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In accordance with Appendix VII, paragraph D.1.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.
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, unless it elects to use the de minimis rate, it must develop an indirect cost proposal in accordance with the requirements of the Appendix and maintain the proposal and related supporting documentation for audit. 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.
If a recipient or subrecipient chooses to use the de minimis rate, that rate must be used consistently for all of its federal awards, until such time as a rate is negotiated. The de minimis rate does not require documentation to justify its use and may be used indefinitely.
Also, as described in 2 CFR 200.403, costs must be consistently charged as either indirect or direct but may not be double charged or inconsistently charged as both. In accordance with 2 CFR 200.400(g), a recipient or subrecipient must not earn or keep any profit resulting from federal financial assistance, unless explicitly authorized by the terms and conditions of the award. A recipient or subrecipient can always choose to charge the federal awards less than the negotiated rates or the de minimis rate.
(Source: 2025 OMB Compliance Supplement Part 3.2)
Audit Objectives and Control Testing 
Audit Objectives
1. Obtain an understanding of internal control, assess risk, and test internal control as required by 2 CFR section 200.514(c). 
2. Determine that the de minimis rate is applied to the appropriate base amount.
3. Determine that the de minimis rate is used consistently by a recipient or subrecipient under its federal awards.
(Source: 2025 OMB Compliance Supplement Part 3.2)
Control Documentation and Testing
	Auditors should clearly document what control procedures address the compliance requirement. Reference or link to documentation or where testing was performed.
Basis for the control (Ex. reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (Description of how auditee uses the “Basis” to prevent, or identify and correct errors):

Person(s) responsible for performing the control procedure (Title):

Description of evidence documenting the control was applied (i.e. sampling unit):




Suggested Substantive Audit Procedures – Compliance – De Minimis Indirect Cost Rate
	Consider the results of control testing above in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.
(Source: 2025 OMB Compliance Supplement Part 3.2)
The following suggested audit procedures apply to any recipient or subrecipient using a de minimis indirect cost rate. None of the procedures related to indirect costs in the sections organized by type of recipient or subrecipient apply when a de minimis rate is used.
1.	Test a sample of transactions for conformance with 2 CFR 200.414(f).
a	Select a sample of claims for reimbursement of indirect costs and verify that the de minimis rate was used consistently, the rate was applied to the appropriate base, and the amounts claimed were the product of applying the rate to a modified total direct costs base. Verify the charges do not exceed 15 percent of MTDC.
2.	For a recipient or subrecipient conducting a single function, which is predominately funded by federal awards, determine whether use of the de minimis indirect cost rate resulted in the recipient or subrecipient double-charging or inconsistently charging costs as both direct and indirect.

Auditors must include results of this testing in the Section B - Audit Implications Summary of the FACCR.



