion of indirect costs each program should bear.  It is the ratio expressed as a percentage of an organization’s indirect costs to a direct cost base.

An indirect cost rate is, generally defined as follows:

Indirect Cost Rate (%) – (indirect costs)/(direct labor costs)*100

Cost Allocation Basis

A cost allocation base should be consistent with the purpose of the cost analysis and the costs of obtaining the information are not greater than the benefits of the information.  
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A cost allocation base can be selected by using one or more of the following four principles:

· Cause-and-effect relationship.  This allocation base distributes individual costs based on the costs caused by each cost object.  For example, number of miles driven may be selected as an allocation base for allocating vehicle costs because there is a clear cause-and-effect relationship between the number of miles driven and the costs of operating a vehicle.

· Benefits received.  This allocation base distributes indirect costs based on the amount of benefits received by each cost object.  Using this principle, square footage occupied might be used as a cost allocation base to distribute building rental costs because departments that occupy more space receive more benefit from the rental of the building.

· Fairness.  This allocation base distributes indirect costs in a reasonable, equitable, and consistent way.

· Ability to bear.  This allocation base distributes indirect costs based on the relative ability of each cost object to bear the cost.  For example, the costs of a city manager’s office might be distributed to city departments based on the size of their budget, under the rationale that larger departments should absorb a larger share of the costs.
Listed below are examples of the City of Houston’s cost basis used in the development of the Plans:

Department




Allocation Basis


 
F&A Purchasing Dept.

Number of purchase orders






Number of formal contracts awarded

Building Usage Charge

Square footage occupied for City Hall,






City Hall Annex and Municipal Courts Bldg.

Finance Department 

Number of full time equivalent positions






administered.

H. R. Selection Process

Number of selections by department.

H. R. Classified Testing

Number of classified full time equivalent’s.
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