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GENERAL   
 
Purpose 
To understand the definition of federal facilities and administrative (F&A) costs and identify 
recovery, distribution, and allocation of F&A costs incurred through direct costs spending for all 
federally sponsored grants and contracts that are administered by the Department of Research. 
 
Administration 
The Chairman, Department of Research is responsible for the administration and subsequent 
revisions to the procedure. 
 
 

 
Understanding Facilities and Administrative Costs 

The total costs associated with organized research can be categorized as either direct 
costs or indirect costs.   
“Indirect costs” are also referred to as “facilities & administrative (F&A)” costs or 
“overhead costs”.  

 
Direct Costs:  As defined in U.S. Office of Management and Budget (OMB A-21), direct costs are 
those which can be identified specifically with a particular sponsored project, an instructional 
activity or that can be directly assigned to such activities relatively easily with a high degree of 
accuracy. The funds available to a principal investigator (PI) upon receipt of a grant, which the PI 
has outlined in a proposal that are necessary to accomplish the research, and can be directly 
assigned, are allocable (proportional to the benefit received by the grant) and auditable (requiring 
validation).  
Salaries of key personnel listed on the grant, supplies, travel, patient care costs, and equipment 
are all examples of direct costs.  Direct expenses charged to a federal grant must follow the 
following four principles: costs must be reasonable, allocable, allowable, and consistently treated. 
 
F&A (Indirect/overhead) Costs: As defined in OMB A-21, F&A costs are those that are incurred 
for common or joint objectives and therefore cannot be identified readily and specifically with a 
particular sponsored project, instructional activity or any other institutional activity. F&A costs are 
broad categories of costs. “Facilities” is defined as depreciation and use allowances, interests on 
debt associated with certain buildings, equipment and capital improvements, operation and 
maintenance expense, and library expenses.  “Administration” is defined as general administration 
and general expenses, departmental administration, sponsored projects administration, and all 
other types of expenditures not listed specifically under one of the subcategories of Facilities. They 
are real costs incurred by the schools/centers and the institution in support of sponsored activities 
but cannot be directly identified with a specific grant or contract. 
 

The F&A rate recovery on sponsored grants and contracts allow schools/universities and 
institutions to build, maintain, and operate its research facilities. F&A cost dollars received by the 

Recovery of F&A Costs  
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university are not extra dollars, tax, a fee, or profit. Instead the funding derived from F&A costs 
provides critical dollars necessary to support the operating expenses related to the space in which 
the research is conducted, as well as the administrative services provided to the Principal 
Investigator. Additionally, the recovery supports the research enterprise by funding major research 
initiatives, cost share of equipment, and in part is returned to the schools/universities/institutions. 

How is F&A Rate Calculated? F&A Rates are developed under the requirements of the U.S. 
Office of Management and Budget Circular A-21, Cost Principles for Educational Institutions. The 
rates are calculated according to the F&A Cost Rate Agreement for Hackensack University Medical 
Center and negotiated every three to four years with our cognizant federal audit agency, the 
Department of Health and Human Services (DHHS).  

HackensackUMC’s F&A (overhead/indirect) rate:  Based on our negotiated F&A Cost Rate 
Agreement with DHHS (effective 6/15/2010), HackensackUMC’s F&A rate is 76.1%.  Unless 
otherwise documented or waived by authorized individuals, it is expected that the Principal 
Investigators (PIs) will include Institution’s full negotiated F&A costs in their budget proposals for 
federal grants and contracts (NIH, DOD, CDC, AHRQ). 
 
Example of negotiated F&A recovery rate: 
PI applying for NIH grant with $250,000 in direct costs should include 76.1% indirect costs (F&A 
rate) on the total direct costs.  If funded, the Institution receives up to $190,250 in F&A recovery 
(with a total award of $440,250). 
 

Total award amount 
$440,250 

                                
    Direct Cost                       Indirect Cost (F&A)   
    $250,000           $190,250 
 
 

 
Distribution of F&A Costs 

In order to stimulate further research and to reimburse the department that generated the F&A 
recovery, the Institution will allocate indirect costs in the following manner.  The allocation will be 
made on individual grant basis, depending on the actual amount recovered from the sponsor. 
 

70%    Principal Investigator’s department  
Percentage    Area    

30%    Research department  
 
The PI’s Department Chair will have an option to allocate indirect costs to a Research Account to 
support research related activities. However; indirect costs which are allocated to the PI’s 
department/cost center will be recorded as Research Revenue.  Indirect costs transferred to the 
Department of Research must be recorded as Research Revenue.   

 

For proper internal control and budgeting, the indirect costs will be allocated in accordance to the 
following procedures. 

F&A Allocation Process 

• If a PI’s Department Chair chooses to allocate their F&A indirect costs to a Research 
Account, the Research Finance Office (RFO) will create a grant specific/departmental 
“Research Account” to assist the Chair of the PI’s Department in tracking their research 
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fund allocation.  Funds from research grant accounts will be used under the discretion of 
the Chair of the PI’s Department. 

• The RFO will burden each federal grant with the appropriate F&A cost based on the 
awarded budget on a monthly basis.  When F&A recovery revenue is received or accrued, 
the Research Finance Analyst (RFA) will deposit/transfer the funds to their respective 
Research account.   

• In the event of an advance payment, the RFA will deposit indirect cost into a holding 
account until the actual expenditures have incurred on the project. 

• In December the actual indirect cost for the calendar year will be calculated and any 
necessary adjustments will be made for that calendar year. 

• Monthly reports on the Research Grant Account’s available balance will be sent to the PIs 
and Department Chairs.   

• Unspent funds will carry forward fiscal year to fiscal year.  
• Overhead/F&A funds accrued in the Research Grant Account(s) can be utilized by 

Investigators for research related purposes under the discretion of their Department Chair. 
 

The federal government does not stipulate or limit how an Institution may use its F&A recovery 
revenue it generates from federal grants.  However; the usage of research funds is restricted to the 
enhancement of activities related to the funded project and/or development of new research 
projects. Examples of appropriate uses of F&A allocations are described below: 

Specific Usage of Research Funds 

 
• support pilot studies/investigator initiated projects  
• costs of writing a new proposal 
• journals and publications 
• travel associated with development of new projects or existing research projects 
• travel to conferences and/or to meet with sponsors 
• attending/hosting research workshops and seminars 
• salary support for research assistants, technicians, administrative/clerical support, or other 

research personnel not covered by grants 
• Office supplies, laboratory supplies, research related equipment  

PI should adhere to the Institution’s policies and procedures when using these research funds. All 
research related expenditures must be reviewed and approved by their Department Chair prior to 
the PI incurring expenses and utilizing research funds. 
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