
1. Apparent Violation of Florida Statute 553.80 

 
Assertion: Our financial analysis conducted by Chris Moran, CPA, indicates the City has potentially 

violated Florida Statute 553.80, which mandates that building permit fees must be reasonable and may 

only fund the cost of operating the building department. Key findings include: 

• In 2014, the Building Department generated $4,020,000 in revenue with direct costs of 
$2,688,000 (67% of revenue) 

• The Building Fund has operated with significant surpluses that appear to be improperly 

transferred to other city departments 

• The "lnterfund Service Fee" has grown dramatically from $572,000 in FY 2014 to a peak of 
$1,879,000 in FY 2020 

• The Building Fund is now operating in deficit for FY 2025 despite years of surplus collection 

 

The "lnterfund Service Fee" described above is the City's mechanism for allocating the fair share of 

centralized support services - such as finance, information technology, human resources, legal, facilities, 

and administrative support - to the operating funds that benefit from those services, including the 

Building Fund. In full compliance with Florida Statutory Law, this allocation is determined using a 

standardized full-cost allocation model that is consistent with Generally Accepted Accounting Principles, is 

supported by Government Finance Officers Association (GFOA) best practices, and applicable federal cost 

allocation guidelines, and the methodology is documented in the City's Budget Book and subjected to 

annual review as part of the independent financial audit. 

 
The Building Department relies on citywide systems and personnel (including payroll, budgeting, 

accounting, network infrastructure, cybersecurity, and human resources and payroll administration). It 

must be acknowledged such reliance is appropriate and consistent with the concept of "reasonable 

indirect costs" pursuant to Section 553.80(7) of the Florida Statutes for the Building Fund to apply its 

proportionate share of those utilized centralized costs of the various city-wide systems. As the City has 

invested in more robust technology, compliance, and support services over the last decade, the allocated 

lnterfund Service Fee has grown, which reflects increased actual costs of service rather than an arbitrary 

transfer of surplus. 

 
The assertion that "significant surpluses appear to be improperly transferred to other city departments" 

unequivocally mischaracterizes how cost allocation and shared services function under governmental 

accounting standards. The amounts recorded as lnterfund Service Fees are not discretionary transfers of 

surplus funds; they are legally identified to be the Building Fund's proportionate share of actual, documented 

costs incurred by central service departments in support of building code enforcement process and functions, 

consistent with the definition of "reasonable indirect costs" that is legally authorized pursuant to Florida law 

and Attorney General Opinions. 

 



The assertion that the Building Fund is operating at a deficit, despite years of surplus collections, evidently 

overlooks the revenue recognition principles established under Generally Accepted Accounting Principles 

(GAAP). GAAP requires that revenues be recognized in a manner that reflects the economic substance of the 

transactions, ensuring financial reporting accurately represents actual performance. Permit fees, classified 

as exchange revenues, are, therefore, recognized over the average duration of services associated with each 

permit type. Because many building projects span extended periods - typically between 6 and 22 months 

- it is important to identify revenue recognition aligns with the delivery of services by the City rather than the 

point at which the fees are collected. 

 

 

Attached to support response: 

 GFOA Best Practice, Indirect Cost Allocation 

 GFOA Best Practice, Measuring the Full Cost of Government Service 

 Code of Federal Regulations, Chapter 2, Part 200.416 

 Full Cost Allocation Excerpt from the FY 2024-2025 Budget Book, pages 434-441 

 Financial Services - Full Cost Allocation Audit 



Home / Materials Library / Indirect Cost Allocation 

ACCOUNTING AND FINANCIAL REPORTING 

Indirect Cost Allocation 

GFOA recommends governments allocate their indirect costs and 

address factors described in this best practice to prepare indirect cost 

allocation plans 

In addition to the direct cost of providing services, governments also incur indirect costs. Such 

indirect costs include shared administrative expenses where a department or agency incurs costs 

for support that it provides to other departments/agencies (e.g., legal, finance, human resources, 

facilities, maintenance, technology). The cost to governments to track every expense and directly 

attribute each cost to each function would exceed the benefits. Indirect cost allocation is an 

accounting function by which estimates are made to distribute indirect costs to programs or 

functions, in order to approximate their full cost. Certain important management objectives 

(measuring the cost of government services, establishing fees and charges, charging back the cost of 

internal services to departments/agencies, fully utilizing restricted funds, and requesting 

reimbursements under federal and state grants, when allowed) can be served by allocating indirect 

costs. Regardless of the purpose of an indirect cost allocation, a systematic and rational 

methodology should be used. 

GFOA recommends governments allocate their indirect costs. There are a number of issues a 

government needs to address in connection with indirect cost allocation. Because of the varied 

reasons for which indirect cost allocations are performed, a one-size-fits-all approach typically is 

not possible. Therefore, the GFOA recommends that governments address the following when 

planning the preparation of indirect cost allocation plans: 
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1. Who should perform the allocation? An indirect cost allocation can be performed either by the 

government’s own staff or by an external party. Specific factors that should be addressed in 

choosing between the two include: 

In certain political environments, a government’s constituents may be more accepting of an 

externally prepared cost allocation; 

The optimal choice may depend on the purpose of the cost allocation (for example, departmental 

chargebacks vs. grant reimbursement); and 

Regardless of who prepares the cost allocation, management needs to be involved in the process 

and knowledgeable about the methodology used. 

2. What factors need to be addressed if an external party is selected to perform the allocation? If an 

external party is engaged to perform a cost allocation, the government should address the following: 

The need for independence may prevent the financial statement auditor from serving in this role; 

The selected preparer should have knowledge and experience that is specifically relevant to the 

purpose for which the cost allocation will be used; 

The government should obtain ownership of the final work product; 

The government’s staff should obtain at least a basic understanding of the process used to 

prepare the cost allocation; 

For cost allocations that will be used for claiming indirect costs for grants, the contract for 

services with the preparer should state whether the preparer will assist in negotiating with a 

grant provider, if necessary, and which party (the government or the preparer) would be 

responsible for any indirect costs that are ultimately disallowed; and 

The government is responsible for having a system in place that ensures that data are 

appropriately classified in the accounting system. 

3. How often should a cost allocation be performed? An indirect cost allocation should be evaluated 

annually to ensure that factors that can have a significant effect on the allocation (e.g. changes to 

cost centers, involvement of new funds). The basis and methodology for the cost allocation should 

be reviewed regularly to ensure the allocation is fair, consistent, reasonable and rational, based on 

the following:
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Complexity of the calculation; 

Changes in grant requirements; 

Purpose for which the allocation is to be used[1]; 

Implementation of a new enterprise resource planning (ERP) system; 

A significant change in economic factors affecting cost basis (e.g. inflation); 

A change in the government’s administration; or 

A structural change in the government. 

4. What factors need to be addressed if a cost allocation is to be performed by the government’s own 

staff? If in indirect cost allocation is to be performed by the government’s own staff, a team approach 

normally is preferable. That team should consist of stakeholders from the government’s 

departments/agencies and should have a designated team leader to make decisions when there are 

differing positions on the team and it is not possible to reach consensus. In addition: 

The internal staff that works on the project should have knowledge and experience that is 

specifically relevant to the purpose for which the indirect cost allocation will be used. 

Likewise, it is important that internal staff be aware of all applicable laws and regulations 

if the cost allocation is to be used as the basis for requesting reimbursement under an 

intergovernmental grant; 

The government should develop an educational process to ensure that the staff involved 

remain knowledgeable; 

Agencies/departments of the government should be responsible for using classifications which, 

to the greatest extent possible, identify direct costs, to maximize the amount recovered from 

grant providers, when applicable (also applicable to externally prepared cost allocations); and 

Data and the related source documentation should be captured and simultaneously to avoid 

audit problems that could otherwise arise as a result of subsequent data changes.[2] 

5. Should the government use an indirect cost allocation plan or an overhead percentage rate?  There are 

pros and cons to using either an indirect cost allocation plan or an overhead percentage rate for 

recouping indirect costs, regardless of whether cost allocations are performed by an external party 

or by the government’s own staff. Since an indirect cost allocation plan involves a greater level of
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detail and more complex calculations, a government should determine whether increased cost 

recovery from grantors and ratepayers would justify the extra effort. 

6. What are other items that governments should address when developing an indirect cost allocation? 

The methodology used in the allocation should be fair, rational, and consistently applied with few 

exceptions to that methodology. 

The basis for allocation of each indirect cost should reasonably approximate the proportional 

share of service received from the service provider.[3] 

Notes: 

1. For example, a cost allocation used to chargeback costs to governmental departments/agencies 

may need to take place more frequently. 

2. As systems are updated, the data used for the allocation can change throughout the year. For 

example, if information technology expenditures are allocated based on the number of 

computers used for various functions, the number of computers used as a base at the point in 

time of the calculation should be documented. Similarly, if an allocation is based on the number 

of full-time employees, the date of the personnel report used should be documented. 

3. For example, information technology services could be allocated by computer devices, financial 

services could be allocated by the number of transactions processed. 

This best practice was previously titled Taking Advantage of Indirect Cost Allocations. 
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Grant Management Best Practice Suite 

Best Practice: Grants Administration Best Practice: Internal Control 
for Grants 

Best Practice: SEFA Preparation All GFOA Accounting and Auditing 
Best Practices
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Home / Materials Library / Measuring the Full Cost of Government Service 

ACCOUNTING AND FINANCIAL REPORTING 

Measuring the Full Cost of 
Government Service 

Governments should calculate the full cost of the different services 

that they provide. 

Measuring the cost of government services is useful for a variety of purposes, including 

performance measurement,  comparative analysis,  grants administration,  disaster recovery cost 

documentation,  establishing government charges and fees, and  evaluating service delivery 

alternatives. The cost of these services may be different than those recorded for general purpose 

external financial reporting. Shared costs should be allocated systematically and rationally, and the 

method of allocation along with a reference to information on the methodology (calculation details, 

etc.) should be disclosed. 

GFOA recommends that governments calculate the full cost of the various internal services for 

managerial reporting purposes. 

Service Related Decisions. Cost data can be extremely useful in identifying situations where a 

government should evaluate service delivery alternatives (this would exclude situations where a 

government is obligated by law or contracted to provide services directly). Cost should not be the 

sole factor used to determine how a government will provide services. Effectiveness, efficiency, 

compliance, and other factors are critical components of any service-delivery decision. It is 

important that full cost data be used appropriately in decision making. GFOA’s best practice on 

evaluating service delivery alternatives covers such items as distinguishing avoidable costs from
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unavoidable costs, taking into account the cost of transition in service, flexibility of the agreement, 

offsetting revenues, communicating to stakeholders, and monitoring expense and performance.

Direct vs. Indirect Costs. The full cost of a service encompasses all direct and indirect costs (both 

operating and capital) related to that service. Direct costs include the salaries, wages, and benefits 

of employees while they are exclusively working on the delivery of the service, as well as the 

materials and supplies, and other associated operating costs such as utilities and rent, training, and 

travel. Likewise, they include costs that may not be fully funded in the current period such as 

compensated absences, interest expense, depreciation or a use allowance, and pensions, and other 

postemployment benefits. 

Indirect costs include shared administrative expenses within the work unit and in one or more 

support functions outside the work unit, the entity-wide indirect costs (e.g., legal, finance, human 

resources, facilities, maintenance, technology). It is important to include both types of indirect costs. 

An internal pricing system should include the following steps. (1) identify cost objectives; (2) 

develop allocation strategy; (3) define level of costing detail; (4) determine cost of service being 

allocated; and (5) decide basis and responsibility of allocation (see GFOA’s best practice on  Indirect 

Cost Allocation). Care should be taken in recognizing that some indirect costs may not be avoided by 

eliminating or reducing a particular service. 

Other Considerations. Below are general principles that should be observed when determining other 

cost decisions. 

Cause-and-effect relationship. Costs should be allocated based on usage or causal factors 

relating to costs incurred by the service provider. Care must be taken when comparing year-to-

year indirect cost allocation if the allocation methodology has intentionally changed or costs 

have changed dramatically. Significant swings in the results in total and by unit (e.g., department 

or agency) should be investigated to ensure there is legitimate reason and that no mistake or 

unintentional allocation has occurred. 

Benefit received. The basis for allocation should bear a relationship to the benefit the customer 

receives from the service. It is important to tie the allocation method to the benefit received to 

avoid pushback from the receivers of the indirect cost. 

Fairness. The method of cost allocation must be seen as fair and legitimate by the users of the 

costing system. Any fee should be charged equitably based on use and other considerations. The 

allocation method used should be as close of a proxy to the underlying cost as possible. 

Customers and internal users must understand how the costs are calculated and should have a
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role in determining how the price system will be structured. Allocating shared internal service 

costs to various government units and services must be completed in a neutral, data-driven 

manner. Often it is expedient to retain an outside entity to perform an indirect overhead 

allocation study or similar analysis for this purpose. 

Legal constraints. State or Provincial laws may place constraints on how charges are developed. 

For example, if the charge for providing a service exceeds the true cost of the service, it could be 

construed as a tax under the law. Also, federal regulations on grants may place limits on internal 

charges against grant programs. 

Communication between accounting and budgeting. It is essential that accounting and budgeting 

staff communicate to make sure that accurate figures are used when developing historical and 

projected costs; and that accurate rates are charged/allocated for service provision, when 

appropriate. It is also important to know which costs will be allocated for accounting purposes. 

Governments should calculate the indirect cost rate that will be charged to all departments and 

other funds.[1] 

Systems. In conjunction with the communication between accounting and budgeting, clear 

systems must be in place to allow for the tracking of these costs and be used for decision-

making purposes. 

Cash flow. Determining costs on a cash flow basis is also important, as this will assist the 

government in determining the relative value of proposed services on a net present value basis. 

Although return on investment is not a primary driver of determining government services 

provision, it should be a contributing factor. 

Duplicate expense reporting. Beware of double-counting in reporting when the costs from the 

supporting departments are allocated to the operating departments. 

Federal or other approvals. Some grants require that an entity’s indirect cost report is federally 

approved. The timing of those approvals should be built into the process to ensure on-time 

completion of all related tasks. 

Methods. Some entities have the option of using a de minimis indirect cost rate where eligible for 

federal grants, if they do not have a negotiated indirect cost rate. A simplified allocation method 

assumes that all entities receive the benefits of the indirect costs equally. If that is not the case, a 

multiple step allocation method should be used.
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Additional Resources

1. Allocating the indirect costs to departments within the fund that generated the indirect costs may 

be counter-productive for accounting purposes since it has no impact on the fund’s position. 

However, doing the allocation across all departments, even if the government does not actually 

charge those departments in the same fund, will assist in ensuring the government will not 

overcharge other funds for costs beyond their share. 

Note: 

This best practice was previously titled Full Cost Accounting for Government Services 
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Title 2 —Federal Financial Assistance 
Subtitle A —Office of Management and Budget Guidance for Federal Financial Assistance 
Chapter II —Office of Management and Budget Guidance 
Part 200 —Uniform Administrative Requirements, Cost Principles, and Audit Requirements for 

Federal Awards 
Subpart E —Cost Principles 
Special Considerations for States, Local Governments and Indian Tribes 

Authority: 31 U.S.C. 503; 31 U.S.C. 6101-6106; 31 U.S.C. 6307; 31 U.S.C. 7501-7507. 
Source: 89 FR 30136, Apr. 22, 2024, unless otherwise noted. 

§ 200.416 Cost allocation plans and indirect cost proposals. 

This content is from the eCFR and is authoritative but unofficial. 

(a) Awards to states, local governments, and Indian Tribes are often implemented at the level of department 
within the State, local government, or Indian Tribe. A central service cost allocation plan is established to 
allow such department to claim a portion of centralized service costs that are incurred in proportion to 
the award's activities. Examples of centralized service costs may include motor pools, computer centers, 
purchasing, and accounting. Since Federal awards are performed within the individual operating agencies, 
there needs to be a process whereby these central service costs can be identified and assigned to 
benefitted activities on a reasonable and consistent basis. The central service cost allocation plan 
establishes this process. 

(b) Individual departments typically charge Federal awards for indirect costs through an indirect cost rate. A 
separate indirect cost rate proposal for each operating department is usually necessary to claim indirect 
costs under Federal awards. Indirect costs include: 

(1) The indirect costs originating in each operating department of the State, local government, or Indian 
Tribe carrying out Federal awards; and 

(2) The costs of central governmental services distributed through the central service cost allocation 
plan and not otherwise treated as direct costs. 

(c) The requirements for developing and submitting cost allocation plans (for central service costs and public 
assistance programs) and indirect cost rate proposals are contained in appendices V, VI, and VII of this 
part.

2 CFR 200.416 (up to date as of 11/17/2025) 
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Title 2 —Federal Financial Assistance 
Subtitle A —Office of Management and Budget Guidance for Federal Financial Assistance 
Chapter II —Office of Management and Budget Guidance 
Part 200 —Uniform Administrative Requirements, Cost Principles, and Audit Requirements for 

Federal Awards 
Authority: 31 U.S.C. 503; 31 U.S.C. 6101-6106; 31 U.S.C. 6307; 31 U.S.C. 7501-7507. 
Source: 89 FR 30136, Apr. 22, 2024, unless otherwise noted. 

Appendix V to Part 200—State/Local Governmentwide Central Service Cost Allocation Plans 

A. General 

B. Definitions 

This content is from the eCFR and is authoritative but unofficial. 

1. Most governmental units provide certain services, such as motor pools, computer centers, 
purchasing, accounting, etc., to operating agencies on a centralized basis. Since federally-supported 
awards are performed within the individual operating agencies, there needs to be a process whereby 
these central service costs can be identified and assigned to benefitted activities on a reasonable 
and consistent basis. The central service cost allocation plan provides that process. All costs and 
other data used to distribute the costs included in the plan should be supported by formal 
accounting and other records that will support the propriety of the costs assigned to Federal awards. 

2. Guidelines and illustrations of central service cost allocation plans are provided in a brochure 
published by the Department of Health and Human Services entitled “A Guide for State, Local and 
Indian Tribal Governments: Cost Principles and Procedures for Developing Cost Allocation Plans and 
Indirect Cost Rates for Agreements with the Federal Government.” A copy of this brochure may be 
obtained from the HHS Cost Allocation Services or at their website. 

1. Agency or operating agency means an organizational unit or sub-division within a governmental unit 
that is responsible for the performance or administration of Federal awards or activities of the 
governmental unit. 

2. Allocated central services means central services that benefit operating agencies but are not billed to 
the agencies on a fee-for-service or similar basis. These costs are allocated to benefitted agencies 
on some reasonable basis. Examples of such services might include general accounting, personnel 
administration, purchasing, etc. 

3. Billed central services means central services that are billed to benefitted agencies or programs on 
an individual fee-for-service or similar basis. Typical examples of billed central services include 
computer services, transportation services, insurance, and fringe benefits. 

4. Cognizant agency for indirect costs is defined in § 200.1. The determination of cognizant agency for 
indirect costs for states and local governments is described in section F.1. 

5. Major local government means local government that receives more than $100 million in direct 
Federal awards subject to this Part.

Appendix V to Part 200, Title 2 (up to date as of 11/17/2025) 
State/Local Governmentwide Central Service Cost Allocation Plans Appendix V to Part 200, Title 2 (Nov. 17, 2025) 
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2 CFR Appendix-V-to-Part-200 D.1. 

C. Scope of the Central Service Cost Allocation Plans 

D. Submission Requirements 

E. Documentation Requirements for Submitted Plans 

1. General

The central service cost allocation plan will include all central service costs that will be claimed (either as 
a billed or an allocated cost) under Federal awards and will be documented as described in section E. 
omitted from the plan will not be reimbursed. 

1. Each state will submit a plan to the Department of Health and Human Services for each year in which 
it claims central service costs under Federal awards. The plan should include 

(a) a projection of the next year's allocated central service cost (based either on actual costs for 
the most recently completed year or the budget projection for the coming year), and 

(b) a reconciliation of actual allocated central service costs to the estimated costs used for either 
the most recently completed year or the year immediately preceding the most recently 
completed year. 

2. Each major local government is also required to submit a plan to its cognizant agency for indirect 
costs annually. 

3. All other local governments claiming central service costs must develop a plan in accordance with 
the requirements described in this Part and maintain the plan and related supporting documentation 
for audit. These local governments are not required to submit their plans for Federal approval unless 
they are specifically requested to do so by the cognizant agency for indirect costs. Where a local 
government only receives funds as a subrecipient, the pass-through entity will be responsible for 
monitoring the subrecipient's plan. 

4. All central service cost allocation plans will be prepared and, when required, submitted within six 
months prior to the beginning of each of the governmental unit's fiscal years in which it proposes to 
claim central service costs. Extensions may be granted by the cognizant agency for indirect costs on 
a case-by-case basis. 

The documentation requirements described in this section may be modified, expanded, or reduced by the 
cognizant agency for indirect costs on a case-by-case basis. For example, the requirements may be 
reduced for those central services which have little or no impact on Federal awards. Conversely, if a 
review of a plan indicates that certain additional information is needed, and will likely be needed in future 
years, it may be routinely requested in future plan submissions. Items marked with an asterisk (*) should 
be submitted only once; subsequent plans should merely indicate any changes since the last plan. 

All proposed plans must be accompanied by the following: an organization chart sufficiently detailed 
to show operations including the central service activities of the state/local government whether or 
not they are shown as benefitting from central service functions; a copy of the Comprehensive 
Annual Financial Report (or a copy of the Executive Budget if budgeted costs are being proposed) to 
support the allowable costs of each central service activity included in the plan; and, a certification

Appendix V to Part 200, Title 2 (up to date as of 11/17/2025)
State/Local Governmentwide Central Service Cost Allocation Plans

2 CFR Appendix-V-to-Part-200 D.4. (enhanced display) page 2 of 7



2 CFR Appendix-V-to-Part-200 E.3.a.

2. Allocated Central Services 

3. Billed Services 

(see subsection 4.) that the plan was prepared in accordance with this Part, contains only allowable 
costs, and was prepared in a manner that treated similar costs consistently among the various 
Federal awards and between Federal and non-Federal awards/activities. 

For each allocated central service*, the plan must also include the following: a brief description of 
the service, an identification of the unit rendering the service and the operating agencies receiving 
the service, the items of expense included in the cost of the service, the method used to distribute 
the cost of the service to benefitted agencies, and a summary schedule showing the allocation of 
each service to the specific benefitted agencies. If any self-insurance funds or fringe benefits costs 
are treated as allocated (rather than billed) central services, documentation discussed in 
subsections 3.b. and c. must also be included. 

a. General. The information described in this section must be provided for all billed central 
services, including internal service funds, self-insurance funds, and fringe benefit funds. 

b. Internal service funds. 

(1) For each internal service fund or similar activity with an operating budget of $5 million or 
more, the plan must include: A brief description of each service; a balance sheet for each 
fund based on individual accounts contained in the governmental unit's accounting 
system; a revenue/expenses statement, with revenues broken out by source, e.g., regular 
billings, interest earned, etc.; a listing of all non-operating transfers (as defined by GAAP) 
into and out of the fund; a description of the procedures (methodology) used to charge the 
costs of each service to users, including how billing rates are determined; a schedule of 
current rates; and, a schedule comparing total revenues (including imputed revenues) 
generated by the service to the allowable costs of the service, as determined under this 
part, with an explanation of how variances will be handled. 

(2) Revenues must consist of all revenues generated by the service, including unbilled and 
uncollected revenues. If some users were not billed for the services (or were not billed at 
the full rate for that class of users), a schedule showing the full imputed revenues 
associated with these users must be provided. Expenses must be broken out by object 
cost categories (e.g., salaries, supplies, etc.). 

c. Self-insurance funds. For each self-insurance fund, the plan must include: the fund balance 
sheet; a statement of revenue and expenses including a summary of billings and claims paid by 
agency; a listing of all non-operating transfers into and out of the fund; the type(s) of risk(s) 
covered by the fund (e.g., automobile liability, workers' compensation, etc.); an explanation of 
how the level of fund contributions are determined, including a copy of the current actuarial 
report (with the actuarial assumptions used) if the contributions are determined on an actuarial 
basis; and, a description of the procedures used to charge or allocate fund contributions to 
benefitted activities. Reserve levels in excess of claims 

(1) submitted and adjudicated but not paid,

Appendix V to Part 200, Title 2 (up to date as of 11/17/2025)
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2 CFR Appendix-V-to-Part-200 E.3.c.(2) 

4. Required Certification 

CERTIFICATE OF COST ALLOCATION PLAN 

Governmental Unit: 

Signature: 

Name of Official: 

Title: 

Date of Execution: 

F. Negotiation and Approval of Central Service Plans

(2) submitted but not adjudicated, and 

(3) incurred but not submitted must be identified and explained. 

d. Fringe benefits. For fringe benefit costs, the plan must include: a listing of fringe benefits 
provided to covered employees, and the overall annual cost of each type of benefit; current 
fringe benefit policies; and procedures used to charge or allocate the costs of the benefits to 
benefitted activities. In addition, for pension and post-retirement health insurance plans, the 
following information must be provided: the governmental unit's funding policies, e.g., 
legislative bills, trust agreements, or state-mandated contribution rules, if different from 
actuarially determined rates; the pension plan's costs accrued for the year; the amount funded, 
and date(s) of funding; a copy of the current actuarial report (including the actuarial 
assumptions); the plan trustee's report; and, a schedule from the activity showing the value of 
the interest cost associated with late funding. 

Each central service cost allocation plan will be accompanied by a certification in the following form: 

This is to certify that I have reviewed the cost allocation plan submitted herewith and to the best of 
my knowledge and belief: 

(1) All costs included in this proposal [identify date] to establish cost allocations or billings for 
[identify period covered by plan] are allowable in accordance with the requirements of this Part 
and the Federal award(s) to which they apply. Unallowable costs have been adjusted for in 
allocating costs as indicated in the cost allocation plan. 

(2) All costs included in this proposal are properly allocable to Federal awards on the basis of a 
beneficial or causal relationship between the expenses incurred and the Federal awards to 
which they are allocated in accordance with applicable requirements. Further, the same costs 
that have been treated as indirect costs have not been claimed as direct costs. Similar types of 
costs have been accounted for consistently. 

I declare that the foregoing is true and correct. 
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1. Federal Cognizant Agency for Indirect Costs Assignments for Cost Negotiation 

2. Review 

3. Agreement

In general, unless different arrangements are agreed to by the concerned Federal agencies, for 
central service cost allocation plans, the cognizant agency responsible for review and approval is the 
Federal agency with the largest dollar value of total Federal awards with a governmental unit. For 
indirect cost rates and departmental indirect cost allocation plans, the cognizant agency is the 
Federal agency with the largest dollar value of direct Federal awards with a governmental unit or 
component, as appropriate. Once designated as the cognizant agency for indirect costs, the Federal 
agency must remain so for a period of five years. In addition, the following Federal agencies 
continue to be responsible for the indicated governmental entities: 

Department of Health and Human Services —Public assistance and state-wide cost allocation plans 
for all states (including the District of Columbia and Puerto Rico), state and local hospitals, 
libraries and health districts. 

Department of the Interior —Indian tribal governments, territorial governments, and state and local 
park and recreational districts. 

Department of Labor —State and local labor departments. 

Department of Education —School districts and state and local education agencies. 

Department of Agriculture —State and local agriculture departments. 

Department of Transportation —State and local airport and port authorities and transit districts. 

Department of Commerce —State and local economic development districts. 

Department of Housing and Urban Development —State and local housing and development districts. 

Environmental Protection Agency —State and local water and sewer districts. 

All proposed central service cost allocation plans that are required to be submitted will be reviewed, 
negotiated, and approved by the cognizant agency for indirect costs on a timely basis. The cognizant 
agency for indirect costs will review the proposal within six months of receipt of the proposal and 
either negotiate/approve the proposal or advise the governmental unit of the additional 
documentation needed to support/evaluate the proposed plan or the changes required to make the 
proposal acceptable. Once an agreement with the governmental unit has been reached, the 
agreement will be accepted and used by all Federal agencies, unless prohibited or limited by statute. 
Where a Federal awarding agency has reason to believe that special operating factors affecting its 
Federal awards necessitate special consideration, the funding agency will, prior to the time the plans 
are negotiated, notify the cognizant agency for indirect costs. 
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4. Adjustments 

G. Other Policies 

1. Billed Central Service Activities 

2. Working Capital Reserves 

3. Carry-Forward Adjustments of Allocated Central Service Costs 

The results of each negotiation must be formalized in a written agreement between the cognizant 
agency for indirect costs and the governmental unit. This agreement will be subject to re-opening if 
the agreement is subsequently found to violate a statute or the information upon which the plan was 
negotiated is later found to be materially incomplete or inaccurate. The results of the negotiation 
must be made available to all Federal agencies for their use. 

Negotiated cost allocation plans based on a proposal later found to have included costs that: (a) are 
unallowable (i) as specified by law or regulation, (ii) as identified in subpart F, General Provisions for 
selected Items of Cost of this Part, or (iii) by the terms and conditions of Federal awards, or (b) are 
unallowable because they are clearly not allocable to Federal awards, must be adjusted, or a refund 
must be made at the option of the cognizant agency for indirect costs, including earned or imputed 
interest from the date of transfer and debt interest, if applicable, chargeable in accordance with 
applicable Federal cognizant agency for indirect costs regulations. Adjustments or cash refunds 
may include, at the option of the cognizant agency for indirect costs, earned or imputed interest from 
the date of expenditure and delinquent debt interest, if applicable, chargeable in accordance with 
applicable cognizant agency claims collection regulations. These adjustments or refunds are 
designed to correct the plans and do not constitute a reopening of the negotiation. 

Each billed central service activity must separately account for all revenues (including imputed 
revenues) generated by the service, expenses incurred to furnish the service, and profit/loss. 

Internal service funds are dependent upon a reasonable level of working capital reserve to operate 
from one billing cycle to the next. Charges by an internal service activity to provide for the 
establishment and maintenance of a reasonable level of working capital reserve, in addition to the 
full recovery of costs, are allowable. A working capital reserve as part of retained earnings of up to 
60 calendar days cash expenses for normal operating purposes is considered reasonable. A working 
capital reserve exceeding 60 calendar days may be approved by the cognizant agency for indirect 
costs in exceptional cases. 

Allocated central service costs are usually negotiated and approved for a future fiscal year on a 
“fixed with carry-forward” basis. Under this procedure, the fixed amounts for the future year covered 
by agreement are not subject to adjustment for that year. However, when the actual costs of the year 
involved become known, the differences between the fixed amounts previously approved and the 
actual costs will be carried forward and used as an adjustment to the fixed amounts established for 
a later year. This “carry-forward” procedure applies to all central services whose costs were fixed in
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4. Adjustments of Billed Central Services 

5. Records Retention 

6. Appeals 

7. OMB Assistance 

To the extent that problems are encountered among the Federal agencies or governmental units in connection with 
the negotiation and approval process, OMB will lend assistance, as required, to resolve such problems in a timely 
manner. 

[78 FR 78608, Dec. 26, 2013, as amended at 80 FR 54410, Sept. 10, 2015; 85 FR 49581, Aug. 13, 2020]

the approved plan. However, a carry-forward adjustment is not permitted, for a central service 
activity that was not included in the approved plan, or for unallowable costs that must be reimbursed 
immediately. 

Billing rates used to charge Federal awards must be based on the estimated costs of providing the 
services, including an estimate of the allocable central service costs. A comparison of the revenue 
generated by each billed service (including total revenues whether or not billed or collected) to the 
actual allowable costs of the service will be made at least annually, and an adjustment will be made 
for the difference between the revenue and the allowable costs. These adjustments will be made 
through one of the following adjustment methods: (a) a cash refund including earned or imputed 
interest from the date of transfer and debt interest, if applicable, chargeable in accordance with 
applicable Federal cognizant agency for indirect costs regulations to the Federal Government for the 
Federal share of the adjustment, (b) credits to the amounts charged to the individual programs, (c) 
adjustments to future billing rates, or (d) adjustments to allocated central service costs. 
Adjustments to allocated central services will not be permitted where the total amount of the 
adjustment for a particular service (Federal share and non-Federal) share exceeds $500,000. 
Adjustment methods may include, at the option of the cognizant agency, earned or imputed interest 
from the date of expenditure and delinquent debt interest, if applicable, chargeable in accordance 
with applicable cognizant agency claims collection regulations. 

All central service cost allocation plans and related documentation used as a basis for claiming 
costs under Federal awards must be retained for audit in accordance with the records retention 
requirements contained in subpart D of this part. 

If a dispute arises in the negotiation of a plan between the cognizant agency for indirect costs and 
the governmental unit, the dispute must be resolved in accordance with the appeals procedures of 
the cognizant agency for indirect costs. 

Appendix V to Part 200, Title 2 (up to date as of 11/17/2025)
State/Local Governmentwide Central Service Cost Allocation Plans

2 CFR Appendix-V-to-Part-200 F.1. “Environmental
Protection Agency”

2 CFR Appendix-V-to-Part-200 F.1. “Environmental Protection Agency” (enhanced display) page 7 of 7
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Subtitle A —Office of Management and Budget Guidance for Federal Financial Assistance 
Chapter II —Office of Management and Budget Guidance 
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Source: 89 FR 30136, Apr. 22, 2024, unless otherwise noted. 

Appendix VI to Part 200—Public Assistance Cost Allocation Plans 

A. General 

B. Definitions 

C. Policy 

This content is from the eCFR and is authoritative but unofficial. 

Federally-financed programs administered by state public assistance agencies are funded predominately 
by the Department of Health and Human Services (HHS). In support of its stewardship requirements, HHS 
has published requirements for the development, documentation, submission, negotiation, and approval 
of public assistance cost allocation plans in Subpart E of 45 CFR Part 95. All administrative costs (direct 
and indirect) are normally charged to Federal awards by implementing the public assistance cost 
allocation plan. This Appendix extends these requirements to all Federal awarding agencies whose 
programs are administered by a state public assistance agency. Major federally-financed programs 
typically administered by state public assistance agencies include: Temporary Aid to Needy Families 
(TANF), Medicaid, Food Stamps, Child Support Enforcement, Adoption Assistance and Foster Care, and 
Social Services Block Grant. 

1. State public assistance agency means a state agency administering or supervising the administration 
of one or more public assistance programs operated by the state as identified in Subpart E of 45 CFR 
Part 95. For the purpose of this Appendix, these programs include all programs administered by the 
state public assistance agency. 

2. State public assistance agency costs means all costs incurred by, or allocable to, the state public 
assistance agency, except expenditures for financial assistance, medical contractor payments, food 
stamps, and payments for services and goods provided directly to program recipients. 

State public assistance agencies will develop, document and implement, and the Federal Government will 
review, negotiate, and approve, public assistance cost allocation plans in accordance with Subpart E of 45 
CFR Part 95. The plan will include all programs administered by the state public assistance agency. Where 
a letter of approval or disapproval is transmitted to a state public assistance agency in accordance with 
Subpart E, the letter will apply to all Federal agencies and programs. The remaining sections of this 
Appendix (except for the requirement for certification) summarize the provisions of Subpart E of 45 CFR 
Part 95.

Appendix VI to Part 200, Title 2 (up to date as of 11/17/2025) 
Public Assistance Cost Allocation Plans Appendix VI to Part 200, Title 2 (Nov. 17, 2025) 

2 CFR Appendix-VI-to-Part-200 B.2. (enhanced display) page 1 of 2



2 CFR Appendix-VI-to-Part-200 D.1. 

D. Submission, Documentation, and Approval of Public Assistance Cost Allocation Plans 

E. Review of Implementation of Approved Plans 

F. Unallowable Costs 

Claims developed under approved cost allocation plans will be based on allowable costs as identified in this Part. 
Where unallowable costs have been claimed and reimbursed, they will be refunded to the program that reimbursed 
the unallowable cost using one of the following methods: (a) a cash refund, (b) offset to a subsequent claim, or (c) 
credits to the amounts charged to individual Federal awards. Cash refunds, offsets, and credits may include at the 
option of the cognizant agency for indirect cost, earned or imputed interest from the date of expenditure and 
delinquent debt interest, if applicable, chargeable in accordance with applicable cognizant agency for indirect cost 
claims collection regulations. 

[78 FR 78608, Dec. 26, 2013, as amended at 85 FR 49581, Aug. 13, 2020]

1. State public assistance agencies are required to promptly submit amendments to the cost allocation 
plan to HHS for review and approval. 

2. Under the coordination process outlined in section E, affected Federal agencies will review all new 
plans and plan amendments and provide comments, as appropriate, to HHS. The effective date of 
the plan or plan amendment will be the first day of the calendar quarter following the event that 
required the amendment, unless another date is specifically approved by HHS. HHS, as the 
cognizant agency for indirect costs acting on behalf of all affected Federal agencies, will, as 
necessary, conduct negotiations with the state public assistance agency and will inform the state 
agency of the action taken on the plan or plan amendment. 

1. Since public assistance cost allocation plans are of a narrative nature, the review during the plan 
approval process consists of evaluating the appropriateness of the proposed groupings of costs 
(cost centers) and the related allocation bases. As such, the Federal Government needs some 
assurance that the cost allocation plan has been implemented as approved. This is accomplished by 
reviews by the Federal awarding agencies, single audits, or audits conducted by the cognizant 
agency for indirect costs. 

2. Where inappropriate charges affecting more than one Federal awarding agency are identified, the 
cognizant HHS cost negotiation office will be advised and will take the lead in resolving the issue(s) 
as provided for in Subpart E of 45 CFR Part 95. 

3. If a dispute arises in the negotiation of a plan or from a disallowance involving two or more Federal 
awarding agencies, the dispute must be resolved in accordance with the appeals procedures set out 
in 45 CFR Part 16. Disputes involving only one Federal awarding agency will be resolved in 
accordance with the Federal awarding agency's appeal process. 

4. To the extent that problems are encountered among the Federal awarding agencies or governmental 
units in connection with the negotiation and approval process, the Office of Management and Budget 
will lend assistance, as required, to resolve such problems in a timely manner. 
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Title 2 —Federal Financial Assistance 
Subtitle A —Office of Management and Budget Guidance for Federal Financial Assistance 
Chapter II —Office of Management and Budget Guidance 
Part 200 —Uniform Administrative Requirements, Cost Principles, and Audit Requirements for 

Federal Awards 
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Appendix VII to Part 200—States and Local Government and Indian Tribe Indirect Cost 
Proposals 

A. General 

This content is from the eCFR and is authoritative but unofficial. 

1. Indirect costs are those that have been incurred for common or joint purposes. These costs benefit 
more than one cost objective and cannot be readily identified with a particular final cost objective 
without effort disproportionate to the results achieved. After direct costs have been determined and 
assigned directly to Federal awards and other activities as appropriate, indirect costs are those 
remaining to be allocated to benefitted cost objectives. A cost may not be allocated to a Federal 
award as an indirect cost if any other cost incurred for the same purpose, in like circumstances, has 
been assigned to a Federal award as a direct cost. 

2. Indirect costs include 

(a) the indirect costs originating in each department or agency of the governmental unit carrying 
out Federal awards and 

(b) the costs of central governmental services distributed through the central service cost 
allocation plan (as described in Appendix V to this part) and not otherwise treated as direct 
costs. 

3. Indirect costs are normally charged to Federal awards by the use of an indirect cost rate. A separate 
indirect cost rate(s) is usually necessary for each department or agency of the governmental unit 
claiming indirect costs under Federal awards. Guidelines and illustrations of indirect cost proposals 
are provided in a brochure published by the Department of Health and Human Services entitled “A 
Guide for States and Local Government Agencies: Cost Principles and Procedures for Establishing Cost 
Allocation Plans and Indirect Cost Rates for Grants and Contracts with the Federal Government.” A copy 
of this brochure may be obtained from HHS Cost Allocation Services or at their website. 

4. Because of the diverse characteristics and accounting practices of governmental units, the types of 
costs which may be classified as indirect costs cannot be specified in all situations. However, typical 
examples of indirect costs may include certain state/local-wide central service costs, general 
administration of the non-Federal entity accounting and personnel services performed within the 
non-Federal entity, depreciation on buildings and equipment, the costs of operating and maintaining 
facilities. 

5. This Appendix does not apply to state public assistance agencies. These agencies should refer 
instead to Appendix VI to this part.
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B. Definitions 

C. Allocation of Indirect Costs and Determination of Indirect Cost Rates

1. Base means the accumulated direct costs (normally either total direct salaries and wages or total 
direct costs exclusive of any extraordinary or distorting expenditures) used to distribute indirect 
costs to individual Federal awards. The direct cost base selected should result in each Federal 
award bearing a fair share of the indirect costs in reasonable relation to the benefits received from 
the costs. 

2. Base period for the allocation of indirect costs is the period in which such costs are incurred and 
accumulated for allocation to activities performed in that period. The base period normally should 
coincide with the governmental unit's fiscal year, but in any event, must be so selected as to avoid 
inequities in the allocation of costs. 

3. Cognizant agency for indirect costs means the Federal agency responsible for reviewing and 
approving the governmental unit's indirect cost rate(s) on the behalf of the Federal Government. The 
cognizant agency for indirect costs assignment is described in Appendix V, section F. 

4. Final rate means an indirect cost rate applicable to a specified past period which is based on the 
actual allowable costs of the period. A final audited rate is not subject to adjustment. 

5. Fixed rate means an indirect cost rate which has the same characteristics as a predetermined rate, 
except that the difference between the estimated costs and the actual, allowable costs of the period 
covered by the rate is carried forward as an adjustment to the rate computation of a subsequent 
period. 

6. Indirect cost pool is the accumulated costs that jointly benefit two or more programs or other cost 
objectives. 

7. Indirect cost rate is a device for determining in a reasonable manner the proportion of indirect costs 
each program should bear. It is the ratio (expressed as a percentage) of the indirect costs to a direct 
cost base. 

8. Indirect cost rate proposal means the documentation prepared by a governmental unit or subdivision 
thereof to substantiate its request for the establishment of an indirect cost rate. 

9. Predetermined rate means an indirect cost rate, applicable to a specified current or future period, 
usually the governmental unit's fiscal year. This rate is based on an estimate of the costs to be 
incurred during the period. Except under very unusual circumstances, a predetermined rate is not 
subject to adjustment. (Because of legal constraints, predetermined rates are not permitted for 
Federal contracts; they may, however, be used for grants or cooperative agreements.) Predetermined 
rates may not be used by governmental units that have not submitted and negotiated the rate with 
the cognizant agency for indirect costs. In view of the potential advantages offered by this 
procedure, negotiation of predetermined rates for indirect costs for a period of two to four years 
should be the norm in those situations where the cost experience and other pertinent facts available 
are deemed sufficient to enable the parties involved to reach an informed judgment as to the 
probable level of indirect costs during the ensuing accounting periods. 

10. Provisional rate means a temporary indirect cost rate applicable to a specified period which is used 
for funding, interim reimbursement, and reporting indirect costs on Federal awards pending the 
establishment of a “final” rate for that period. 
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1. General 

2. Simplified Method 

3. Multiple Allocation Base Method

a. Where a governmental unit's department or agency has only one major function, or where all its 
major functions benefit from the indirect costs to approximately the same degree, the 
allocation of indirect costs and the computation of an indirect cost rate may be accomplished 
through simplified allocation procedures as described in subsection 2. 

b. Where a governmental unit's department or agency has several major functions which benefit 
from its indirect costs in varying degrees, the allocation of indirect costs may require the 
accumulation of such costs into separate cost groupings which then are allocated individually 
to benefitted functions by means of a base which best measures the relative degree of benefit. 
The indirect costs allocated to each function are then distributed to individual Federal awards 
and other activities included in that function by means of an indirect cost rate(s). 

c. Specific methods for allocating indirect costs and computing indirect cost rates along with the 
conditions under which each method should be used are described in subsections 2, 3 and 4. 

a. Where a non-Federal entity's major functions benefit from its indirect costs to approximately the 
same degree, the allocation of indirect costs may be accomplished by 

(1) classifying the non-Federal entity's total costs for the base period as either direct or 
indirect, and 

(2) dividing the total allowable indirect costs (net of applicable credits) by an equitable 
distribution base. The result of this process is an indirect cost rate which is used to 
distribute indirect costs to individual Federal awards. The rate should be expressed as the 
percentage which the total amount of allowable indirect costs bears to the base selected. 
This method should also be used where a governmental unit's department or agency has 
only one major function encompassing a number of individual projects or activities, and 
may be used where the level of Federal awards to that department or agency is relatively 
small. 

b. Both the direct costs and the indirect costs must exclude capital expenditures and unallowable 
costs. However, unallowable costs must be included in the direct costs if they represent 
activities to which indirect costs are properly allocable. 

c. The distribution base may be 

(1) total direct costs (excluding capital expenditures and other distorting items, such as pass-
through funds, subcontracts in excess of $50,000, and participant support costs), 

(2) direct salaries and wages, or 

(3) another base which results in an equitable distribution. 

Appendix VII to Part 200, Title 2 (up to date as of 11/17/2025)
States and Local Government and Indian Tribe Indirect Cost Proposals

2 CFR Appendix-VII-to-Part-200 C.2.c.(3) (enhanced display) page 3 of 9



2 CFR Appendix-VII-to-Part-200 C.3.a. 

4. Special Indirect Cost Rates 

a. Where a non-Federal entity's indirect costs benefit its major functions in varying degrees, such 
costs must be accumulated into separate cost groupings. Each grouping must then be 
allocated individually to benefitted functions by means of a base which best measures the 
relative benefits. 

b. The cost groupings should be established so as to permit the allocation of each grouping on 
the basis of benefits provided to the major functions. Each grouping should constitute a pool of 
expenses that are of like character in terms of the functions they benefit and in terms of the 
allocation base which best measures the relative benefits provided to each function. The 
number of separate groupings should be held within practical limits, taking into consideration 
the materiality of the amounts involved and the degree of precision needed. 

c. Actual conditions must be taken into account in selecting the base to be used in allocating the 
expenses in each grouping to benefitted functions. When an allocation can be made by 
assignment of a cost grouping directly to the function benefitted, the allocation must be made 
in that manner. When the expenses in a grouping are more general in nature, the allocation 
should be made through the use of a selected base which produces results that are equitable 
to both the Federal Government and the governmental unit. In general, any cost element or 
related factor associated with the governmental unit's activities is potentially adaptable for use 
as an allocation base provided that: 

(1) it can readily be expressed in terms of dollars or other quantitative measures (total direct 
costs, direct salaries and wages, staff hours applied, square feet used, hours of usage, 
number of documents processed, population served, and the like), and 

(2) it is common to the benefitted functions during the base period. 

d. Except where a special indirect cost rate(s) is required in accordance with paragraph (C)(4) of 
this Appendix, the separate groupings of indirect costs allocated to each major function must 
be aggregated and treated as a common pool for that function. The costs in the common pool 
must then be distributed to individual Federal awards included in that function by use of a 
single indirect cost rate. 

e. The distribution base used in computing the indirect cost rate for each function may be 

(1) total direct costs (excluding capital expenditures and other distorting items such as pass-
through funds, subawards in excess of $50,000, and participant support costs), 

(2) direct salaries and wages, or 

(3) another base which results in an equitable distribution. An indirect cost rate should be 
developed for each separate indirect cost pool developed. The rate in each case should be 
stated as the percentage relationship between the particular indirect cost pool and the 
distribution base identified with that pool. 

a. In some instances, a single indirect cost rate for all activities of a non-Federal entity or for each 
major function of the agency may not be appropriate. It may not take into account those 
different factors which may substantially affect the indirect costs applicable to a particular 
program or group of programs. The factors may include the physical location of the work, the 
level of administrative support required, the nature of the facilities or other resources employed,
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D. Submission and Documentation of Proposals 

1. Submission of Indirect Cost Rate Proposals 

the organizational arrangements used, or any combination thereof. When a particular Federal 
award is carried out in an environment which appears to generate a significantly different level 
of indirect costs, provisions should be made for a separate indirect cost pool applicable to that 
Federal award. The separate indirect cost pool should be developed during the course of the 
regular allocation process, and the separate indirect cost rate resulting therefrom should be 
used, provided that: 

(1) The rate differs significantly from the rate which would have been developed under 
paragraphs (C)(2) and (C)(3) of this Appendix, and 

(2) the Federal award to which the rate would apply is material in amount. 

b. Where Federal statutes restrict the reimbursement of certain indirect costs, it may be necessary 
to develop a special rate for the affected Federal award. Where a “restricted rate” is required, 
the same procedure for developing a non-restricted rate will be used except for the additional 
step of the elimination from the indirect cost pool those costs for which the law prohibits 
reimbursement. 

a. All departments or agencies of the governmental unit desiring to claim indirect costs under 
Federal awards must prepare an indirect cost rate proposal and related documentation to 
support those costs. The proposal and related documentation must be retained for audit in 
accordance with the records retention requirements contained in § 200.334. 

b. A governmental department or agency (such as a state or local Department of Health, 
Department of Transportation, or Department of Housing) that receives more than $35 million 
in direct Federal funding during its fiscal year must submit its indirect cost rate proposal to its 
cognizant agency for indirect costs. 

c. If a governmental department or agency (such as a state or local Department of Health, 
Department of Transportation, or Department of Housing) receives $35 million or less in direct 
Federal funding during its fiscal year, it must develop an indirect cost proposal in accordance 
with the requirements of this part and maintain the proposal and related supporting 
documentation for audit. This established rate must be accepted by any Federal agency to 
which the governmental department or agency applies for funding. Federal agencies must not 
compel the governmental department or agency to accept the de minimis rate or some other 
rate established by the Federal agency. These governmental departments or agencies are not 
required to submit their proposals unless they are specifically requested to do so by an 
awarding Federal agency. The Federal agency's review should be limited to ensuring the 
proposal is consistent with the principles of this part. Where a non-Federal entity only receives 
funds as a subrecipient, the pass-through entity will be responsible for negotiating and/or 
monitoring the subrecipient's indirect costs. 

c. Each Indian tribal government desiring reimbursement of indirect costs must submit its indirect 
cost proposal to the Department of the Interior (its cognizant agency for indirect costs).
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2. Documentation of Proposals 

3. Required certification. 

Certificate of Indirect Costs 

This is to certify that I have reviewed the indirect cost rate proposal submitted herewith and to the best of my 
knowledge and belief: 

d. Indirect cost proposals must be developed (and, when required, submitted) within six months 
after the close of the governmental unit's fiscal year, unless an exception is approved by the 
cognizant agency for indirect costs. If the proposed central service cost allocation plan for the 
same period has not been approved by that time, the indirect cost proposal may be prepared 
including an amount for central services that is based on the latest federally approved central 
service cost allocation plan. The difference between these central service amounts and the 
amounts ultimately approved will be compensated for by an adjustment in a subsequent 
period. 

The following must be included with each indirect cost proposal: 

a. The rates proposed, including subsidiary work sheets and other relevant data, cross referenced 
and reconciled to the financial data noted in subsection b. Allocated central service costs will 
be supported by the summary table included in the approved central service cost allocation 
plan. This summary table is not required to be submitted with the indirect cost proposal if the 
central service cost allocation plan for the same fiscal year has been approved by the cognizant 
agency for indirect costs and is available to the funding agency. 

b. A copy of the financial data (financial statements, comprehensive annual financial report, 
executive budgets, accounting reports, etc.) upon which the rate is based. Adjustments 
resulting from the use of unaudited data will be recognized, where appropriate, by the Federal 
cognizant agency for indirect costs in a subsequent proposal. 

c. The approximate amount of direct base costs incurred under Federal awards. These costs 
should be broken out between salaries and wages and other direct costs. 

d. A chart showing the organizational structure of the agency during the period for which the 
proposal applies, along with a functional statement(s) noting the duties and/or responsibilities 
of all units that comprise the agency. (Once this is submitted, only revisions need be submitted 
with subsequent proposals.) 

Each indirect cost rate proposal must be accompanied by a certification in the following form: 

(1) All costs included in this proposal [identify date] to establish billing or final indirect costs rates for [identify 
period covered by rate] are allowable in accordance with the requirements of the Federal award(s) to 
which they apply and the provisions of this Part. Unallowable costs have been adjusted for in allocating 
costs as indicated in the indirect cost proposal
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Governmental Unit: 

Signature: 

Name of Official: 

Title: 

Date of Execution: 

E. Negotiation and Approval of Rates 

(2) All costs included in this proposal are properly allocable to Federal awards on the basis of a beneficial or 
causal relationship between the expenses incurred and the agreements to which they are allocated in 
accordance with applicable requirements. Further, the same costs that have been treated as indirect 
costs have not been claimed as direct costs. Similar types of costs have been accounted for consistently 
and the Federal Government will be notified of any accounting changes that would affect the 
predetermined rate. 

I declare that the foregoing is true and correct. 

1. Indirect cost rates will be reviewed, negotiated, and approved by the cognizant agency on a timely basis. 
Once a rate has been agreed upon, it will be accepted and used by all Federal agencies unless prohibited 
or limited by statute. Where a Federal awarding agency has reason to believe that special operating 
factors affecting its Federal awards necessitate special indirect cost rates, the funding agency will, prior 
to the time the rates are negotiated, notify the cognizant agency for indirect costs. 

2. The use of predetermined rates, if allowed, is encouraged where the cognizant agency for indirect costs 
has reasonable assurance based on past experience and reliable projection of the non-Federal entity's 
costs, that the rate is not likely to exceed a rate based on actual costs. Long-term agreements utilizing 
predetermined rates extending over two or more years are encouraged, where appropriate. 

3. The results of each negotiation must be formalized in a written agreement between the cognizant agency 
for indirect costs and the governmental unit. This agreement will be subject to re-opening if the 
agreement is subsequently found to violate a statute, or the information upon which the plan was 
negotiated is later found to be materially incomplete or inaccurate. The agreed upon rates must be made 
available to all Federal agencies for their use. 

4. Refunds must be made if proposals are later found to have included costs that 

(a) are unallowable 

(i) as specified by law or regulation, 

(ii) as identified in § 200.420, or 

(iii) by the terms and conditions of Federal awards, or 

(b) are unallowable because they are clearly not allocable to Federal awards. These adjustments or 
refunds will be made regardless of the type of rate negotiated (predetermined, final, fixed, or 
provisional).

Appendix VII to Part 200, Title 2 (up to date as of 11/17/2025)
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F. Other Policies 

1. Fringe Benefit Rates 

2. Billed Services Provided by the Recipient Agency 

3. Indirect Cost Allocations Not Using Rates 

4. Appeals 

5. Collection of Unallowable Costs and Erroneous Payments 

6. OMB Assistance

If overall fringe benefit rates are not approved for the governmental unit as part of the central service cost 
allocation plan, these rates will be reviewed, negotiated and approved for individual recipient agencies 
during the indirect cost negotiation process. In these cases, a proposed fringe benefit rate computation 
should accompany the indirect cost proposal. If fringe benefit rates are not used at the recipient agency 
level (i.e., the agency specifically identifies fringe benefit costs to individual employees), the governmental 
unit should so advise the cognizant agency for indirect costs. 

In some cases, governmental departments or agencies (components of the governmental unit) provide 
and bill for services similar to those covered by central service cost allocation plans (e.g., computer 
centers). Where this occurs, the governmental departments or agencies (components of the 
governmental unit)should be guided by the requirements in Appendix V relating to the development of 
billing rates and documentation requirements, and should advise the cognizant agency for indirect costs 
of any billed services. Reviews of these types of services (including reviews of costing/billing 
methodology, profits or losses, etc.) will be made on a case-by-case basis as warranted by the 
circumstances involved. 

In certain situations, governmental departments or agencies (components of the governmental unit), 
because of the nature of their Federal awards, may be required to develop a cost allocation plan that 
distributes indirect (and, in some cases, direct) costs to the specific funding sources. In these cases, a 
narrative cost allocation methodology should be developed, documented, maintained for audit, or 
submitted, as appropriate, to the cognizant agency for indirect costs for review, negotiation, and approval. 

If a dispute arises in a negotiation of an indirect cost rate (or other rate) between the cognizant agency for 
indirect costs and the governmental unit, the dispute must be resolved in accordance with the appeals 
procedures of the cognizant agency for indirect costs. 

Costs specifically identified as unallowable and charged to Federal awards either directly or indirectly will 
be refunded (including interest chargeable in accordance with applicable Federal cognizant agency for 
indirect costs regulations). 
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To the extent that problems are encountered among the Federal agencies or governmental units in connection with 
the negotiation and approval process, OMB will lend assistance, as required, to resolve such problems in a timely 
manner. 

[78 FR 78608, Dec. 26, 2013, as amended at 79 FR 75889, Dec. 19, 2014; 85 FR 49581, Aug. 13, 2020; 89 FR 30207, Apr. 22, 2024]
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Full Cost Allocation 
A cost allocation plan (CAP) is an accounting report that documents the value of indirect costs provided 
by central services to operating departments. The primary goal of a CAP is to accurately attribute costs 
to the specific activities, departments, products, or projects that generate those costs. This helps in 
understanding the true cost of each activity or output, aiding in decision-making processes such as pricing, 
budgeting, and performance evaluation. 

PURPOSE OF THE COST ALLOCATION PLAN 
Reasons for compiling a cost allocation are: 

 ● Recovering indirect costs associated with Federal programs 
 ● Charging services provided by the General Fund to Special Revenue, Internal Service, and Enterprise 

Funds 
 ● Determine the full cost of services when considering outsourcing options 
 ● Identifying useful management information such as recognizing cost drivers and benchmarking 

 
As the above indicates, most agencies prepare Cost Allocation Plans to measure and recover General 
Fund dollars.  This has become increasingly important in view of the limitations on taxes and the general 
need for additional local revenues.  However, in the process of preparing a CAP, considerable valuable 
management information is also developed.  To manage programs better, more agencies are utilizing 
this information. 
For the City of Cape Coral’s cost allocation purposes, its departments and divisions are categorized into 
two main groups: central services agencies and receiving agencies. Central service agencies are those 
units of government that provide centralized services to other governmental entities. These services benefit 
other government agencies and may extend to the general public, but the focus remains on functions 
that support other agencies in delivering their services, as outlined in the CAP. Receiving agencies, on the 
other hand, are units of government that primarily deliver services directly to the public without providing 
central services. 
Determining direct costs is typically straightforward as they can be readily linked to a specific service. 
However, the same does not apply to indirect costs. Therefore, to ascertain the total cost of delivering 
a particular service, it is necessary to establish a method for apportioning indirect costs to direct cost 
programs. 
Indirect costs are: 
1.  Incurred for a common or joint purpose benefiting more than one cost objective, and 
2.  Not readily assignable to the cost objectives specifically benefited, without effort disproportionate to 

the results achieved. 
 

METHODOLOGY 
The costs associated with providing central services are extracted from the city’s financial records. 
Expenditures of central service agencies undergo review to ensure compliance with federal standards 
and to pinpoint expenditures that disproportionately benefit other agencies. These expenditures are then 
grouped into cost pools designated as functions. 
Each central service agency is assigned one or more functions or activities. Common examples of such 
functions include accounting, purchasing, personnel administration, and building maintenance. Identifying 
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these activities within the city’s units of government enables the utilization of various allocation bases to 
distribute the costs associated with providing each function accurately. 
The city uses a complex sequential allocations software system to analyze and calculate the indirect costs 
based on the data entered and applied to the functions. This cost allocation method operates under the 
assumption that all indirect costs correlate proportionately with the direct costs of the program. However, 
this assumption may not always hold true, especially when certain support services derive benefits more 
closely tied to factors other than cost. For instance, if a program heavily relies on contracted services 
without direct City staffing involvement, distributing personnel costs to it might lead to an unfair cost 
allocation. To address this, the City’s Cost Allocation Plan establishes distinct allocation bases for each 
major category of indirect costs. This ensures that indirect costs are distributed to each direct cost program 
equitably, conveniently, and consistently. 
Indirect costs have been included in this allocation and details are provided in the tables to follow. 
Schedule A presents an overview of the main allocation methods utilized to distribute indirect costs to 
direct cost programs. Included in the allocation is the direct cost of the external auditing services, currently 
provided by CliftonLarsonAllen LLP. 
Budgeted City expenditures were allocated for the following Central services: 

City Attorney                          City Auditor                                    City Clerk 
City Council                            City Manager                                Financial Services 
Human Resources                 Information Technology Services  Property Management    
Public Works Administration Risk Management 

 
Additionally, the General Fund receives reimbursement from other funds/agencies based on varying 
formulas as summarized below: 

 ● Road Impact Fees: In accordance with Section 2-24.29 of the Code of Ordinances, an administrative 
charge of 3% of the road impact fees collected is charged by the General Fund
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SCHEDULE A 

Allocation Basis 
Here we see the basis of indirect cost allocation used for each indirect cost agency. 
Services Provided Service Allocation Basis 
City Council Number of Council Agenda Items 
City Attorney Number of FTEs 
City Auditor Internal Audit Hours 
City Manager Number of FTEs 
City Clerk Number of FTEs 
City Clerk – Records Number of FTEs 
Finance – Accounts Payable Number of A/P Transactions 
Finance – Administration Number of FTEs 
Finance – Accounting Number of Accounting Transactions 
Finance – Management/Budget Budgeted Expenditures 
Finance – Payroll Number of FTEs 
Finance – Procurement Number of Purchase Orders Processed 
Finance – Cashier Number of Cashier Transactions Processed 
Human Resources Number of FTEs 
Human Resources – Recruitment Number of Personnel Requisitions 
Human Resources – Retiree Number of Retirees 
Information Technology Services Number of Devices 
Energov Number of Permits Processed 
Public Works – Administration Number of Public Works FTEs 
Public Works – Real Estate Number of Real Estate Transactions 
Property Liability Total Value of Assets 
Property Management Number of Labor Hours 
Annual External Audit Total Actual Expenditures 

SUMMARY 
The CAP helps make determining total program costs possible by establishing a reasonable method 
for identifying and allocating indirect costs to direct cost programs. Because of this, the CAP can be a 
valuable analytical tool for several situations, including establishing fees designed for full cost recovery, 
reimbursing support service costs provided by the General Fund to other funds, and recovering indirect 
costs associated with grant programs. Schedules B and C below are summaries of all indirect and direct 
costs in this plan.
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Full Cost Allocation 
Below is a summary of the central services recovered in this allocation and how much each chargeable fund is responsible for. The details on the 
statistical data for this allocation can be found in Exhibit A and Exhibit B in the pages to follow.        
     
 

SCHEDULE B                     
Summary of Allocated Costs by Department 

FY 2024 Central Services to be 
Allocated  

General 
Fund Portion  All Hazards  Building  CRA  

Economic & 
Dev  

Fire 
Operations  Gas Tax  Solid Waste  Stormwater  

Water & 
Sewer  Yacht Basin  

Charter 
School 

Human 
Resources  $ 14,741,480  $ 9,788,107  $ 5,689  $ 623,790  $ 3,696  $ -  $ 2,214,302  $ 948  $ 3,696  $ 444,319  $ 1,642,133  $ 14,800  $ -
Financial 
Services   11,347,957   5,232,095   22,276   176,404   9,702   -   453,910   7,448   53,311   406,772   4,977,253   8,786   -
City Clerk   1,835,436   800,151   3,882   368,977   1,294   -   193,859   647   1,294   69,546   395,268   518   -
City Manager   3,397,704   1,938,765   10,793   208,109   3,598   -   489,287   1,799   3,598   193,376   546,940   1,439   -
Information Tech   12,169,664   7,963,477   55,464   1,059,952   -   -   1,085,145   -   23,770   444,825   1,537,031   -   -
City Auditor   1,454,530   369,413   -   642,186   1,039   -   -   -   -   441,892   -   -   -
City Council   1,384,830   1,105,972   -   18,905   2,363   -   59,080   4,726   7,090   33,085   151,245   2,363   -
City Attorney   3,757,066   2,143,822   11,935   230,120   3,978   -   541,037   1,989   3,977   213,829   604,788   1,591   -
Public Works   1,732,647   1,156,688   -   -   -   -   -   3,277   6,555   365,607   200,520   -   -
Property Mgmt.   7,203,194   5,031,740   -   21,827   82,626   2,400   815,834   -   12,301   159,312   452,133   118,809   506,212
  $ 59,024,508  $ 35,530,230  $ 110,039  $ 3,350,270  $ 108,296  $ 2,400  $ 5,852,454  $ 20,834  $ 115,592  $ 2,772,563  $ 10,507,311  $ 148,306  $ 506,212



Appendices

438

City of Cape Coral, Florida
FY 2025-2027 Adopted Budget

Appendices

Full Cost Allocation

Central Service Reimbursement to the General Fund 

All Hazards FundAll Hazards FundAll Hazards Fund 

Building FundBuilding FundBuilding Fund 

CRACRACRA 

Fire Operations FundFire Operations FundFire Operations Fund 

Gas TaxGas TaxGas Tax 

Solid Waste FundSolid Waste FundSolid Waste Fund 

Stormwater FundStormwater FundStormwater Fund 

Water & Sewer FundWater & Sewer FundWater & Sewer Fund 

Yacht Basin FundYacht Basin FundYacht Basin Fund

Full Cost Allocation 
Central services provided by the General Fund are charged to Special Revenue, Internal Service and 
Enterprise Funds for reimbursement. Management determines which funds are charged for the centralized 
services. Below are the funds that reimburse the General Fund for the provided services. 
 
 

SCHEDULE C   
Central Service Reimbursement to the General Fund 

Fund Name 

FY 2023 
Actual     

Allocation 

FY 2024 
Adopted 

Allocation 

FY 2024 
Estimated 
Allocation 

FY 2025 
Adopted 

Allocation 

FY 2026 
Forecast 

Allocation 

FY 2027 
Forecast 

Allocation 
All Hazards Fund $ - $ 105,710 $ 105,710 $ 110,039 $ 113,340 $ 116,740 
Building Fund  2,106,300  2,494,687  2,494,669  3,328,443  3,428,296  3,531,145 
CDBG Fund  55,654  52,178  -  -  -  -
CRA  212,688  170,686  120,680  25,670  26,440  27,233 
Fire Operations Fund  114,368  4,127,747  4,127,737  5,036,620  5,187,719  5,343,351 
Gas Tax  -  19,630  19,630  20,834  21,459  22,103 
Solid Waste Fund  77,280  89,357  89,357  103,291  106,390  109,582 
Stormwater Fund  1,176,548  1,720,584  1,720,584  2,446,857  2,520,263  2,595,871 
Water & Sewer Fund  5,066,192  5,421,302  5,421,300  5,817,482  5,992,006  6,171,766 
Yacht Basin Fund  48,524  36,528  36,528  28,408  29,260  30,138 
Total Charge Back $ 8,857,554 $ 14,238,409 $ 14,136,195 $ 16,917,644 $ 17,425,173 $ 17,947,929 
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Full Cost Allocation 
Included in this allocation is the reimbursement to the Risk Management Fund for Property & Liability 
services. Prior to FY 2024, this allocation was done through the same methodology within the Financial 
Services Department. It is now illustrated here in the full cost allocation. 
 

Central Service Reimbursement to the Risk Management Fund 

Fund Name 

FY 2023 
Actual     

Allocation 

FY 2024 
Adopted 

Allocation 

FY 2024 
Estimated 
Allocation 

FY 2025 
Adopted 

Allocation 

FY 2026 
Forecast 

Allocation 

FY 2027 
Forecast 

Allocation 
General Fund $ 1,380,136 $ 1,701,616 $ 1,701,616 $ 1,968,874 $ 2,027,940 $ 2,088,778 
Fleet Maint. Fund  1,648  -  -  -  -  -
Property Mgmt. Fund  935  -  -  -  -  -
Stormwater Fund  127,452  147,758  147,758  166,394  171,386  176,528 
Water & Sewer Fund  3,294,981  3,767,857  3,767,857  4,237,696  4,364,827  4,495,772 
Yacht Basin Fund  1,183  1,066  1,066  1,089  1,122  1,156 
Total Charge Back $ 4,806,335 $ 5,618,297 $ 5,618,297 $ 6,374,053 $ 6,565,275 $ 6,762,234 
 

Also included in the full cost allocation is the reimbursement to the Property Management Fund for facilities 
maintenance services. Prior to FY 2024, this allocation was charged back on a department basis by labor 
rate through work orders. 
 

Central Service Reimbursement to the Property Management Fund 

Fund Name 

FY 2023 
Actual     

Allocation 

FY 2024 
Adopted 

Allocation 

FY 2024 
Estimated 
Allocation 

FY 2025 
Adopted 

Allocation 

FY 2026 
Forecast 

Allocation 

FY 2027 
Forecast 

Allocation 
All Hazards $ 1,926 $ 56 $ 90 $  - $  - $  -
Building Fund  34,138  41,160  65,765  21,827  22,482  23,156 
Capital Improv Fund  31,584  -  -  -  -  -
Charter School Fund  -  -  -  506,212  521,398  537,040 
CRA Fund  63,082  92,616  147,981  82,626  85,105  87,658 
Economic & Dev. Fund  1,123  -  -  2,400  2,472  2,546 
Fire Operations Fund  590,681  905,220  1,446,352  815,834  840,309  865,518 
Fleet Maint. Fund  41,230  -  -  -  -  -
General Fund  3,320,963  4,332,626  6,932,805  5,031,741  5,182,693  5,338,174 
Golf Course Fund1  52,267  -  -  -  -  -
Lot Mowing Fund1  25,668  -  -  -  -  -
Self-Insured Fund1  4,949  -  -  -  -  -
Solid Waste Fund  9,641  20,131  32,166  12,301  12,670  13,050 
Stormwater Fund  98,804  96,564  154,289  159,312  164,091  169,014 
Water & Sewer Fund  286,661  389,844  622,889  452,133  465,697  479,668 
Yacht Basin Fund  52,267  63,030  100,709  118,809  122,373  126,044 
Total Charge Back $ 4,614,984 $ 5,941,247 $ 9,503,046 $ 7,203,195 $ 7,419,290 $ 7,641,868 
1 These Funds are now included in the overall General Fund Reimbursement totals
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Exhibit A 
Detailed Allocation Results - Indirect Costs 

Central Services Provided All Hazards 
Building 
Code 

CDBG/ 
SHIP/NSP 

Charter 
School3 CRA 

Economic 
& Dev2 

Fire 
Operations Gas Tax 

General 
Fund1 Lot Mowing 

Parks 
Impact 

Public 
Safety 
Impact 

Road 
Impact Solid Waste Stormwater 

Water & 
Sewer Yacht Basin All Others 

City Manager 
Administration $ 1,659,696 $ 5,272 $ 101,656 $ 879 $ - $ 1,757 $ 3,515 $ 239,005 $ 879 $ 846,868 $ 2,636 $ - $ - $ - $ 1,758 $ 94,460 $ 267,167 $ 703 $ 93,142 

Office of Communications  1,738,008  5,521  106,453  920  -  1,840  3,681  250,282  920  886,827  2,760  -  -  -  1,840  98,916  279,773  736  97,536 

City Council  1,384,830  -  18,905  14,179  -  2,363  11,816  59,080  4,726  810,575  4,726  7,090  -  -  7,090  33,085  151,245  2,363  257,588 

City Auditor  1,454,530  -  642,186  -  -  1,039  -  -  -  369,413  -  -  -  -  -  441,892  -  -  -

Finance Administration  1,038,426  3,299  63,603  550  -  1,100  2,199  149,539  550  529,862  1,649  -  -  -  1,100  59,101  167,159  440  58,276 

Accounting  901,673  3,811  19,528  9,005  -  3,359  3,410  54,190  3,103  384,568  15,756  1,503  3,100  1,408  11,064  49,170  139,379  4,330  194,991 

Accounts Payable  416,005  2,322  13,828  4,100  -  721  1,429  37,015  116  196,874  3,630  595  555  42  2,147  31,888  23,646  857  96,242 

Cashier  719,329  2  28,440  2  -  18  992  563  -  4,803  15  540  1,601  547  475  2,156  219,509  54  459,610 

Payroll  247,308  861  16,601  143  -  287  574  39,030  143  138,295  430  -  -  -  287  15,425  19,905  115  15,210 

Budget  809,448  1,928  27,460  7,622  -  2,352  2,391  87,343  3,225  438,722  12,811  142  180  420  36,269  30,091  49,626  970  107,897 

Procurement  841,715  10,053  6,944  622  -  1,866  1,866  86,230  311  306,573  3,213  -  1,451  -  1,969  52,547  120,333  933  246,805 

Risk Mgmt  6,374,053  -  -  -  -  -  -  -  -  1,962,303  -  -  -  -  -  166,394  4,237,696  1,089  6,571 

City Clerk Administration  1,173,886  3,729  71,900  622  -  1,243  2,486  169,046  622  598,981  1,864  -  -  -  1,243  66,811  188,965  497  65,878 

Communications  48,061  153  2,944  25  -  51  102  6,921  25  24,523  76  -  -  -  51  2,735  7,737  20  2,697 

Records Management  613,489  -  294,133  -  -  -  5,114  17,892  -  87,607  -  -  -  -  -  -  198,566  -  10,175 

HR Administration  550,513  1,749  33,719  291  -  583  1,166  79,277  291  280,903  874  -  -  -  583  31,332  88,617  233  30,895 

Comp & Classification  538,146  1,709  32,961  285  -  570  1,140  77,496  285  274,592  855  -  -  -  570  30,628  86,627  228  30,201 

Employee Benefits  175,660  558  10,759  93  -  186  372  25,296  93  89,631  279  -  -  -  186  9,997  28,277  74  9,858 

Employee Development  253,468  805  15,525  134  -  268  537  36,500  134  129,333  403  -  -  -  268  14,426  40,802  107  14,225 

Employee/Labor Relations  273,170  868  16,732  145  -  289  578  39,338  145  139,386  434  -  -  -  289  15,547  43,973  116  15,330 

Recruitment  790,773  -  64,773  -  -  1,799  4,498  46,781  -  433,621  900  -  -  -  1,799  5,398  132,245  -  98,959 

City Attorney  3,757,066  11,935  230,120  1,989  -  3,978  7,956  541,037  1,989  1,917,062  5,967  -  -  -  3,978  213,829  604,788  1,591  210,845 

ITS Administration  448,541  2,072  31,087  296  -  -  296  39,969  -  269,125  592  -  -  -  888  15,692  62,470  -  26,054 

Business Application  2,774,059  12,817  192,262  1,831  -  -  1,831  247,193  -  1,664,435  3,662  -  -  -  5,493  97,046  386,354  -  161,133 

GIS  706,930  3,266  48,995  467  -  -  467  62,995  -  424,158  933  -  -  -  1,400  24,731  98,457  -  41,063 

Network Administration  2,324,074  10,740  161,073  1,533  -  -  1,533  207,096  -  1,394,445  3,070  -  -  -  4,602  81,304  323,683  -  134,997 

Systems  4,443,910  19,030  513,443  2,719  -  -  2,719  382,489  -  2,499,264  5,437  -  -  -  8,156  168,968  598,407  -  243,278 

Security  1,472,150  7,539  113,092  1,077  -  -  1,077  145,403  -  979,050  2,154  -  -  -  3,231  57,084  67,660  -  94,781 

Retirement Costs  12,159,750  -  449,321  -  -  -  -  1,909,614  -  8,172,026  -  -  -  -  -  336,991  1,221,592  14,041  56,165 

PW Administration  953,697  -  -  -  -  -  -  -  3,277  314,622  6,555  -  -  -  6,555  349,034  1,639  -  272,017 

PW Real Estate  778,950  -  -  -  -  -  -  -  -  281,748  -  -  -  -  -  16,573  198,881  -  281,748 

Facilities Mgmt Fund  7,203,194  -  21,827  -  506,212  82,626  2,400  815,834  -  4,010,617  -  -  -  -  12,301  159,312  452,133  118,809  1,021,124

 $ 59,024,508 $ 110,039 $ 3,350,270 $ 49,529 $ 506,212 $ 108,295 $ 66,145 $ 5,852,454 $ 20,834 $ 30,860,812 $ 81,681 $ 9,870 $ 6,887 $ 2,417 $ 115,592 $ 2,772,563 $ 10,507,311 $ 148,306 $ 4,455,291 
1 General Fund includes totals from the Golf Course Fund, Alarm Fee Fund, Waterpark Fund, and Parks and Rec Program Fund 
2 All Economic & Development costs rolled into General Fund except for the reimbursement to the Property Management Fund 
3 The Charter School Maintenance Fund is only calculated to cost out the reimbursement to the Property Management Fund with the rest of their costs are under All Others
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Exhibit B 
FY 2023 Data for Allocation Basis 

Service Allocation Basis FTEs 

Public 
Works 
FTEs Retirees 

Accounting 
Transactions 

Actual 
Expenditures 

A/P 
Transactions 

Purchase 
Orders 

Cashier 
Transactions 

Council 
Agenda 

Items 

Real 
Estate 
Items 

Internal 
Audit 
Hours 

Files 
Images Devices 

Personnel 
Requisitions 

Property 
Liability 

Permits 
Reviewed 

Work 
Orders 

Budgeted 
Expenditures 

General Fund  963  96  574  44,100 $ 237,095,664  69,501  2,946  39,415  338  17  -  451,233  909  482 $ 506,404,950  7,838  13,367 $ 261,301,432 
5 Cent Gas Tax Fund  -  -  -  132  501,235  21  2  -  1  -  -  -  -  -  -  -  -  960,758 
6 Cent Gas Tax Fund  1  1  -  275  501,235  20  1  -  1  -  -  -  -  -  -  -  -  960,758 
Road Impact Fee Fund  -  -  -  195  232,303  15  -  4,648  -  -  -  -  -  -  -  -  -  249,951 
Park Impact Fee Fund  -  -  -  144  1,627,115  211  -  4,593  3  -  -  -  -  -  -  -  -  84,698 
Police Impact Fee Fund  -  -  -  152  295,462  161  10  4,654  -  -  -  -  -  -  -  -  -  35,717 
ALS Impact Fund  -  -  -  104  295,462  18  3  4,643  -  -  -  -  -  -  -  -  -  35,717 
Fire Impact Fee Fund  -  -  -  156  295,462  18  1  4,300  -  -  -  -  -  -  -  -  -  35,717 
Alarm Fee Fund  1  -  -  324  66,924  92  -  511  -  -  -  -  -  -  -  -  -  108,968 
All Hazards Fund  6  -  -  505  1,121,228  824  97  18  -  -  -  1  7  -  -  -  -  1,149,024 
Fire Operations  272  -  136  5,528  51,468,531  13,135  832  4,779  25  -  -  92,157  135  52  -  4,324  2,719  52,042,994 
Lot Mowing Fund  3  2  -  2,133  3,664,585  1,288  31  130  2  -  -  -  2  1  -  -  -  7,633,138 
Economic Development  4  -  -  455  934,769  507  18  8,427  5  -  -  26,343  1  5  -  -  8  1,424,826 
Building Code Fund  116  -  32  2,240  13,216,181  4,907  67  241,574  8  -  1,236  1,514,981  105  72  -  63,690  73  16,362,115 
CDBG Fund  1  -  -  913  1,277,814  892  3  9  6  -  -  -  1  -  -  -  -  4,541,822 
HUD NSP Fund  -  -  -  37  -  -  -  6  -  -  -  -  -  -  -  -  -  -
SHIP Fund  -  -  -  247  1,284,771  563  3  6  -  -  -  -  -  -  -  -  -  -
CRA Fund  2  -  -  491  -  256  18  155  1  -  2  -  -  2  -  -  275  1,401,312 
Waterpark Fund  -  -  -  18  -  14  -  -  4  -  -  -  -  -  -  -  -  -
PR Program Fund  -  -  -  625  -  165  -  871  -  -  -  -  -  -  -  -  -  -
Golf Course Fund  -  -  8  122  -  92  12  -  1  -  711  -  -  -  -  -  -  -
Solid Waste Fund  2  2  -  630  21,227,020  762  19  4,036  3  -  -  -  3  2  -  -  41  21,610,439 
W&S Fund  304  1  87  11,792  109,534,923  33,658  1,750  4,883,938  64  12  -  1,022,754  211  147  1,093,608,157  6,923  1,507  81,953,270 
W&S Debt Fund  -  -  -  683  -  -  -  -  -  -  -  -  -  -  -  -  -  -
W&S Reserve Fund  -  -  -  276  -  -  -  -  -  -  -  -  -  -  -  -  -  -
W&S Cap Proj Fund  -  -  -  251  -  2,439  46  3  -  -  -  -  -  -  -  -  -  -
Water Impact Fund  -  -  -  1,213  -  50  -  1,736  -  -  -  -  -  -  -  -  -  -
Sewer Impact Fund  -  -  -  1,315  -  54  -  1,883  -  -  -  -  -  -  -  -  -  -
Irrigation Impact Fund  -  -  -  1,220  -  71  3  1,512  -  -  -  -  -  -  -  -  -  -
Water CIAC Fund  -  -  -  163  -  -  -  524  -  -  -  -  -  -  -  -  -  -
Sewer CIAC Fund  -  -  -  163  -  -  -  1,031  -  -  -  -  -  -  -  -  -  -
Irrigation CIAC Fund  -  -  -  123  -  14  2  30  -  -  -  -  -  -  -  -  -  -
Stormwater Fund  108  107  24  6,409  16,753,154  11,316  507  18,316  14  1  851  -  53  6  42,940,755  6,951  531  17,929,786 
Yacht Basin Fund  1  -  1  613  431,232  304  9  458  1  -  -  -  -  -  280,999  -  396  577,332 
Charter School Fund  -  -  -  -  -  -  -  -  -  -  -  -  -  -  -  -  1,687  -
All Other  104  83  -  24,973  18,072,412  32,433  2,369  3,901,796  108  17  -  14,043  87  110  1,695,819  1,129  3,404  19,461,685
  1,888  292  862  108,720 $ 479,897,482  173,801  8,749  9,134,002  585  47  2,800  3,121,512  1,514  879 $ 1,644,930,680  90,855  24,008 $ 489,861,459 
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Audit Report No. 23-04  

Auditor-In-Charge: Andrea R. Russell, CPA, CFE, CIA, CGMA 

Auditor: Philip Toby, CGFM 

 



TO: Mayor Gunter and Council Members 

FROM: Andrea R. Russell, City Auditor oflll.-, 

DATE: August 30, 2023 

SUBJECT: Financial Services-Full Cost Allocation Audit 

The City Auditor's Office has completed the audit of Financial Services Full Cost Allocation 
process. The audit was conducted in conformance with Generally Accepted Government 
Auditing Standards by the authority granted through City Ordinances 28-02 and 79-10. 

We would like to express our sincere appreciation to the Financial Services Department and 
the Office of Management and Budget management and staff for the courtesy, cooperation and 
proactive attitude extended to the team members during the audit. If you have any questions 
or comments regarding this audit, please contact Andrea Russell at 242-3380. 

C: Michael llczyszyn, Interim City Manager 
Connie Barron, Assistant City Manager 
Aleksandr Boksner, City Attorney 
Kimberly Bruns, City Clerk 
Mark Mason, Financial Services Director 
Nicole Reitler, Management Budget Administrator 
Audit Committee 
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EXECUTIVE SUMMARY 
 
The City Auditor’s Office conducted a performance audit of the Financial Services full cost 
allocation process. This audit is included in the City Auditor’s FY23 approved Audit Plan. 
 
Based on the test work performed and the audit recommendations noted below, we concluded 
overall that policies and procedures are in place and operating effectively to provide for 
accurate cost allocation of certain central services expenditures.  There are additional central 
services expenditures the City currently tracks but does not allocate. Although this is not a 
control weakness, allocating the maximum expenditures possible is important when 
considering limitations on taxes, combined with increasing costs, and the need for additional 
local revenue sources. Preparing and publishing a formal cost allocation plan would improve 
transparency by documenting the methodology for allocation. For further details on this finding 
and recommendations, see the Finding and Recommendations section. We noted no control 
deficiencies. 
 
BACKGROUND 

 
The City utilizes a Cost Allocation Plan (CAP) to allocate certain central services overhead 
costs to operating departments. Cost allocation plans can assist management in many ways 
including recovering indirect costs from federal or state funding; more accurately determining 
fees-for-services; and recognizing cost drivers and benchmarking. The CAP is prepared in 
accordance with 2 CFR 200, Uniform Administrative Requirements, Cost Principles, and Audit 
Requirements for Federal Awards: Special Considerations for States, Local Governments, and 
Indian Tribes - Section 200.416 Cost allocation plans and indirect cost proposals.  
 
Budgeted expenditures for City Council, City Attorney, City Auditor, City Manager, City Clerk, 
Financial Services, Human Resources, and Information Technology Services are allocated to 
various funds. Central services provided by the General Fund are charged to the City’s Special 
Revenue, Internal Service, and Enterprise Funds for reimbursement. These funds include 
Building, Community Development Block Grant, Golf Course, Stormwater, Water and Sewer, 
and Yacht Basin funds. Management determines which funds are charged for centralized 
services.  
 
AUDIT OBJECTIVE 

 
To determine whether the full cost allocation budgeted and charged to departments was 
adequately supported, the basis for calculation was reasonable, and the allocation followed 
applicable regulations, policies, and procedures. 
 
STATEMENT OF AUDITING STANDARDS 

 
We conducted this performance audit in accordance with Generally Accepted Government 
Auditing Standards. Those standards require that we plan and perform the audit to obtain 
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sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives. We believe that the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objectives. 
 
FINDING AND RECOMMENDATIONS 

 
FINDING 2023-01: Financial Services Should Develop a Full Cost Allocation Plan 
Rank: Medium  
 
Condition:  
Financial Services determines the allocation bases for costs. For example, to allocate Financial 
Services procurement costs to the Building Fund, the number of purchase orders processed 
by Finance for the Building Division is used to determine a percentage of total expenditures to 
allocate. The allocation bases utilized in the CAP include: the number of full-time equivalents; 
number of devices (Information Technology); number of retirees; number of accounting 
transactions; number of accounts payable transactions; budgeted expenditures; files imaged; 
number of complaints or inquiries; number of internal audit hours; number of council agenda 
items; number of real estate items for council action; and the number of personnel requisitions. 
 
The City only allocates the selected central service expenditures to the above noted funds but 
could include additional funds, such as the Parks and Recreation or Transportation Capital 
Projects funds, as well as additional central service expenditures, such as the Communications 
Office or Facilities Management expenditures. Best practices recommend a formal 
documented CAP to facilitate transparency. The only documentation Financial Services 
currently has is the detailed procedural “how to” document and a general overview of the 
process in the budget document. The methodology is described in sufficient detail in internal 
documentation and applied fairly and consistently. A stand-alone CAP can communicate 
details such as types of expenditures, allocation bases, and the time period used for 
expenditures in the plan. This information is included in the internal documents used for the 
allocation, but would provide more transparency if details were provided in a stand-alone CAP. 
 
Criteria: 

•  2 CFR 200; 200.416 
•  Formal documented Full Cost Allocation Plan 

 
Cause: 

•  No formal CAP document 
•  Incomplete allocation of costs  

Effect: 
•  Lack of transparency regarding cost allocation 
•  Understated cost allocation 

 
RECOMMENDATIONS: 
2023-01a:  Develop a formal, Cost Allocation Plan to be included in the City’s annual budget.  
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2023-01b: Analyze unallocated costs and determine if any additional amounts can be 
incorporated into future full cost allocations. 

 
Management Response and Corrective Action Plan: 
2023-01a: Select one of these boxes:  ☒ Agree  ☐ Partially agree*  ☐ Disagree* 
 *For partially agree or disagree a reason must be provided as part of your 

response:  
 
2023-01a: We agree that a more detailed and formal plan should be developed, maintained, 

and updated annually in the City’s Annual Budget to create the necessary 
transparency to understand what the Full Cost Allocation is, why it is necessary, 
when it is updated and why, and how the calculations work. The City has 
purchased a Cost Allocation Software and are in the process of implementation. 
Once the implementation is complete and a full analysis of the process is 
analyzed, a more detailed and thorough Cost Allocation Plan will be developed 
and included within our Budget Book. 

2023-01a: Management Action Plan Coordinator: Financial Services Director  
2023-01a: Anticipated Completion Date:  1/4/2023 
 
2023-01b: Select one of these boxes:  ☒ Agree  ☐ Partially agree*   ☐ Disagree* 
 *For partially agree or disagree a reason must be provided as part of your 

response:  
 
2023-01b: The City has implemented this recommendation and will do so one more time 

with the implementation of the new software for full cost allocations. The city has 
purchased a Full Cost Allocation Software and is currently in the process of 
implementation. In FY 2023 the City evaluated the Full-Cost Allocation process 
and made some changes to the Fund allocations in preparation of the 
implementation. Included in the changes, the Parks and Recreation Fund and the 
Golf Course Fund moved out of Special Revenue Funds and into the General 
Fund. The Fire Operations moved out of the General Fund and into the Special 
Revenue Fund. Also, within our Capital Transportation Fund, the sidewalk crew 
was moved out and reallocated to the General Fund. Due to these changes, we 
re-evaluated the Funds receiving the allocation and expanded the scope of 
allocation to also include the Solid Waste Fund and the Gas Tax Fund as well as 
the new Fire Operations Fund and removing the Parks and Recreation and Golf 
Course Funds. The expenditures included are also being re-evaluated and in FY 
2024 the facilities costs are being included as a part of the total expenditures for 
allocation. Throughout the implementation process, we will continue to evaluate 
potential costs for allocation and will document any changes in the updated Cost 
Allocation Plan. 

2023-01b: Management Action Plan Coordinator: Financial Services Director  
2023-01b: Anticipated Completion Date:  10/2/2023 
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SCOPE AND METHODOLOGY 
 
Based on the work performed during the planning and the assessment of risk, the audit covers 
the full cost allocation process used for FY22 and FY231. We performed testing using 
applicable policies and procedures as well as federal regulations for cost principles that were 
in place during the scope.  
 
Original files were used as support for testing evidence and verified through physical 
examination. Sample size and selection were based on the CAO Sample Methodology. To gain 
a better understanding of the process for allocation and to ensure compliance with budget 
policies and procedures, we conducted walkthroughs with the Office of Management and 
Budget and Financial Services personnel. We utilized judgmental sampling to select allocation 
bases to trace to source reports, documents and to recalculate amounts used in selected 
allocations.  
 
To achieve the audit objective, we used data from the City’s financial accounting system. The 
information is tested by the external auditors as part of the Annual Comprehensive Financial 
Report. Based on the results of their procedures, no additional data reliance testing was 
deemed necessary.  
 
Unless specifically stated otherwise, based on our selection methods, and testing of 
transactions and records, we believe that it is reasonable to project our results to the population 
and ultimately draw our conclusions for testing, findings, and recommendations on those 
results. Additionally, for proper context we have presented information concerning the value 
and/or size of the items selected for testing compared to the overall population and the value 
and/or size of the exceptions found in comparison to the items selected for testing. 
  

 
1 Full cost allocations are determined at the beginning of the fiscal year for inclusion in the current (FY24) budget. 
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  APPENDIX A  
 
Finding Classification 
Findings are grouped into one of three classifications: High, Medium or Low. Those findings 
that are categorized as low are not included in the report but rather are communicated 
separately to management. Classifications prioritize the findings for management to address 
and also indicate the level of testing required to determine if a finding’s Corrective Action Plan 
is fully implemented in accordance with recommendations and Management’s Response. 
 
High: A finding that is ranked as “High” will have a significant impact on the organization. It is 
one that prevents the achievement of a substantial part of significant goals or objectives, or 
noncompliance with federal, state or local laws, regulations, statutes or ordinances. Any 
exposure to loss or financial impact for a High finding is considered material. Examples include 
direct violation of City or Department policy, blatant deviation from established policy and 
procedure, such as actions taken to circumvent controls in place, material non-compliance with 
federal, state or local laws, regulations, statutes or ordinances, or an area where significant 
cost savings could be realized by the Department or the City through more efficient operations.  
 
High findings require immediate management attention and should take management’s priority 
when considering implementation for corrective action. 
 
Medium: A “Medium” finding is one that hinders the accomplishment of a significant goal or 
objective or non-compliance with federal, state or local laws, regulations, statutes or 
ordinances, but can’t be considered as preventing the accomplishment of the goal or objective 
or compliance with federal, state or local laws, regulations, statutes or ordinances. Exposure 
to loss or potential or actual financial impact is significant but not material to the Department or 
City. Examples include lack of monitoring of certain reports, insufficient policies and 
procedures, procedure in place or lack of procedure that can result in potential noncompliance 
with laws and or regulations.  
 
Medium findings require management attention within a time frame that is agreed upon by the 
Department and the City Auditor. Priority for implementation of management’s corrective action 
should be considered in light of other High or Low findings. 
 
Low: A “Low” finding is one that warrants communication to management but is one that isn’t 
considered as hindering the accomplishment of a significant goal or objective and isn’t causing 
noncompliance with federal, state or local laws, regulations, statutes or ordinances. Financial 
impact or risk of loss is minimal to none; however, low findings can hinder the effectiveness or 
quality of department operations and thus are communicated to management separately. Low 
ranked findings are not included in the final audit report. 
 
The City Auditor’s Office will not follow up on the status of Low findings communicated to 
Management. 
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