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Purpose:

To describe the manner in which WESTAR will determine and implement its overhead (indirect rate), consistent with OMB Circular A-122.

Definitions:

Indirect expense – Indirect costs are costs that are incurred for common or joint objectives and can not be readily identified with a specific project or grant.

General Notes:  

OMB Circular A-122, Cost Principles for Non-Profit Organizations, outlines the principles to be used in determining costs of federal grants, including indirect costs.  A-122 describes several methods for determining an indirect rate.  The following procedure is the method chosen by WESTAR to establish its indirect rate.  Once this rate has been established, it will be applied to all grants and other awards until a new indirect rate has been established. 

Process Steps/Descriptions: 

OMB Circular A-122 provides a simplified method for determining indirect rate when the organization’s major functions benefit from its indirect costs to approximately the same degree.  WESTAR currently meets these conditions and has chosen to use this simplified approach:

1. Separate the budget for the grant period into direct and indirect costs.  In general, cost items will be either indirect (as defined above) or direct, but in some cases may be partially direct, and partially indirect.  For example, the Executive Director may work a portion of his/her time on a specific project, and the remainder of his/her time on the general administration of the organization.

2. Determine the direct cost basis by totaling all allowable direct costs, and deducting from this total any major expenses (such as capital costs) which might distort the indirect cost calculation.

Process Steps/Descriptions (cont.):

3. The indirect rate is determined by dividing the indirect costs (from step 1) by the direct cost basis (from step 2), and is reported as a percentage.
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