Welcome to Expense Allocations & Indirect Rates
Changes in Trends & Implementation for New ASU 2016-14

Presented by: Gelman, Rosenberg & Freedman CPAs

The program will start promptly at 11:00 AM ET

Please note: Use the “Question” panel to speak with the administrator if you experience any technical issues while

logging into GoToWebinar. For the best audio quality, please call-in by phone vs. connecting via your computer.

Call: +1 (562) 247-8321 | Access code/event number: 484-780-735



Housekeeping

General Information/Technical Questions

We strongly recommend that you connect by phone instead of your computer for the best

audio quality. Call +1 (562) 247-8321. The event number is 484-780-735.

G Please use the “Question” panel for any technical questions, or you may contact Dominic

Acosta at dacosta@grfcpa.com.

This presentation will be recorded and made available to download at

www.grfcpa.com/webinars.
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Housekeeping
CPE Credit

« Important: Three (3) CPE words will be provided during the presentation. Please write them down

— we will not provide them again via GoToWebinar or email (no exceptions).

» Please complete the electronic survey that will appear automatically at the end of the webinar.

Turn off your pop-up blocker (leaving it on could block the survey).

« Attendees seeking CPE for this presentation must complete the survey and enter all three CPE

words. You cannot claim CPE unless we receive a completed evaluation with the correct words.

« Technical questions about the survey can be addressed to Dominic Acosta at dacosta@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 Internet-based

Recommended CPE Recommended Fields of Study
1.0 CPE Credit Audit
Prerequisites Advance Preparation
None required None
Program Level Course Registration Requirements
Basic None
Refund Policy Cancellation Policy

In the event that the presentation is cancelled or rescheduled, participants will

N . ired t ticipate in thi jon. . . . .
@Yjces nequired to participate in this session be contacted immediately with details.

Complaint Resolution Policy
Gelman, Rosenberg & Freedman CPAs 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.

Disclaimer
This webinar is not intended as, and should not be taken as, financial, tax, accounting, legal, consulting or any other type of advice. Readers and users of this
webinar information are advised not to act upon this information without seeking the service of a professional accountant.
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Allocation of Functional Expenses & Indirect Rates

Functional Expense Allocation

« 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 Financials Statements (effective 2018)

* Required for Form 990

GELMAN, ROSENBERG
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Allocation of Functional Expenses & Indirect Rates

Functional Expense Allocation (continued)

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.

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants

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.

www.grfcpa.com | 8



Allocation of Functional Expenses & Indirect Rates

Salaries and benefits
Consultants and
professiocnal fees
Program events
and publications
Trawvel
Supplies
Office operations
Rent and utilities
Bad debt

TOTAL

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants

Statement of Functional Expenses

2017 2016
Supporting
Frogram Services Services
Civic Total

Health Maticnal Frogram Management Total Total
Imiclex Conferemce  Services  and General Expenses  Expenses
1685778 § 64808 3230582 % 116,638 5347220 3§ 006460
51.856 57.525 108,281 30.155 138,534 1.484 7308
3.153 138,254 142 407 302 142,704 154,318
448 33 421 13,388 13,847 44 744
258 14 272 8.230 8,502 20,744
20,702 12,837 33,538 17.103 50,842 48,028
34.000 15,238 48,234 28,652 77888 245,144
- - - - - 2,500
$276,193 § 289,705 $565898 % 214 446 $ 7B0 344 §2 707 688

www.grfcpa.com



Allocation of Functional Expenses & Indirect Rates

GELMAN, ROSENBERG

Employee salaries and benefits

Field study

Conftractors/parinerships
Program and research consultants
Cither professional fees

Travel

Qutreach activities

Meetings and conferences

Printing and production

Supplies and maternals

Postage and shipping

Furnishings, equipment and software
Rent and utilities

Depreciation and amortization

Investment fees

Interest, taxes and condo maintenance

fees
Other

Subtotal

Owerhead allocation

TOTAL

& FREEDMAN Certified Public Accountants

Supporting Services

Statement of Functional Expenses (continued)

Total
Program Management Supporting Total
Services and General Fundraising Services Expenses
 TE48554 5 695821 3 411,331 % 1,107,152 % B,756,106
244 079 - - - 244 079
367 260 - - - 367,260
366,699 10,000 3,960 13,960 380,659
29,697 284 546 57,600 342 148 71,843
556,815 21,106 T 485 28,571 585,385
21,626 16,632 - 16,632 35,258
162,033 12,602 19,213 31,815 193,848
225,256 3349 6,235 9,584 234 840
112,043 131,577 9,169 140,748 253,689
7623 3,490 3N 381 11,434
1,603 95,624 605 96,229 a7.832
3,051 334,049 16 334,065 337116
- 816,787 - 816,757 816,787
- 20607 - 29,607 20,607
- 879,841 - 879,841 279,841
4 589 486 457 1,241 487 698 492 287
9,752,228 3821488 517,156 4338 644 14,090,872
1,779,350 (1,856,924) 771574 {1,779,350) -
$ 11,531,578 § 1964564 3§ 594,730 § 2,559,294 § 14,090,872

www.grfcpa.com



Allocation of Functional Expenses & Indirect Rates

Functional Expense Allocation (continued)

Salaries

Most common basis for
allocation is the after-the-
fact determination of
actual time spent working

on programes.

GELMAN, ROSENBERG
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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.

www.grfcpa.com 11



Allocation of Functional Expenses & Indirect Rates

Changes for ASU 2016-14

Required Functional Expense Disclosures
Must present expenses by natural expense and by functional classification

Presentation options

1. Face of the Statement of Activities
2. In a separate statement — Statement of Functional Expenses

3. Disclosed in the footnotes

Can no longer be presented as supplemental schedule

Disclose methods used to allocate costs among program and support functions

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants www.grfcpa.com



Allocation of Functional Expenses & Indirect Rates

Early Adopter Example

Example 1:

Expenses are reported in the consolidated statements of
activities in categories recommended by XXXX. XXXX’s
primary program service is instruction. Expenses reported as
academic support, student services, institutional support, and
auxiliary enterprises are incurred in support of this primary
program service. Expenses that support more than one
function, interest on indebtedness, and depreciation and
amortization expense, are allocated based on the functions
benefited. Institutional support includes fundraising expenses
totaling $2,383,763 and $2,416,050 for the years ended June
30, 2017 and 2016, respectively.

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants

Example 2:

The costs of providing the various programs and other
activities have been summarized on a functional basis in the
accompanying combined statements of activities. Direct costs,
such as salaries of program related employees and utilities and
maintenance costs, are charged to the program which
originated the cost. Indirect costs, the largest of which are
payroll related costs of administrative staff, are allocated to
programs and support services based on an informal time

study of time spent on each program or support function.

www.grfcpa.com | 13



Polling Question #1



Allocation of Functional Expenses & Indirect Rates

Indirect Rates

Indirect Rates and ASU-2016-14:

» Changes in functional expense presentation may impact reporting to donors
» Greater scrutiny based on availability of information

* Reporting of expenses against donor requirements

Importance of Indirect Rates:

» Identification of costs

* Informed decision making

« Communication to donors and others

* Administrative cost recovery

» Ratable allocation to programs

GELMAN, ROSENBERG
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Allocation of Functional Expenses & Indirect Rates

Indirect Rates (continued)

Definitions
e Indirect
* Direct

* Purpose of indirect rate

What is reasonable?

» Public perception vs. reality

» Isthe rate too low? Too high?

» Presentation of the indirect rate vs. financial statement numbers

» Indirect rate policies and procedures documented?

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants www.grfcpa.com




Allocation of Functional Expenses & Indirect Rates

Indirect Rates

Foundations Foreign Governments U.S. Government

ol

Actual Rate? Direct or Indirect?

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants www.grfcpa.com | 17
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Allocation of Functional Expenses & Indirect Rates

Indirect Rates

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)

* Appendix IV

Applicability of Uniform Guidance
*  Whois covered?

«  What USG awards are covered?

GELMAN, ROSENBERG
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Allocation of Functional Expenses & Indirect Rates

Indirect Rates (continued)

CFR 200, Appendix IV — Indirect Costs Identification and Assignment, and Rate Determination

Allowability Reasonableness
Determining As with all federal
allowability of costs activities, evaluating
in both the direct the reasonableness
base and indirect of costs,
cost pool methodology and
application

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants

Consistency

Consistency is both
the treatment of
costs as well as the
application of the

indirect rate

Allocability

Evaluating the
ability and accuracy
of costs to be
allocated, and the
respective basis for

allocation

www.grfcpa.com | 20



Allocation of Functional Expenses & Indirect Rates

Indirect Rates (continued)

Types of Rates

NICRA Provisional and Final

Predetermined
Fixed rate with carryforward

De minimis or 10 percent flat rate

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants www.grfcpa.com 21



Allocation of Functional Expenses & Indirect Rates
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GELMAN, ROSENBERG
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Indirect Rates (continued)

Defining Elements of Cost

Total costs per financial statements (audit report)
Defining total direct costs

Defining total indirect costs

Selected items of cost

Allowable costs

‘ e Unallowable costs

www.grfcpa.com
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Allocation of Functional Expenses & Indirect Rates

Sample Indirect Rate Calculation

Indirect Costs Direct Cost Base
1. Total management and general expenses 1. Total program services expense
2. Adjustments 2. Total fundraising expense
*  Unallowable costs 3. Adjustments
* Reallocation of administrative costs *  Unallowable expenses

* Grants and contracts in excess of $25,000

* Reallocation of administrative costs

Total allowable indirect costs Total allowable direct costs

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants www.grfcpa.com
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Allocation of Functional Expenses & Indirect Rates

GELMAN, ROSENBERG
& FREEDMAN Certified Public Accountants

ORGANIZATION
STATEMENT OF INDIRECT RATE CALCULATION
FOR THE YEAR ENDED DECEMBER 31, 2018

INDIRECT EXPENSES

Salaries and related benefits

Professional senvices

Facilities expenses

Supplies and equipment

Travel and meetings

Other

Total general and administrative expenses per financial statements

Less: donated professional senices
Reclassification from indirect to direct

TOTAL ADJUSTED INDIRECT EXPENSES
DIRECT EXPENSES

Total program semvices expenses per financial statements
Total fundraising expenses per financial statements

Subtotal

Less: assistance awards in excess of $25,000
Reclassification to direct from indirect

TOTAL ADJUSTED DIRECT EXPENSES

INDIRECT RATE CALCULATION

Total Adjusted Indirect Expenses = 3,955,000 x100

Total Adjusted Direct Expenses 20,835,000

Sample Indirect Rate Calculation

EXHIBIT A

§ 2500000
1,000,000
500,000
125,000
75,000

15,000
4,215,000

(175.000)
(65.000)

$ 3,955,000

§ 25,000,000
1,250,000

26,250,000

(5.500,000)
85,000

§ 20,835,000

18.98%

www.grfcpa.com



Questions?

Wed like to hear from you!



Join us again

December 13, 2018| 1:00 pm — 2:00 pm
Enterprise Risk Management for Nonprofits &
Associations: Where Strategy Meets Risk (webinar)

More information and registration at www.grfcpa.com/resources/webinars.
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Get In Touch

GELMAN, ROSENBERG

4550 Montgomery Avenue,

Suite 650N, Bethesda, MD 20814

(301) 951-9090

O

0Q0

®

www.grfcpa.com
twitter.com/grfcpas
facebook.com/grfcpas

linkedin.com/company/gelman-

rosenberg-&-freedman-cpas

instagram.com/grfcpas/

Jennifer Arminger, CPA

jarminger@grfcpa.com

(301) 951-9090

Andreas A. Alexandrou, CPA

aalexandrou@grfcpa.com

(301) 951-9090



Disclaimer

This webinar is not intended as, and should not be taken as, financial, tax, accounting, legal, consulting or any other type of
advice. While we use reasonable efforts to furnish accurate and up-to-date information, we do not warrant that any
information contained in or made available in this webinar is accurate, complete, reliable, current or error-free. We assume no
liability or responsibility for any errors or omissions in the content of this webinar.

The use of the information provided in this webinar does not establish any contractual or other form of client engagement
between Gelman, Rosenberg & Freedman P.C. and the reader or user. Any U.S. federal tax advice contained in this webinar is
not intended to be used for the purpose of avoiding penalties under U.S. federal tax law. Readers and users of this webinar

information are advised not to act upon this information without seeking the service of a professional accountant.



