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Housekeeping 
Technical Difficulties? 

Contact Webex at 1-866-229-3239 

Event #620-911-699 / Event Password: GRF2017 

The webinar will be recorded and made available after the event 

Please use the “Chat” function for any technical questions 
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• Attendees seeking CPE for this presentation must complete and submit a short evaluation survey that 

will pop up on their screens after the webinar ends 

• Three words will be shared during the presentation; the survey will ask you for those words 

• Attendees cannot claim CPE unless we receive a completed evaluation with the correct words 

• Technical questions about the survey can be addressed to Alina Stone at astone@grfcpa.com 

• Turn off your pop-up blocker; leaving it on could block the survey 

• This presentation is available to download at www.grfcpa.com/media/728.pdf 
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Housekeeping 
CPE Credit Information 

mailto:astone@grfcpa.com
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Housekeeping 
Webinar Objectives 

Learning Objective 
To provide attendees with a better understanding of 

functional expenses and indirect rates. 

Instructional Delivery Methods 
Group Live; Internet-based 

Recommended CPE 
3.0 CPE 

Recommended Fields of Study 
Auditing 

Prerequisites 
None required 

Advance Preparation 
None 

Program Level 
Basic 

Course Registration Requirements 
None 

Refund Policy 
No fee is required to participate in this session. 

Cancellation Policy 
In the event that the presentation is cancelled or rescheduled, 

participants will be contacted immediately with details. 

Complaint Resolution Policy 
Gelman, Rosenberg & Freedman is committed to our seminar participants’ 100% satisfaction and will make every reasonable 

effort to resolve complaints as quickly as possible. Please contact kdavis@grfcpa.com with any concerns. 
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Robert W. Albrecht, CPA 
Nonprofit Audit Partner 

Our Team 
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Meet your instructors 

Jennifer Arminger, CPA 
Nonprofit Audit Partner 
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1 | Functional Expense Allocation 
 

2 | Indirect Rates: General 
 

3 | Indirect Rates: Non-federal 
 

4 | Indirect Rates: Federal 
 

5 | Sample Rate Calculation 
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Agenda 



GELMAN, ROSENBERG  

& FREEDMAN Certified Public Accountants www.grfcpa.com        | 

Allocation of Functional Expenses & Overhead/Indirect Rates 

 

• Unique to tax-exempt organizations 

• Presents costs on a programmatic and natural 

expense basis 

• Spread costs to programs & donors 

• Ratio to program efficiency 

• Required for Form 990 
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Functional Expense Allocation 
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What to Allocate: 

Your organization should clearly define which expense accounts 

(from chart of accounts) are defined as Direct Costs: Specific 

to a particular program or objective versus Indirect 

Costs: costs used by multiple activities.  Once the natural 

expense categories are defined, the organization should identify 

those indirect costs that should be allocated. 
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Allocation of Functional Expenses & Overhead/Indirect Rates 

Functional Expense Allocation 

Presentation: 

The two most common presentation methods for 

allocating expenses are either shown  above the line by 

natural expense category, or alternatively, the allocation 

can be done in one lump sum below the line, as shown 

in the examples to follow. 
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Salaries 

Most common basis for 

allocation is the after-the-

fact determination of 

actual time spent working 

on programs. 

Other Bases 

Other bases for allocation 

can include rent & square 

footage, participants served 

by program, usage, 

employees, and more. 

Actual vs. Estimates 

For those organizations 

that do not receive federal 

funding, the basis for 

allocation may be an 

estimated amount. 
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Functional Expense Allocation 

Allocation of Functional Expenses & Overhead/Indirect Rates 
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Allocation of Functional Expenses & Overhead/Indirect Rates 
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Statement of Functional Expenses  
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Allocation of Functional Expenses & Overhead/Indirect Rates 
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Statement of Functional Expenses  
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Allocation of Functional Expenses & Overhead/Indirect Rates 

12 

Indirect Rates: General 

Importance of Allocations & Indirect Rates: 

• Ability of management to identify all program costs including 

allocation of administrative costs; presents the full costs of all 

programs administered by the nonprofit entity 

• Management makes more informed decisions 

• Presentation of ratios for donors and outside readers 

• Recover donor funds for administrative costs 

• Allocate costs equally to all programs 
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Allocation of Functional Expenses & Overhead/Indirect Rates 
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Indirect Rates: General 

What is the “proper” rate for your 

organization? 

• Public perception vs. reality 

• Is the rate too low? 

• Is the rate too high? 
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Foundations Foreign Governments 

Actual Organizational Rate 

Capped Rates 
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Indirect Rates: Non-federal 

Allocation of Functional Expenses & Overhead/Indirect Rates 

More costs as direct costs? 
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Allocation of Functional Expenses & Overhead/Indirect Rates 
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Indirect Rates: Federal 

Preparation of Indirect Rates in Accordance with U.S. 

Government Standards 

• Title 2 CFR 200 Uniform Administrative Requirements, Cost 

Principles and Audit Requirements for Federal Awards 

(Uniform Guidance) 

Applicability of Uniform Guidance 

• Who is covered? 

• What USG awards are covered? 
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Allowability 

Determining allowability 

of costs in both the direct 

base and indirect cost 

pool 

Reasonableness 

As with all federal 

activities, evaluating the 

reasonableness of costs, 

methodology and 

application 

Consistency 

Consistency is both the 

treatment of costs as well 

as the application of the 

indirect rate 
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Appendix IV – Indirect Costs Identification and Assignment, and Rate 
Determination for Nonprofits 

Indirect Rates: Federal 

Allocation of Functional Expenses & Overhead/Indirect Rates 

Allocability 

Evaluating the ability and 

accuracy of costs to be 

allocated, and the 

respective basis for 

allocation 
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Allocation of Functional Expenses & Overhead/Indirect Rates 
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Indirect Rates: Federal 

Types of Rates 

NICRA (Provisional final) – Chicken and egg 
syndrome? 

De Minimis 10% (Section 
200.414) 

Predetermined Fixed 
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Simplified Method 

Where an organization’s major 

functions benefit from its indirect 

costs to approximately the same 

degree and where an organization has 

only one major function encompassing 

a number of individual projects and 

federal is a small amount. Indirect 

costs are spread over an equitable 

distribution base. 

Multiple Allocation Base 

Where an organization’s major 

functions benefit from its indirect costs 

to varying degrees. Indirect costs are 

accumulated into separate cost 

groupings and each grouping is 

allocated individually to programs by 

means of a base that best measures the 

relative benefits. 

Direct Allocation Method 

Some organizations treat all costs as 

direct costs except general 

administration and general expenses.  

Joint costs, such as depreciation, 

rental costs, operation and facilities 

are prorated individually as direct 

costs to each category and to each 

federal award using a base most 

appropriate to the cost being prorated. 
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Indirect Rates: Federal 

Allocation of Functional Expenses & Overhead/Indirect Rates 
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Allocation of Functional Expenses & Overhead/Indirect Rates 

19 

Indirect Rates: Federal 

Defining Elements of Cost 

• Total costs per financial statements (audit report) 

• Defining total direct costs 

• Defining total indirect costs 

Selected items of cost 

1. Salaries and related benefits 

2. Occupancy costs 

3. Sub-grants and sub-awards 

4. Equipment and other capital expenditures 

5. Travel costs 
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Allocation of Functional Expenses & Overhead/Indirect Rates 
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Indirect Rates: Federal 

Selected items of cost (typical unallowable costs) 

1. Advertising 

2. Bad debt expense 

3. Contingencies/provisions 

4. Donations and contributions 

5. Entertainment (alcoholic beverages) 

6. Fines and penalties 

7. Interest 
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Allocation of Functional Expenses & Overhead/Indirect Rates 
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Indirect Rates: Federal 

• Treatment of fundraising costs 

• Treatment of lobbying expenditures 

• Other adjustments 
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Allocation of Functional Expenses & Overhead/Indirect Rates 
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Sample Rate Calculation 

Direct Cost Base 

1. Total program service expense 

2. Total fundraising expense 

3. Adjustments 

1. Unallowable expenses 

2. Grants and contracts in excess of $25,000 

3. Reallocation of administrative costs 

4. Equipment and capital expenditures 

Total allowable direct costs 

Indirect Costs 

1. Total management and general expenses 

2. Adjustments 

1. Unallowable costs 

2. Lobbying expenditures 

3. Reallocation of administrative costs 

 

 

Total allowable indirect costs 
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Allocation of Functional Expenses & Overhead/Indirect Rates 
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Sample Rate Calculation 



Questions? 
We’d like to hear from you! 



4550 Montgomery Avenue,  

Suite 650N, Bethesda, MD 20814 

(301) 951-9090 

www.grfcpa.com  

twitter.com/grfcpas 

facebook.com/grfcpas 

linkedin.com/company/gelman-

rosenberg-&-freedman-cpas 

instagram.com/grfcpas/ 

Robert W. Albrecht, CPA 
ralbrecht@grfcpa.com 

(301) 951-9090 

Jennifer Arminger, CPA 
jarminger@grfcpa.com 

(301) 951-9090 

Get In Touch 
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