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Department of Health
and Human Sarvices

Allowable Contract Cost Reimbursement Policy

1.0 Purpose

To establish a Department of Health and Human Services (DHHS) cost reimbursement policy
regarding contractor costs, including those for salaries, fringe benefits, indirect costs, and
direct costs, for which reimbursement by the County to a contractor is allowable or

unallowable.
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Appendix A — Montgomery County Department of Health and Human Services Indirect Cost and

2.0 Definitions

Fringe Rate Approval

2.1 Base Budget Contract

The following definitions are listed for ease of reference in designating the term noted below,
but do not replace definitions otherwise set forth by applicable Federal, State or local law.

Term Definition

Contracts proposed by HHS as sole source where there is only one
vendor able to provide the service. Justification must be approved by
Office of Management and Budget and the authority to enter a base
budget contract is given by the County Council. The dollar value limit is
set by the County Council.

2.2 Compliance Team (CT)

DHHS unit that provides a central point for coordination and
responsibility for activities that promote accountability, integrity, and
efficient use of public resources; ensures adherence to County, State
and federal laws; evaluates the effectiveness and adequacy of internal
controls; makes recommendations on process improvement; identifies
potential areas of risk; investigates fraud; provides technical support to
staff and contractors on contract compliance and other technical issues;
and coordinates external audits and audit responses.
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Term Definition

DHHS unit responsible for DHHS’s procurement actions; trains and

Team (CMT) supports contract monitors; works with program staff and Office of
Procurement and oversees all aspects of the contract process from
solicitation to recommending contract award, as well as overseeing the
term of the contract.

2.4 Chief Operating DHHS employee responsible for overseeing financial and business

Officer (COO) activities of DHHS.

2.5 Five Plus (5+) A Contractor identified, by the DHHS Director, as having five or more
Contractor Group cost reimbursement contracts that are subject to monthly random

monitoring to submit their support documentation to their Contract
Monitor.

2.6 Contract Monitor (CM)

DHHS employee responsible for overseeing that a contractor is
complying with the terms and conditions of its contract with the County.

2.7 Cost Reimbursement

A County contract under which a contractor is reimbursed for costs that

and Human Services
(DHHS)

Contract are allowable, and a fee, if any. See Montgomery County Procurement
Regulation 2.4.29.
2.8 Department of Health | A Montgomery County Department, as currently defined in the

Montgomery County Code-COMCOR 02.42A.

2.9 Direct Operating
Costs

Contractor’s salary, fringe and other costs that are directly applicable to
a DHHS project or activity described in the scope of a contract in a given
fiscal year.

2.10 Fair Labor Standards
Act (FLSA)

The Fair Labor Standards Act of 1938 (also referred to as the Wages and
Hours Bill) is a federal statute of the United States. The FLSA initially
introduced a maximum 44-hour, seven-day workweek, established a
national minimum wage, guaranteed 'time-and-a-half' for overtime in
certain jobs and prohibited most employment of minors in "oppressive
child labor," a term that is defined in the statute. It applies to
employees engaged in interstate commerce or employed by an
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Term Definition

enterprise engaged in commerce or in the production of goods for
commerce, unless the employer can claim an exemption from coverage.
In 1938, a revised version of Black's proposal was passed that adopted
an eight- hour day and a forty-hour workweek and allowed workers to
earn wage for an extra four hours of overtime as well. According to the
Act, workers must be paid a minimum wage and overtime pay equal to
at least one-and-a-half times regular pay. Children under eighteen
cannot do certain dangerous jobs, and children under the age of sixteen
cannot work in manufacturing or mining or during school hours.

2.11 Federal Insurance
contribution Act (FICA)

is a United States federal payroll (or employment) tax. Both an
employer and an employee pay a percent of total earned income up to
an annual cap set by Congress into the Social Security Fund and an
additional percentage must be paid into the Medicare Fund. An
employer pays 50% of the FICA and Medicare Taxes.

2.12 Federal
Unemployment Tax Act
(FUTA)

is a United State Federal law that requires employers to pay taxes to
fund State unemployment programs. Together with State
unemployment systems, FUTA provides for payments of unemployment
compensation to workers who have lost their jobs. Most employers pay
both a Federal and a State unemployment tax.

2.13 Fiscal Team (FT)

DHHS unit responsible for overseeing the financial transactions of DHHS
and ensuring strong financial management and accountability. Duties
include processing all contract payments, client benefits and receipts for
several DHHS programs, recording revenue, fee collections and medical
billing, handling claims for federal Medicaid and Social Services
programs, overseeing P-cards, managing bank accounts, preparing
journal entries and performing fiscal year-end closing activities.

2.14 Fiscal Year (FY)

Period for which an organization settles its accounts to provide its
financial or tax position, which is normally twelve (12) months. Fiscal
year is a departure from a calendar year which extends through a
January to December period. For Montgomery County, the fiscal year
period is July 1 through June 30.
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Term Definition

A contract that provides for a firm price under which a contractor bear
the full responsibility for profit or loss. This does not include a cost
reimbursement contract. See Montgomery County Procurement
Regulations 2.4.45.

2.16 Fringe Benefit Costs
or Fringe Costs

A fringe benefit is a form of pay by an employer to its employee
(including property, services, cash, or cash equivalent), in addition to
Stated salary or wages, for the performance of services. Some forms of
additional compensations are specifically designated as “fringe benefits”
in the Internal Revenue Code; other fringe benefits such as

moving expenses or awards are addressed by statutory provisions. IRS
considers some fringe benefits as taxable and others as non-taxable
income. See Section 8.0 of this Policy for a list of reference documents.
For purposes of this Policy, while fringe benefit costs may be either
direct costs or indirect costs, they are noted in a contract as a separate
item for which a rate is determined based on a percentage of direct
costs.

2.17 Indirect Costs

Contractor costs that are directly applicable to more than one project or
activity. The precise cost cannot be easily traced to a project or activity.
For purposes of this Policy, indirect costs related to a contract are
reflected as a rate that is determined based on a percentage of total
direct costs.

2.18 Qualification and
Selection Committee
(QsC)

A committee established by a department for the purpose of evaluating
responses submitted by offerors in connection with an RFP or an REOI.
Each member of the QSC must be an employee of a public entity, unless
specific authorization is obtained from the CAO for another to serve on
the committee. The committee must be composed of at least three
members. See Montgomery County Procurement Regulation 2.4.80 and
4.1.2.4.

2.19 State
Unemployment Tax

States require employers to pay a tax on payroll based on past
unemployment rates. SUTA is paid by an employer and is added to a
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Term Definition

2.20 Program reports

Written documents prepared by a Contractor to summarize the status of

its performance in providing contractual services, including statistical
information, clients served, activities held related to the scope of work,
etc. Program reports may be required under the contract.

2.21 Requirements
Contract

A contract for goods, services, or construction covering long-term
requirements (usually twelve months or more), used when the total
guantity required cannot be fixed, but may be Stated as an estimate or
within maximum and minimum limits. Delivery of goods, services or
constructions are made upon issuance of a delivery order. A
requirements contract may be exclusive, in which case all orders of
goods, services, or construction covered by the contract, must be made
pursuant to it. In the alternative, a requirements contract may be non-
exclusive, in which case the contract is not the only source of goods,
services, or construction covered by it. Unless a requirements contract,
and the solicitation for it, States that it is an exclusive contract, it is a
non-exclusive contract. A requirements contract may not be used to
unduly restrict competition and may not normally be used for large
construction contracts. See Procurement Regulation 2.4.84.

3.0 Scope

This Policy applies to all DHHS contractors or potential Contractors with cost reimbursement
contracts. Contractors are required to submit indirect and fringe cost information during the
DHHS contract negotiations process, at the time of contract execution, and at the time of
future contract modifications (i.e., annual contract renewal) that affect the contractor’s
budget for any contract for which it seeks cost reimbursement. Also, this Policy applies to
the type of supporting documentation required for contractors to submit to their contract
monitors monthly.
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4.0 Policy

4.1 General Policies

4.1.1 All expenses billed to the contract must be reasonable and aligned with the scope of
work defined in the contract and must be included in the contract budget or required
under the scope of work.

4.1.2 Each contract is expected to be a fair, impartial and equitable agreement between
DHHS and a contractor regardless of the number or type of other contracts that may
exist between DHHS and that contractor.

4.1.3 Contractor must provide required program reports to the CM before DHHS may issue
a payment to the contractor.

4,14 Contractor must include in its contract budget form a description of each budget
category and general budget line item and include the indirect cost and fringe cost
rates.

4.1.5 Contractor must submit monthly supporting documentation for its invoice and proof
of payment to the CM unless contract States otherwise.

4.1.6 Contractor’s proposed indirect and fringe rates must be substantiated through
historical data (two years of financial records) and projections must be reasonable,
justifiable, verifiable, and consistent (i.e., methodologies applied from one period to
the next).

4.1.7 CT performs review of the Contractor’s audited financial Statements to assess the
organization's financial health, perform ratio analysis and review their current
indirect and fringe rates for changes from the prior fiscal year.

4.1.8 If the current, audited financial Statement’s indirect or fringe rates changes by 1%
from the current indirect or fringe rate on their contract budgets, CT may request the
Contractor to submit a contract budget modification to reflect the current, indirect
or fringe rates. The 1% change can be less or more of the current indirect or fringe
rate.
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4.1.9 A Contractor that does not have audited financial Statements is required to submit
documentation to support its indirect costs (e.g., general ledger, financial
Statements, spreadsheets, etc.) before the contract is executed or renewed by
Montgomery County.

4.1.10 Contractor’s financial documents will be maintained in a restricted file with limited
access. The information will be available to the DHHS CMT, CM, and CT.

4.1.11 Contractors must apply the indirect cost rate uniformly to all their DHHS contracts
unless the contract is funded by State or Federal grant funds. Then, the Federal or
State provisions apply for the indirect cost rate.

4.1.12 Grant writing costs including salary, fringe and direct operating expenses that are
directly related to performing the contract’s scope of services and which the contract
specifically requires the contractor to seek and obtain such grants to support the
scope of work in the contract are allowable costs.

4.,1.13 Legal costs directly related to performing the contract’s scope of services and which
the contract specifically requires the contractor to provide legal services to clients
are allowable costs to the contract. However, the legal services cannot be used to
sue the County in any way.

4.1.14 Funder’s conditions of award or notice of grant award may restrict the percent of
indirect or fringe costs that a contractor can bill and be reimbursed by the County.

4.2 Indirect Costs

4.2.1 Contractor must identify one of the four following options in establishing the
contractor’s indirect costs. With any of the four methods described in this section,
the indirect costs rate will be capped at 15% for County funded contracts.

4.2.1.1 Contractor, without a federally or DHHS approved indirect rate, must invoice
and submit supporting documentation monthly to DHHS for its actual indirect
costs. Contractor must provide justification on the method of allocating or
prorating the indirect costs.

4.2.1.2 Contractor, with federally approved rates for a County funded contract, may
submit the contractors federally approved annual indirect cost rate to DHHS
for its contracts. However, DHHS will cap the most recent federally approved
indirect cost rate at 15% for County funded contracts and compensate
contractors for only the identified allowable costs in this Policy, which must
also be described in the contract.
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4.2.1.3 Contractor, with federally funded contracts and an approved federal
indirect rate, must submit to DHHS the contractor’s Federally approved rate
letter. DHHS will accept the federally approved rate without reduction for
contracts with Federal funding in accordance with Federal OMB Uniform
Guidance, 2 CFR 200. Additionally, Federal guidelines require DHHS to allow
for first time contractors which never had a Federally approved indirect rate
to have a 15% indirect rate of modified total direct costs as defined in the

Federal OMB Uniform Guidance.

4.2.1.4 Contractor, with a state grant funded contract, is allowed a 15% de minis
indirect rate for total modified direct costs in accordance with Maryland
State Senate Bill 127 effective October 1, 2025. Total modified direct costs
are defined in the Federal OMB Uniform Guidance.

4.2.1.5 Contractor that wants to establish an indirect rate with DHHS must submit
supporting documentation to establish an annual indirect cost rate as allowed
by this policy. Each Contractor must calculate its indirect cost rate based on
total allowable indirect costs divided by total allowable direct costs.

4.2.2 There are some Federal/State/Other grants that restrict the amount of indirect costs
to be reimbursed to a contractor. DHHS must follow these restrictions in reimbursing
the contractor the indirect costs when using these grant funds.

4.2.3

When contractor bills the County, the indirect costs are calculated on the direct salary,
direct fringe and direct operating costs. DHHS calculates indirect costs as the rate
times the total of contractor’s direct costs, which include salary, fringe benefits, and
other direct operating costs. See Table below.

Allowable Program Costs or Direct
Costs

Contractor’s Total Annual $30,000
Allowable Indirect Costs
Contractor’s Total Annual $200,000

Annual Indirect Rate Calculation by
DHHS

$30,000 Divide by $200,000

Supersedes: 2019 Allowable Contract Cost Reimbursement Policy
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