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	391 Indirect Cost Recovery


1. [bookmark: _Toc324427151]Purpose 
This section sets forth the statewide procedures topolicy provides guidance on accounting for federal or private grant and contract and grant indirect cost recoveries.
1. [bookmark: _Toc324427152]Scope 
This policy applies to all state agencies and institutionscomponent units, excluding community colleges.
1. [bookmark: _Toc324427153]Policy – Statewide Cost Allocation plan (SWCAP)Overview
2. [bookmark: _Toc324427154]Introduction
The cost ofto state agencies administering federal or private support programs consists of two basic categories – direct and indirect.  Direct costs are those that can be specifically or readily identified to a particular grant or contract.  Indirect costs (or overhead) are those incurred for a common or joint purpose benefiting more than one cost objective.
Indirect costs include both (1) the overhead costs originating in a state agency performing a grant or contract; and (2) the costs of central government services distributed through the Statewide Cost Allocation Plan (SWCAP) and not otherwise treated as direct costs.  Indirect costs should be charged to federal awards using a federally approved indirect cost proposal or predetermined approved rate, and to private contracts as dictated by that organization.


1. Indirect Costs, Other Than SWCAP 
The federal government, as well as organizations that award private grants or contracts, recognizes that the performance of these grants and contracts usually requires the expenditure of the grantees’ or contractors’ own resources and provides for reimbursement of some of these indirect costs.  




3.  Related MCA Requirements
Section 17-1-106Section 17-1-106, MCA requires: 
An agency receiving non-general funds shall, in accordance with all applicable regulations, guidelines, or grant rules governing those funds, negotiate indirect cost reimbursement amounts and methodologies so that the agency may recover indirect costs. 
An agency, except for a unit of the the university systemMontana University System (MUS), that applies for or otherwise receives funds through federal or private grants or contracts that do not allow the agency to fully recover indirect costs shall notify and must receive written approval from its approving authority prior to accepting the funds.
An agency, except for a unit of the university systemMUS, may not, as part of the grant or contract proposal or negotiation process, waive or otherwise forfeit the agency's ability to recover indirect costs that are otherwise allowable costs under the program, except for intra-agency or inter-agency grants or contracts.  For grants or contracts for which the entity providing the funds limits administrative cost reimbursements or indirect cost recoveries by regulation, policy, or guideline, statewide and agency indirect costs paid originally from the gGeneral fFund must be claimed first, other indirect costs must be claimed second, agency direct costs of administration must be claimed third, and program direct costs must be claimed last.  For grants or contracts for which there is no limit on indirect costs or administrative costs, indirect and administrative costs must be claimed first and direct program costs must be claimed last.
Each agency receiving federal funds,  and not but that does not directly charginge a grant or program for the recovery of indirect costs, shall submit an indirect cost proposal to the appropriate federal agency.  The department shall provide technical assistance to an agency on how to build an indirect cost proposal.
Except as provided for a unit of the university systemMUS, under Section 20-25-42720-25-427, MCA, indirect costs recovered by an agency to pay the agency's indirect costs under Section 17-1-10517-1-105, MCA, must be deposited as provided in Section 17-1-10517-1-105, MCA. All other indirect costs must be deposited in the fund from which the indirect costs were originally paid.
The department of transportation may not recover indirect costs from a local government for the community transportation enhancement program per Section 17-1-10617-1-106(3) MCA. 

3.  Indirect Cost Rate Proposal
Indirect costs include both (1) the overhead costs originating in a state agency performing a grant or contract; and (2) the costs of central government services distributed through the Statewide Cost Allocation Plan (SWCAP) and not otherwise treated as direct costs.  Indirect costs should be charged to federal awards via a federally approved indirect cost proposal or predetermined approved rate, and to private contracts as dictated by that organization.
An indirect cost proposal must be prepared by each state agency to claim indirect costs (for both agency and statewide allocated indirect costs) on federal or private grants or contracts.  A separate proposal is required for each fiscal year for which costs are to be claimed.  The proposal must be submitted to the applicable cognizant federal agency or private organization within six months after the close of each fiscal year, unless an extension is granted. Predetermined rates agreed to in advance, based on an estimate of future costs, are also acceptable. Department of Health, Education and Welfare publication ASMB C-10 – Cost Principles and Procedures for Establishing Cost Allocation Plans and Indirect Cost Rates for Agreements with the Federal Government– is an implementation guide for 2 CFR 225 (A-87) that describes fully the requirements for the preparation of indirect cost proposals for non-university State agencies, excluding MUS.  For universitiesMUS, OMB Circular No.2 CFR 220 ( A-21) – Cost Principles for Educational Institutions – describes the requirements; the website for information related to preparation of an indirect cost plan is:
https://rates.psc.gov/fms/dca/s&l.html
3.  Accounting for Indirect Cost Recoveries
State special revenue fund- from which the indirect costs were paid- Record receivable and revenue for indirect cost allocation
Debit                 
1306           
Due from other funds
Credit                
584XXX       
Federal indirect cost revenue    
Federal special revenue fund - Indirect costs allocated to the federal fund

Debit

628XX

Statewide indirect costs

Credit

2106B

Due to other funds






























3. [bookmark: _Toc208639208][bookmark: _Toc324427155]Statewide cost allocation plan
State agencies commonly render various support services to each other such as facilities, motor pool, personnel administration, data processing.  In some instances, these services are provided without charge to the recipient agency; in other instances, an interagency charge or billing is made.  Most costs of supporting agency services, regardless of how they are funded, or whether they are billed to departments or distributed through the Statewide Cost Allocation Plan, are eligible charges to federal programs.  However, a state that desires to charge support service costs to federal grants and contracts must first prepare a statewide cost allocation plan to allocate central services costs to the various agencies or units that they benefit.
Section 17-1-105, MCA, states, “The director of the department shall annually prepare a statewide cost allocation plan distributing service agency indirect costs among the agencies, in accordance with principles and procedures established by applicable regulations and guidelines”.
Montana’s SWCAP consists of two sections.  Section 1 costs are for services that are provided without charge to the recipient agency.  Examples of Section 1 costs are the Procurement Bureau, State Accounting Bureau, and the Office of Budget and Program Planning.   Section 2 costs are for services provided with an interagency charge or billing.  Examples of Section 2 costs are the Department of Administration’s Information Services Technology Division or Building and Grounds
Section 1 costs are negotiated by the Department of Administration on a yearly basis with a representative of the State of Montana’s federal cognizant agency, which is Health and Human Services.   
The DofA Accounting Bureau will post the approved statewide cost allocations plan, Section 1, on the Internet for access by agencies.  SWCAP costs must be incorporated into the indirect costs submitted by each state agency to the applicable cognizant federal agency, or taken into account when negotiating a request for indirect costs for a private grant.  Inter-agency and intra-agency grants are not required to charge indirect costs.
According to Section 17-1-106(2), MCA, an agency, with the exception of the university units, is required to receive written approval from its approving authority prior to accepting funds from a federal or private grant that does not allow the agency to fully recover indirect costs.  If an agency does not comply with Section 17-1-106, MCA, budget amendments will be denied by the approving authority.  
3. [bookmark: _Toc208639209][bookmark: _Toc324427156]Accounting for SWCAP
SWCAP costs will be direct-billed to agencies on a quarterly basis by the Department of Administration.  If any agency cannot pay their entire allocated share of SWCAP costs from non-General Fund sources, they must make up the difference from their management services/central services cost pool or a House Bill 2 General Fund appropriation.  The amount owed by agencies in the SWCAP allocation is reduced by a General Fund allocation based on current-year budgeted General Fund expenditures.  A spreadsheet outlining the amount owed by an agency will be distributed yearly. 
An agency required to pay cost under the statewide cost allocation plan must complete an inter-unit journal and make payments in four equal installments, due no later than October 1, January 1, March 1, and June 1 of each fiscal year, by depositing the payments in the general fund, using the following entry.

	In the paying fund

	Debit
	62888
	Statewide indirect costs

	Credit
	1104
	Cash in bank

	In the general fund

	Debit
	1104
	Cash in bank

	Credit
	5207XX
	SWCAP indirect cost recovery



[bookmark: _Toc208639210][bookmark: _Toc324427157]Accounting for agency indirect cost plans and related recoveries
4. [bookmark: _Toc208639211][bookmark: _Toc324427158] AAll State Aagencies, Excluding MUS except higher education units
When indirect costs are paid from a fund, other than a Federal Special Revenue Fund,Unless your grant agreement requires otherwise,  all reimbursements from the federal government, either for direct or indirect costs, must be deposited in the Federal Special Revenue Fund as revenue using a the appropriate revenue account tied to 59XXXX - Federal indirect cost recoveryrevenue account (unless the grant agreement requires otherwise). Additionally, iIndirect cost recoveries, with the exception of those costs recovered by the university units,  shall should be recorded in the appropriate 584XXX – Federal Indirect Cost Recovery revenue account, in the fund from which the indirect costs were originally paid (which may or may not be the related Federal State Special Revenue Fund).. 
When indirect costs are paid from a Federal Special Revenue Fund, the reimbursements from the federal government must be deposited in the Federal Special Revenue Fund using the appropriate 584XXX – Federal Indirect Cost Recovery revenue account.  
Agencies are also allowed to use indirect cost pools established in other funds.  Private grant recoveries received are deposited in the appropriate fund for that grant as revenue using the appropriate 5206XX revenue account.   
Agencies are also allowed to use indirect cost pools established in other funds.  Private grant recoveries received are deposited in the appropriate fund for that grant as revenue using a revenue account tied to 5206XX.  Any indirect cost expenditure related to that grant other than SWCAP is recorded in account 62827. Typical accounting entries SWCAP and Private grant follow:
Accounting entries for Private Grants
	State Special Fund – Receipt of private grant

	Debit   
	1104           
	Cash

	Credit               
	5XXXX       
	Grant revenue[Grab your reader’s attention with a great quote from the document or use this space to emphasize a key point. To place this text box anywhere on the page, just drag it.]
State special revenue fund- from which the indirect costs were paid- Record receivable and revenue for indirect cost allocation
Debit                 
1306           
Due from other funds
Credit                
584XXX       
Federal indirect cost revenue    
Federal Fund - Indirect costs allocated to the federal fund

Debit

628XX

Statewide indirect costs

Credit

2106B

Due to other funds

Federal Fund - Record receivable from the federal government and indirect cost revenue

Debit

1302

Due from federal government

Credit

59XXXX

Federal indirect cost revenue

Federal Fund – Receive federal reimbursement

Debit

1104

Cash in bank

Credit

1302

Due from federal government

Federal Fund – Reimburse state fund from which indirect costs were paid

Debit

2106B

Due to other funds

Credit

1104

Cash in bank (Optional)

State fund from which the indirect costs were paid – Record receipt of indirect cost reimbursement

Debit
1104
Cash in bank

Credit

1306

Due from other funds

[Grab your reader’s attention with a great quote from the document or use this space to emphasize a key point. To place this text box anywhere on the page, just drag it.]


	State special revenue – Record direct grant expenses

	Debit

	6XXXX

	Grant expense


	Credit
	1104
	Cash

	Record payable and receivables for indirect cost allocation between the state special revenue fund and the general fund. (Could be IU, ONL, SWI journals)...
State special revenue fund

	Debit                
	62XXX       
	Indirect administration cost  


	Credit    
	2106B        
	Due to other funds

	General fund           

	Debit     
	1306           
	Due from other funds

	Credit                    
	520702
	Indirect cost reimbursement

	State special revenue fund records payments to the general fund for the indirect cost allocation. The general fund records the receipt of payments from the state special revenue   (could be IU, ONL or SWI journals). 
State special revenue

	Debit                 
	2106B
	Due to other funds

	Credit                
	1104           
	Cash

	 General fund

	Debit                 
	1104          
	Cash

	Credit                
	1306          
	Due from other funds


Accounting entriesSample entries for Statewide Cost Allocationfederal grants, where indirect costs are paid from a State Special Revenue fund: 
Federal special revenue fund - Record receivable from the federal government and indirect cost revenue

Debit

1302

Due from federal government

Credit

59XXXX

Federal indirect cost revenue

Federal special revenue fund – Receive federal reimbursement

Debit

1104

Cash in bank

Credit

1302

Due from federal government



Federal special revenue fund – Reimburse state fund from which indirect costs were paid

Debit

2106B

Due to other funds

Credit

1104

Cash in bank

State special revenue fund from which the indirect costs were paid – Record receipt of indirect cost reimbursement

Debit
1104
Cash in bank

Credit

1306

Due from other funds












Sample entries for federal grants, where indirect costs are paid from a federal special revenue fund:
Federal special revenue fund - Indirect costs incurred by the federal fund

Debit

628XX

Statewide indirect costs

Credit

1104

Cash in Bank

Federal special revenue fund - Record receivable from the federal government and indirect cost revenue

Debit

1302

Due from federal government

Credit

584XXX

Federal indirect cost revenue

Federal special revenue fund – Receive federal reimbursement

Debit

1104

Cash in bank

Credit

1302

Due from federal government


Accounting for 
4. [bookmark: _Toc208639212][bookmark: _Toc324427159]HMUSigher education units
Per Section 20-25-42720-25-427, MCA, any reimbursement for indirect costs associated with a grant to or contract with the Montana university systemMUS, or any of its units, is allocated to the designated sub-fund of the current fund, as provided in Section 17-2-10217-2-102, MCA, for distribution to the unit receiving the grant or under the contract.
Non-federal indirect cost recoveries should be recorded using the appropriate a revenue object tied to revenue account 52011X - Higher education cost recoveries, revenue account..
1.  
1. 
1. Statewide Cost Allocation Plan (SWCAP)
State agencies commonly render various support services to each other such as facilities, motor pool, personnel administration, data processing.  In some instances, these services are provided without charge to the recipient agency; in other instances, an interagency charge or billing is made.  Most costs of supporting agency services, regardless of how they are funded, or whether they are billed to departments or distributed through the SWCAP, are eligible charges to federal programs.  However, a state that desires to charge support service costs to federal grants and contracts must first prepare a SWCAP to allocate central services costs to the various agencies or units that they benefit.
Section 17-1-105, MCA, states that the director of the Department of Administration (DOA) shall annually prepare a statewide cost allocation plan distributing service agency indirect costs among the agencies, in accordance with principles and procedures established by applicable regulations and guidelines.
Montana’s SWCAP consists of two sections.  Section 1 costs include services that are provided without charge to the recipient agency.  Examples of Section 1 costs are the Procurement Bureau, State Accounting Bureau (SAB), and the Office of Budget and Program Planning.   Section 2 costs are for services provided with an interagency charge or billing.  Examples of Section 2 costs are the DOA’s Information Services Technology Division or Building and Grounds Divisions.
[bookmark: _GoBack]Section 1 costs are negotiated by DOA on an annual basis with a representative of the State of Montana’s federal cognizant agency, which is Health and Human Services.   
SWCAP costs must be incorporated into the indirect costs submitted by each state agency to the applicable cognizant federal agency, or taken into account when negotiating a request for indirect costs for a private grant.  Inter-agency and intra-agency grants are not required to charge indirect costs.
According to Section 17-1-106(2), MCA, an agency, with the exception of the MUS, is required to receive written approval from its approving authority prior to accepting funds from a federal or private grant that does not allow the agency to fully recover indirect costs.  If an agency does not comply with Section 17-1-106, MCA, budget amendments will be denied by the approving authority.  
6.  Accounting for SWCAP
SWCAP costs will be direct-billed to agencies on a quarterly basis by DOA.  If any agency cannot pay their entire allocated share of SWCAP costs from non-General Fund sources, they must make up the difference from their management services/central services cost pool or a House Bill 2 General Fund appropriation.  The amount owed by agencies in the SWCAP allocation is reduced by a General Fund allocation based on current-year budgeted General Fund expenditures.  Supporting documentation outlining the amount owed by an agency will be distributed annually. 
An agency required to pay costs under the SWCAP must complete an inter-unit journal and make payments in four equal installments, due no later than October 1, January 1, March 1, and June 1 of each fiscal year.  
Agencies make the payments in the General Fund, using the following entry:
Payer fund
Debit
62888
Statewide indirect costs
Credit
1104
Cash in bank
General Fund
Debit
1104
Cash in bank
Credit
5207XX
SWCAP indirect cost recovery














391 Indirect Cost Recovery	Page 6 of 7
image1.png




