
Carol Kraus, CPA

Sean Berberet

Dawn Pyles 

Grant Accountability and Transparency Unit



 Centralized Indirect Cost Rate System 
updates – flowchart and reminders

 CARS demo

 ICRP development 
◦ Required documents 

◦ Allocation methodologies

◦ Distribution bases

 Most common issues regarding ICRP 
development

 References and resources 
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1. De Minimis rate of 10% MTDC

2. Federal Negotiated Indirect Cost Rate 
Agreement (NICRA)

3. “No rate” election

(Referred as the “Easy 3”)

4. State of Illinois NICRA – Indirect Cost Rate 
Proposal (ICRP) 
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 Eligible: nonprofits and local government 
divisions that have never negotiated a 
rate with the State of Illinois Centralized 
Indirect Cost Rate System or the federal 
government

 If eligible, de minimis rate may be used 
indefinitely until grantee negotiates an 
ICR
◦ Grantee can negotiate an ICR at anytime 
◦ Once a ICR is negotiated, the grantee can 

never utilize the de minimis rate again
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 Nonprofits receiving direct federal 
funding must negotiate with their federal 
cognizant agency regardless of dollar 
amount
◦ If federal agency refuses to negotiate, 

written documentation from federal agency 
required for State of Illinois to negotiate a 
State NICRA 

 Federal NICRAs must be accepted by 
state agencies subject to statutory 
requirements
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 Organizations with a current federal 
NICRA, must submit a copy to the 
centralized indirect cost rate system

 Program-specific rate letters may be 
submitted, but do not constitute an 
overall agency approved rate 
◦ Program-specific rate agreements will 
only be honored under the 
requirements in the rate letter
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 Organization chooses not to seek ANY 
indirect cost reimbursement on ANY State 
of Illinois award  

 Grantees with awards that have statutory 
indirect or administrative restrictions 
must have an approved rate to claim the 
statutory restriction amount

 GATU recommends at least electing the 
de minimis rate, if eligible
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 Grantees may be develop a ICRP in 
accordance with Uniform Guidance and 
submit centrally for approval

 Once a State of Illinois NICRA is 
approved, it may be used on all State 
awards that allow indirect cost 
reimbursement, subject to statutory 
requirements
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 Not Eligible: Grantees that receive 
direct federal funding 
◦ Must negotiate NICRA with federal 

cognizant agency, regardless of federal 
funding amount

 State of Illinois approved NICRAs 
cannot be used on direct federal 
awards 
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 ALL INDIRECT COST RATE SELECTIONS MUST 
BE MADE IN THE CENTRALIZED INDIRECT 
COST RATE SYSTEM ANNUALLY BY ALL 
GRANTEES  

 Centralized Indirect Cost Rate System is 
currently ONLY available to organizations 
that receive awards directly from a State 
agency
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 De minimis rate template no longer required 

 Organizational breakdown of all funding 
sources no longer required

 Audited Financial Statements / Single Audit 
only required for State of Illinois ICRP

 “EASY 3” elections go directly to Cognizant 
Agency for immediate acceptance 
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 Demonstration of rate election updates
◦ De minimis rate 

◦ Federal rate

◦ “No Rate”

 CARS updates for State of Illinois ICR 
proposal will be implemented in early 
November
◦ Demonstration will be provided when complete
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 What’s required for a complete Indirect Cost 
Rate Proposal (ICRP) submission to the State 
of Illinois?

◦ Chart of accounts 

◦ Organizational chart 

◦ Audited financial statements

◦ Single Audit 

 If not subject to Single Audit, provide an inventory 
of all federal, state and federal pass-through 
programs 

◦ Organizational budget, if applicable

◦ Cost policy statement 

◦ Proposal worksheet / template 
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 Financial tool that provides a complete 
description of every detailed line item in an 
accounting system

 A well designed chart of accounts can 
streamline the ICR development process 
tremendously
◦ By coding direct, shared (mixed), indirect and 

unallowable costs into a discrete and reasonable 
number sequences, the accounting system is 
transparent and easily produces indirect cost 
reports
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 Regularly review allocation of expense accounts 
including employee salaries and benefits  

 Analyze usage of space; use square footage 
percentages for expenses such as rent, utilities, and 
depreciation
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Account Number Account Name Type Description Allowability

2030 Rent Indirect Allowable

5010 Salaries Direct Allowable

5011 Salaries-Admistrative Indirect Allowable

5030 Utilities Indirect Allowable

5020 Supplies Indirect Allowable

5070 Fundraising Unallowable



‣ Provides a depiction of the various 
services/functions for each unit

‣ Determine which personnel within the units 
are classified as direct, shared (mixed) or 
indirect for the organization
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 Most current audited financials must be 
used in the ICRP development and 
submission

 Subsequent ICR proposals are required 6 
months after the organization’s fiscal year 
end (FYE)

 If Single Audit threshold is met, the 
organization has 9 months or 30 days after 
issuance (whichever is earlier) to submit a 
subsequent proposal
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 IRS 990s maybe used if audited financials 
are unavailable 

 Audited financials must reconcile to the 
ICRP worksheet

 Expenses submitted for audit by 
management should be converted to Cost 
Principle categories for ICRP development 
(e.g. Budget Narrative)
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 An organizational budget may be applicable if 
the organization had significant changes from 
its most recent audited year financials:
◦ Material increase / decrease in grant funding

◦ Material increase / decrease in other activities

 Organization is responsible to submit their 
annual budget and notify the ICRP reviewer of 
significant changes:
◦ Significant programs added/removed from prior year

◦ Consolidation of 2 or more organizations
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 Know the facts:  
◦ 2 CFR 200 Subpart E - Cost Principles 
 2 CR200.405 Allocable Costs 

◦ Appendix IV, V, VII 

 Acceptable Cost Allocation Methodologies 
for ICRP Development  
◦ Simplified Allocation Method

◦ Direct Allocation Method 

◦ Multiple Allocation Base Method 
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 Before we discuss the acceptable allocation 
methodologies for ICRPs, let’s briefly review 
how to classify a cost per Uniform Guidance.

◦ Classification of costs

Direct or Indirect 

Allowable or Unallowable 
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 Are the costs below Direct or Indirect? 

Grant Manager 

Rent

Computers

Copier 

Travel 
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 ALL costs below could be classified as Direct, Indirect 
or both. 

Grant Manager 
Rent
Computers 
Copier 
Travel

 200.412 - There is no universal rule for classifying 
costs as direct or indirect (F&A) under every 
accounting system 

 A cost may be direct with respect to some specific 
service or function, but indirect with respect to the 
Federal award or other final cost objective

(Supporting Documentation and Allocation 
Methodology)
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 Travel costs can be classified as both Direct 
and Indirect

 Determine if costs are allowable per Federal 
guidelines

1. Travel costs for mandatory training for 
Program A (Direct and Allowable)

2. Travel costs for nonprofit CEO to conduct 
fundraising activities (Direct and 
Unallowable)

3. Travel costs for organization holiday party 
(Indirect and Unallowable)

4. Travel cost for personnel manager training 
(Indirect and Allowable) 
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 Simplified Allocation Method

 Direct Allocation Method 

 Multiple Allocation Base Method 
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 When the organization's major functions 
benefit from indirect costs to 
approximately the same degree, indirect 
costs may be allocated by:

(i) separating the organization's total costs for the 
base period as either direct or indirect, and

(ii) dividing the total allowable indirect costs (net of 
applicable credits) by an equitable distribution 
base
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‣ The simplified method generally results in a 
higher indirect rate vs. the direct method
‣ This is because General and Administrative indirect costs are 

grouped together with jointly shared indirect costs

 Unallowable costs must be excluded while 
unallowable activities (e.g., fundraising) must 
be allocated their share of the organization’s 
indirect costs [2 CFR 200.413(f)]
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 Some nonprofits treat all costs as direct 
except general administration and 
general expenses

 It’s common for these organizations to 
separate costs into 3 basic categories:

(i) General administration and general 
expenses, 

(ii) Fundraising, and 

(iii) Other direct functions (e.g., projects 
performed under federal awards)
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 Joint costs such as depreciation, rental 
costs, facilities operation and 
maintenance, phone expenses are 
prorated individually as direct costs to 
each category and to each grant award 
and activity

 Use a base most appropriate to the 
particular cost being prorated
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 Square footage is an acceptable allocation 
method to prorate a cost directly to a 
program for the space used
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 Square Footage is an acceptable 
allocation method to prorate a cost 
directly to a program for utilities charges 
in the rental space used
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 Square Footage is an acceptable allocation 
method to prorate a cost directly to a 
program for janitorial services and utilities
charges in the rental space used
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 Besides square footage, Full Time Equivalents 
(FTE) is another acceptable and widely used 
allocation methodology for prorating or direct 
charging certain expenses
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Expense FTE –Direct (4) FTE- Indirect (2)

Cell Phones 4/6 = 67% 2/6=33%

$600 mo. $402 $198

IT Support 

$950 mo. $637 $313



 Direct Allocation Method is recommended 
to maximize direct cost recovery 
associated with a program

 Most widely used allocation methodology

 IMPORTANT: Any method of allocation can 
be used if it results in an equitable and 
reasonable distribution of costs. 
◦ The organization must support the rationale and 

documentation for the selected method of 
allocating indirect costs
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 If an organization's indirect costs benefit major 
functions in varying degrees, indirect costs must be 
accumulated into separate cost groupings

 These groupings are classified within the two broad 
categories: “Facilities” and “Administration”

 If the organization receives more than $10 million 
in annual, direct federal funding,  Facilities and 
Administration breakdown is required
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 Simplified Allocation Method

 Direct Allocation Method 

 Multiple Allocation Base Method 

 Acceptable allocation methodologies for 
grantees within:
◦ Organizational day-to-day operations 

◦ Cost Policy Statement (CPS) and ICRP 
development

◦ Indirect recovery on State of Illinois awards with 
approved Indirect Cost Rate 
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 The Cost Policy Statement is a description 
of the organization’s accounting practices, 
policies, and procedures for allocating 
direct and indirect costs

 A CPS is required documentation for the 
ICRP submission 

 CPS must be signed by an authorized 
representative 
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 The CPS is the most VITAL component of 
an ICRP that generates an approved ICRA 
between the grantee and the State of 
Illinois

 The CPS provides clarity and assurance re: 
accounting and allocation practices used 
to develop a rate 

 The CPS ULTIMATELY dictates how the 
grantee MUST use the approved indirect 
cost rate
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 The CPS describes your organization’s 
accounting practices and allocation 
procedures for each direct and indirect 
expense charged to a program

 DO NOT copy examples of CPS that do not 
apply to your organization 

 DO NOT copy policies and procedures that 
your organization does not practice 
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 The following model CPS is intended as 
guidance for organizations seeking indirect 
cost reimbursement under state and federal 
awards

 The model assumes the organization uses 
the direct allocation basis of charging costs

https://www.illinois.gov/sites/GATA/Document
s/Resource%20Library/DOL%20DCD-2-CFR-
Guide-Apr2016.pdf
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https://www.illinois.gov/sites/GATA/Documents/Resource Library/DOL DCD-2-CFR-Guide-Apr2016.pdf


 Your organization’s CPS should correspond 
exactly to costs presented in your proposal 
worksheet

◦ CPS did not reference “Legal Fees” but the 
organization incurred legal fees

◦ Organization’s ICRP included “Legal Fees”

 This is incorrect.  CPS and ICRP must 
consistently present costs.

45



Cost Policy Statement (CPS)

ICRP Worksheet or Template

Audited Financial Statements 
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 This required document allows the 
grantee to represent actual costs 
identified within their CPS to be reconciled 
to supporting audited financial statements

◦ Any worksheet format may be used provided 
the level of detail and supporting information 
is present 

◦ State of Illinois recommends Excel worksheet 
developed by the Centralized ICR unit 
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 State of Illinois excel template is the primary 
ICRP worksheet for reconciliation
◦ Provided within the Centralized Indirect Cost Rate 

System 

◦ Also available on the GATA website 

◦ https://www.illinois.gov/sites/GATA/Grantee/Cent
ralizedIndirectCostSystem/Pages/default.aspx
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https://www.illinois.gov/sites/GATA/Grantee/CentralizedIndirectCostSystem/Pages/default.aspx
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https://www.illinois.gov/sites/GATA/Grantee/Ce
ntralizedIndirectCostSystem/Pages/default.aspx

‣ Instructions 
‣ Allowable & Unallowable Costs 
‣ Step 1 Entity Name 
‣ Step 2 Employee Wages 
‣ Step 3 Five Highest Paid 
‣ Step 4 Fringe Benefits Rate
‣ Step 5 Cost Pool 
‣ Step 6 ICR Calculation

https://www.illinois.gov/sites/GATA/Grantee/CentralizedIndirectCostSystem/Pages/default.aspx
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 The direct cost distribution base must be 
selected by a grantee in their ICRP. 

 This base should result in an equitable 
distribution of indirect costs to all 
programs

ICR = Indirect cost pool

Distribution Base
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 State of Illinois Centralized Indirect Cost 
Rate Unit currently offers (2) distribution 
base options

1. Direct Salaries & Wages plus Fringe 
Benefits

(S & W +F) 

2. Modified Total Direct Costs 

(MTDC) 
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 If the organization uses Direct Salaries & 
Wages including Fringe Benefits, the rate 
calculates as follows: 

Indirect costs = $382,200    = 29.1%   

Base (Direct S&W+F) = $1,313,562 

 If the organization uses Modified Total Direct 
Costs (MTDC), the rate calculates as follows:  

Indirect costs = $382,200        = 17.6%  

Base (MTDC) = $2,175,528 

54



 Because most grant receiving organizations 
are labor intensive, a distribution base of 
Salaries and Wages plus Fringe Benefits 
(S&W+F) is often recommended to distribute 
indirect costs equitably to all activities

 S&W+F is also the easiest distribution base 
to calculate when applying an ICR to a 
financial reporting document 
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1. CPS is not representative of the organization’s 
procedures.  Allocation methods are incomplete 
or do not provide sufficient rationale.  

◦ Example: How does your organization accurately account 
for Direct and Indirect salaries? If a combination, how is 
that separation determined and recorded? 

2. ICRP proposal worksheet does not tie out to 
audited financial statements. 

◦ Example: Failing to accurately allocate the salary of an 
employee who has multiple duties in multiple categories
(e.g., 3 programs allocated at 40%, 40%, 30% = 110%)
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3. Cost groupings for expenses are 
unreasonable and contain too many other 
costs. 

◦ Example: Operating expenses of $2M include fringe 
benefits, office furniture, travel and depreciation.  
Each of these expenses should be separate from 
“operating expenses” and allocated separately 

4. Allocating little or no expenses to 
fundraising
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 https://rates.psc.gov/ HHS Cost Allocation 
Services

 https://www.dol.gov/oasam/boc/DCD-2-
CFR-Guid.pdf Dept. Of Labor Guide to Indirect 
Cost Rate Determination

 https://www.illinois.gov/sites/GATA/Grantee/
Pages/default.aspx GATA Website 

 https://www.illinois.gov/sites/GATA/Grantee/
CentralizedIndirectCostSystem/Pages/default.
aspx State of Illinois ICRP Template/ 
Worksheet 
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Questions?

Carol Kraus
Carol.Kraus@illinois.gov

Sean Berberet
Sean.Berberet@illinois.gov

Dawn Pyles
Dawn.Pyles@illinois.gov
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