
DEVELOPING AN INDIRECT COST PLAN: 

 

A GUIDE  

 

FOR 

 

LTWH - SUBRECIPIENTS 
 

 

 

 

The principles outlined below are from the OMB Circular No. A-122. These cost 

principles are established for Non-profit entities. For the purposes of accounting project costs 

and assisting subrecipients with the request for cash process, we are applying these principles for 

both Non-profit and For-profit subrecipients who intend to seek reimbursement for indirect 

costs
1
. There are other methodologies that could be used to seek reimbursement for these costs, 

whether this one is used or others, an Indirect Cost Plan must be submitted for MDA approval.  

Until MDA has approved a Subrecipient’s Indirect Cost Plan, the Subrecipient’s indirect costs 

will not be eligible for reimbursement. 

 

I. METHODS FOR DEVELOPING AN INDIRECT COST PLAN. 
 

There are several acceptable methods for developing an Indirect Cost Plan, and 

Subrecipients may want to consider adopting one of the following, acceptable methods (NOTE: 

This is not an exclusive list, and a Subrecipient may determine that a method not specified in this 

list provides a more relevant and useful basis for developing the Indirect Cost Plan.):  

 

1. Square Footage.  Calculate the percentage of total square footage of Subrecipient’s 

building that Subrecipient uses to carry out its LTWH project.  Apply this percentage to 

any indirect cost to determine the reimbursable portion of that cost. 

 

Example: Subrecipient occupies a 10,000 square foot building.  Subrecipient uses 1,000 

of its 10,000 square feet to implement its LTWH project; therefore, 1/10
th

, or 10%, of 

Subrecipient’s square footage is devoted to implementing the LTWH project.  If 

Subrecipient pays $4,000/month for rent (an indirect cost), 10% of the total rent, or $400, 

is eligible for reimbursement. 

 

                                                 
1
 “Indirect costs are those that have been incurred for common or joint objectives and cannot be readily 

identified with a particular final cost objective.”  OMB Circular No. A-122, Attachment A, Section C(1).   



2. Percentage of Salaries Devoted to LTWH.  Calculate the percentage of total salaries 

that represent work performed to implement the LTWH project.  Apply this percentage to 

any indirect cost to determine the reimbursable portion of that cost. 

 

Example: Subrecipient paid its employees $500,000 in salaries in the past 6 months.  Of 

the $500,000 in total salaries paid by the Subrecipient in this 6-month period, $50,000, 

or 10%, was for work performed to implement the LTWH project.  If Subrecipient pays 

$350/month for the building’s utilities (an indirect cost), 10% of the total utility bill, or 

$35, is eligible for reimbursement. 

 

3. Indirect Costs as a Percentage of Salaries.  For a specified period of time (preferably 3 

months or more), determine both the total amount of indirect costs incurred and the total 

amount of salaries paid.  Divide the total amount of indirect costs by the total amount of 

salaries paid.  Apply this percentage to any indirect cost to determine the reimbursable 

portion of that cost.    

 

Example: In the past 3 months, Subrecipient paid a total of $5,000 for indirect costs.  In 

that same period of time, Subrecipient paid its employees $50,000 in salaries; therefore, 

indirect costs represent $5,000/$50,000, or 10%, of salaries.  If Subrecipient paid 

$10,000 for 20 new computers that will be used to support the numerous projects 

administered by Subrecipient, including Subrecipient’s LTWH project, then 10% of the 

purchase price of the computers, or $1,000, is eligible for reimbursement. 

 

Final Note: Once a Subrecipient has selected a particular method, the Subrecipient should 

consistently apply that method to all subsequent revisions of the Subrecipient’s Indirect Cost 

Plan.  The Indirect Cost Plan should be reviewed at least quarterly and revised any time there is a 

significant change within the organization that, absent a revision to the Indirect Cost Plan, would 

make the current version of the Indirect Cost Plan an inaccurate and outdated reflection of the 

actual status of the organization. 

 

II. INDIRECT COSTS RELATED TO A SPECIFIC EMPLOYEE.   
 

Although many indirect costs are incurred by the organization as a whole (e.g., rent, 

utilities, phones), others are inextricably linked to a particular individual (e.g., project manager’s 

cell phone bill, case manager’s auto allowance).  For these employee-specific indirect costs, the 

Subrecipient should take the following steps to determine the reimbursable portion of the overall 

cost: 

 

1. Using the time sheets being maintained by each employee, calculate each employee’s 

respective percentage of involvement in the LTWH project.  

 

2. Apply each employee’s unique percentage to the indirect cost that he or she has incurred. 

 

Example: Project Manager’s time sheets confirm that he spends 50% of his time on the 

LTWH project.  Project Manager has received a $150 cell phone bill for his work-provided 

cell phone.  Applying Project Manager’s 50% LTWH participation percentage to his $150 



cell phone bill, Subrecipient can determine that $75 of the cell phone bill is eligible for 

reimbursement. 

 

III. ARE SALARIES CLASSIFIED AS INDIRECT COSTS?   
 

As a general rule, salaries are classified as direct
2
 costs – they are not classified as 

indirect costs.  Because salaries are generally classified as direct costs, employees must maintain 

time distribution records (“time sheets”)
3
 that document the actual number of hours devoted to 

the LTWH project; MDA will only reimburse the LTWH-specific portion of an employee’s 

salary that has been adequately documented with time sheets. 

 

Ideally, an employee’s time sheets should correspond to his or her job description and 

position within the organizational chart.  For example, if the Subrecipient’s budget reports that 

100% of the Project Manager’s $40,000 salary will be charged to LTWH, and if the Subrecipient 

further intends to classify that full $40,000 as a program/project delivery cost, the Project 

Manager's time sheets and job description should demonstrate that she spends 100% of her time 

on the LTWH project and, specifically, that 100% of the duties she performs are devoted to 

project delivery; similarly, if 50%, or $20,000, of the Project Manager's salary will be classified 

as a program/project delivery cost and the remaining 50%, or $20,000, will be classified as an 

administrative cost, the Project Manager's time sheets and job description should demonstrate 

that she spends 100% of her time on the LTWH project and, specifically, that 50% of the duties 

she performs are devoted to project delivery while the other 50% is administrative in nature. 

 

The only exception to this general rule is for Executive Director/Director/President/CEO 

(the “Executive Director”) of a subrecipient. Because of the numerous, competing demands on 

the Executive Director’s limited time, HUD has generally permitted Subrecipients to apply the 

Indirect Cost Plan percentage to the Executive Director’s salary to determine the portion of 

salary that can be reasonably charged to the budget of the entity’s CDBG-funded project.  

 

 

                                                 
2
 “Direct costs are those that can be identified specifically with a particular final cost objective, i.e., a 

particular award, project, a service, or other direct activity of an organization.”  OMB Circular No. A-122, 

Attachment A, Section B(1). 
3
 Because of the exception that permits a Subrecipient to apply the Indirect Cost Plan percentage to the 

Executive Director’s salary, the Executive Director is not required to maintain time sheets. 


