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Objectives of This Training

ÅUnderstand why it really matters how we account for our costs

ÅOutline various regulations defining cost principles

ÅDefine direct and indirect costs

ÅDiscuss the requirements to have a cost allocation plan and the use of the step-
down method

ÅDiscuss a variety of cost pools available for use and related allocation bases

ÅDiscuss a variety of costs that are commonly incorrectly accounted for in the 
administrative cost pool

ÅShare other pointers related to proper allocation of costs

ÅIdentify resources to be used after you leave here today
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Comparing Board Administrative Percentages

Budget Size Spread % High vs Low Spending on Services

Less than $5 million 6.41% 184% 89.8% vs. 96.2%

$5 to $15 million 7.58% 230% 86.6% vs. 94.2%

Over $15 million 6.41% 267% 85.9% vs. 92.4%
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Audit Disallowances Cost Millions
ÅȰ3# #ÌÁÉÍÅÄ 3ÏÍÅ 5ÎÁÌÌÏ×ÁÂÌÅ 2ÏÏÍ ÁÎÄ "ÏÁÒÄ #ÏÓÔÓ 5ÎÄÅÒ ÔÈÅ 
)ÎÔÅÌÌÅÃÔÕÁÌ ÁÎÄ 2ÅÌÁÔÅÄ $ÉÓÁÂÉÌÉÔÉÅÓ 7ÁÉÖÅÒȱ ɀOffice of Inspector 
General September 2012 reviewing 2007, 2008, and 2009 cost reports

ÅȰ4ÈÅ 3ÔÁÔÅ ÁÇÅÎÃÙ ÃÌÁÉÍÅÄ -ÅÄÉÃÁÉÄ ÒÅÉÍÂÕÒÓÅÍÅÎÔ ÏÆ ΓΫȟΧέάȟΩΪέ ɉΓΩȟέΨάȟΧΧΨ 
federal share) for unallowable room and board costs under the Waiver program 
ÔÈÁÔ ÔÈÅ $ÅÐÁÒÔÍÅÎÔ ÏÐÅÒÁÔÅÄȢȱ 

ÅȰ3# #ÌÁÉÍÅÄ 3ÏÍÅ 5ÎÁÌÌÏ×ÁÂÌÅ 2ÏÏÍ ÁÎÄ "ÏÁÒÄ #ÏÓÔÓ 5ÎÄÅÒ ÔÈÅ 
)ÎÔÅÌÌÅÃÔÕÁÌ ÁÎÄ 2ÅÌÁÔÅÄ $ÉÓÁÂÉÌÉÔÉÅÓ 7ÁÉÖÅÒȱ ɀOffice of Inspector 
General April 2015 reviewing 2010 cost reports

ÅȰ4ÈÅ 3ÔÁÔÅ ÁÇÅÎÃÙ ÃÌÁÉÍÅÄ -ÅÄÉÃÁÉÄ ÒÅÉÍÂÕÒÓÅÍÅÎÔ ÏÆ ΓΧȟΨίΩȟήίΩ ɉΓΧȟΦΨίȟΦΩΩ 
federal share) for unallowable room and board costs under the Waiver program 
ÔÈÁÔ ÔÈÅ $ÅÐÁÒÔÍÅÎÔ ÏÐÅÒÁÔÅÄȢȱ 
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ACTION STEP!
ÅWhy is there such a drastic variance?

ÅWhere your Agency in this range? 

ÅAre you accounting for your administrative costs 
properly?

ÅWhat we do and why we do it is very important to 
understand.

ÅYour books become our books!
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Sample Step Down Cost Allocation and 
Reconciliation
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Sample Cost Allocation Plan
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Proper Reflection of Allocated Costs in TB
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How are you performing your cost allocation?

ÅAre you using Excel spreadsheets?

ÅDoes your software complete the allocation for you?

ÅIs the cost allocation functioning properly and being updated based 
on changes in your Agency?

ÅAre you using automation to the extent possible to increase 
efficiency and accuracy?  Exporting and importing data.

ÅAre you maintaining your statistics properly?
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Regulations Over Cost Allocations

ÅSCDDSN Directive 250-05-$$ Ȱ#ÏÓÔ 0ÒÉÎÃÉÐÌÅÓ ÆÏÒ #ÏÎÔÒÁÃÔÓ ÁÎÄ 
'ÒÁÎÔÓ ×ÉÔÈ #ÏÍÍÕÎÉÔÙ 0ÒÏÖÉÄÅÒÓȱ

ÅProvider Reimbursement Manual/State Medicaid Plan

ÅTitle 2 of the Code of Federal Regulations (2 CFR), part 200

ÅGovernments, Non-profits, and Higher Education ɀpay attention to section 
you need to use

ÅAll entities ɀSubpart E ɀCost Principles 

ÅAll entities ɀParts 200.412 ɀ200.415 ɀDirect and Indirect (F&A) Costs

ÅAll entities ɀ200.416 ɀCost Allocation Plans and Indirect Cost Proposals

ÅGovernments ɀAppendices V  and VII

ÅNon-profits ɀAppendices IV and VIII
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Allocation Method to be Used

Per SCDDSN Directive 250-05-DD

ÅWhen a provider operates Medicaid-funded programs, the step-down 
allocation method must be used. Providers without Medicaid-funded 
programs may use this method if it will make a significant difference 
in allocation of indirect costs. 

ÅThe step-down method in a nutshell

ÅDetermine the order of the allocations 

ÅEach intermediate cost pool should be allocated to other benefitting pools 
whether they are another intermediate cost center or a final cost center using an 
established base

ÅOnce allocated an intermediate cost center should not receive further allocations 
from other pools later in the allocation
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SCDDSN Directive 250-05-DD

ÅThe directive requires the following:

ÅEach Provider (includes contract QPL providers) shall maintain a 
cost allocation plan in accordance with the principles stated in this 
directive. 

ÅThe plan must include adequate narratives and schedules to explain 
the methodology used to distribute shared costs.

ÅThe plan must include a detailed budget for all costs that are 
allocated.

ÅAny changes to cost allocation plans must be approved in advance 
by DDSN.
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SCDDSN Directive 275-04-DD
ÅThis is the Provider Audit Policy issued annually (note 275-06-DD does not 

contain these same requirements)

ÅIt outlines requirements of your Agency and your auditor that overlays all 
other audit requirements established that must also be followed.

Å)Ô ÓÔÁÔÅÓ Ȱ!ÌÌ $3. "ÏÁÒÄÓ ÁÒÅ ÒÅÑÕÉÒÅÄ ÔÏ ÓÕÂÍÉÔ ÃÏÓÔ ÁÌÌÏÃÁÔÉÏÎ ÐÌÁÎÓ ÔÏ 
DDSN. The Auditor should determine if the cost allocation plan submitted 
by the DSN Board is appropriate and complies with DDSN Directive 250-05-
DD. The Auditor should also review the cost allocation plan to determine 
that it has been updated for any additions or deletions to the basis used to 
allocate costs and that the current year cost allocations are materially 
ÃÏÒÒÅÃÔȢ 4ÈÅ !ÕÄÉÔÏÒ ÓÈÏÕÌÄ ÒÅÖÉÅ× ÔÈÅ $3. "ÏÁÒÄȭÓ ÃÏÓÔ ÁÌÌÏÃÁÔÉÏÎ ÐÌÁÎ ÔÏ 
determine that costs charged to the administrative and general cost center 
do not include program costs in accordance with requirements of DDSN 
Directive 250-09-$$ ÉÎ ÃÏÎÊÕÎÃÔÉÏÎ ×ÉÔÈ ÇÕÉÄÁÎÃÅ ÉÓÓÕÅÄ ÂÙ $$3.Ȣȱ
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What is the difference between direct and 
indirect costs?

ÅDirect costs are

Åcosts that are readily identifiable to a specific department or consumer

Åcosts are charged directly to a department budget/trial balance

ÅIndirect costs are 

Åcosts that are not readily identifiable to a specific operational department or 
consumer and benefit multiple departments

Åcosts are charged to a cost pool and then allocated to departments using an 
allocation method

ÅIntermediate cost centers (indirect) vs. final cost centers (direct)
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Indirect (facilities and administrative) costs

2 CFR Part 200, Section 200.56

Indirect F&A costs means those costs incurred for a common 
or joint purpose benefitting more than one cost objective, 
and not readily assignable to the cost objective specifically 
benefitted, without effort disproportionate to the results 
achieved. To facilitate equitable distribution of indirect 
expenses to the cost objectives served, it may be necessary 
to establish a number of pools of indirect F&A costs. Indirect 
F&A cost pools should be distributed to benefitted cost 
objectives on bases that will produce an equitable result in 
consideration of the relative benefits derived.
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SCDDSN Directive 250-05-DD ɀindirect cost

Because of diverse characteristics and accounting practices of provider 
organizations, it is not possible to specify the types of costs which may 
be classified as indirect costs in all situations. However, typical 
examples of indirect costs for provider organizations may include:

Åthe costs of operating and maintaining shared facilities

Ågeneral and administrative costs for executive directors, financial 
officers and shared secretarial staff, including salaries, fringe 
benefits, and support costs.
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SCDDSN Directive 250-05-DD ɀdirect costs

Any direct cost of a minor amount (this is not defined in the directive) 
may be treated as an indirect cost for reasons of practicality when the 
accounting treatment for such cost is consistently applied to all final 
cost objectives. For these minor cost areas, the accounting effort in 
charging costs directly is not commensurate to the results achieved. 
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Administration vs. Program Administration

ÅUnderstand the distinction

ÅThese are not interchangeable terms

ÅProgram Administration entails management and oversight of 
programs operated by the Agency - examples

ÅResidential directors

ÅDay program directors

ÅOperational directors

ÅQuality Assurance

ÅTraining/Staff Development

ÅSome IT Services
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Indirect Cost vs. Administrative Costs
ÅUnderstand the distinction

ÅThese are not interchangeable terms

ÅAdministrative Costs can be direct and indirect - examples

ÅAccounting

ÅBudgeting

ÅHuman Resources

ÅPayroll

ÅProcurement

ÅOversight of Organization

ÅIndirect costs can be administration, program activities, program 
administration, shared facilities, transportation, maintenance, or 
other non-admin cost pools
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ACTION STEP!
ÅDo you have a cost allocation plan developed and 
properly documented?

ÅHave you submitted a cost allocation plan?

ÅHas it been approved?

ÅHave you made changes since you last submitted?
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Example Intermediate Cost Pools

ÅAdministration

ÅInformation Technology

ÅMaintenance

ÅTransportation

ÅShared Facility

ÅResidential Management

ÅICF, CRCF, CTH Management

ÅFringe Benefits

ÅLawn Maintenance

ÅTotal Modified Total Direct Cost

ÅNumber of PCs managed

ÅWork Orders, Work Order hours, effort factor

ÅMileage

ÅFTEs or heated square footage

ÅNumber of beds, effort factor

ÅNumber of beds, effort factor

ÅSalaries

ÅEffort factor

Type of Pool Example Allocation Bases ɀothers may be more appropriate
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Determination of MTDC

ÅModified Direct Total Cost is the base to be used when allocating by 
expenses ɀcommonly used to allocate administrative costs

ÅMTDC is determined as follows:

ÅTotal full accrual basis expenses (note not using expenditures)

ÅLess contracts in excess of $25,000 (other distorting items ɀSee OMB 
implementation guide)

ÅLess pass-through funds

Å= MTDC
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What is an effort factor?
ÅIt is a factor that is derived to measure effort to determine costs to be 

allocated to a particular program.

ÅFor example, for maintenance you may use an effort factor 
comprised of a variety of components that are consistently applied to 
each department.

ÅTime Study

ÅSize of facility

Å$ÉÓÔÁÎÃÅ ÏÆ ÆÁÃÉÌÉÔÙ ÆÒÏÍ !ÇÅÎÃÙȭÓ #ÅÎÔÒÁÌ /ÆÆÉÃÅ

ÅPainted exterior vs. brick vs. siding

ÅAge of home

ÅConsumer abuse of home

ÅConsider mid-year changes
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Example Effort for Facility Allocation
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Any County DSN Board

Facility Usage Statistics - Main Administrative Office

FY 2018

Program July Aug Sept Oct Nov Dec Jan Feb March April May June Avg

Case Management 3 3 3 3 3 3 3 4 4 4 4 4 3.42      

Early Intervention 2 2 2 2 2 2 2 2 2 2 2 3 2.08      

Residential Admin 3 3 3 3 3 3 3 3 3 3 3 3 3.00      

Administration 5 5 5 5 5 5 5 5 5 5 5 4 4.92      

Staff Development 1 1 1 1 1 1 1 1 1 1 1 1 1.00      

Waiver Respite Coordinator 1 1 1 1 1 1 1 1 1 1 1 1 1.00      

Total 15 15 15 15 15 15 15 16 16 16 16 16 15.42    

FTE's



ACTION STEP!
ÅWhat cost pools are you using?

ÅHow are you distributing the costs to departments?

ÅIs it a fair method of allocation?

ÅAre you including costs in your base that you should 
not include?

ÅDo you need more pools to generate efficiencies or 
to improve accounting accuracy?
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Costs Commonly Found in Administration that Should 
not be in Administration

ÅSalaries of the following positions:

ÅMaintenance personnel

ÅQuality Assurance personnel

ÅEmployee Health Nurse 

ÅManagement of Consumer Funds accounts personnel

ÅManagement of Trust personnel

ÅFoundation or other fundraisers

ÅResidential directors

ÅDay program directors

ÅNon-dedicated clerical personnel
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Costs Commonly Found in Administration that Should 
not be in Administration (cont)

Å7ÏÒËÅÒȭÓ ÃÏÍÐÅÎÓÁÔÉÏÎ ÔÏÔÁÌ ÐÒÅÍÉÕÍ ɀallocate by salaries in each 
department in each classification

ÅCost report preparation fees 

ÅTotal GASB 45/75 or GASB 68 accrued expense ɀallocate by % salaries

ÅTort insurance total premiums ɀallocate by FTE in each category

ÅBonuses for all staff

ÅFacility costs ɀoften all charged to admin or adult day

ÅIT consultant when bill identifies specific department

ÅShared vehicles
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Costs Commonly Found in Administration that Should 
not be in Administration (cont)

ÅJanitorial services

ÅLawn maintenance services

ÅProperty insurance ɀvehicle and/or buildings

ÅFidelity bond covering consumer funds

ÅAdvertising for positions

ÅSLED checks, TB tests, physicals, and other hiring costs if practical to charge 
departments or other intermediate cost center

ÅOffice supplies not specifically for Admin staff

ÅLegal fees involving cases for other department matters

ÅRetiree health insurance premiums paid
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