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Process to Create Your Indirect Cost Rate (ICR) Schedule 

Getting from A to B Overview  
 
First - Finalize your 
Labor Distribution 
Report (LDR). 
Further details to 
follow. 

 
Third – Finalize your 
Financial Statements 
(Income Statement, 
Balance Sheet, etc.). 

 
Fifth – List unallowable 
items in the firm’s 
adjustment column. 

 
 
Second – Perform 
adjusting entries to the 
General Ledger (GL) 
accounts. 

 
 
 
Fourth – Build the  
Financial Statement 
(Income Statement) 
column on your 
Indirect Cost Rate (ICR) 
Schedule. 

 
 
Last – Add the 
total of all 
columns in the 
accepted amount 
column and 
calculate your 
rate. 
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Labor Distribution Report (LDR) 

Process to Create Your Indirect Cost Rate (ICR) Schedule 
• Labor Distribution Report (LDR) Definition – A report showing the 

distribution of labor hours and dollars by designated labor categories 
(direct, indirect, paid time off, etc) in which an employee worked. 

• The firm should start the Indirect Cost Rate (ICR) Schedule process by 
finalizing their LDR. 

• The LDR is created by combining the firm’s payroll register and 
employees’ timesheets. 

• If the firm performs monthly reconciliations, then those reconciliations 
can be rolled up to create the firm’s annual LDR - See Module 5. 
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Examples of LDR’s on the following slides 
a) Single member firm with draws working less than 2,080 

hours per year. 
b) Single member firm with draws working more than 

2,080 hours per year, which results in uncompensated 
overtime. 

c) Ten person firm with staff payroll and uncompensated 
overtime (This example is helpful to keep in mind as 
your firm grows from draws to payroll) 



Labor Distribution Report (LDR) Example 1 

Single Person Firm With Draws Working Less Than 2,080 Hours Per Year 

• The owner drew $6,250 per month. 

• The owner worked 1,800 hours during the year. 

 Hourly Rate Computation 

1) Add total draws during the year ($6,250 x 12 months = $75,000 yearly 
compensation). 

2) Divide total draws by the total number of hours worked during the year to 
compute the hourly rate ($75,000 / 1,800 hours = $41.67 hourly rate). 

Labor Distribution (LDR) Computation 
1) Fill in each labor category with the hours from the owner’s timesheets. 
2) Multiply each set of hours by the hourly rate previously calculated. 
3) Add each category dollar amount together to arrive at the total dollar amount 

($75,000). 
4) The total dollar amount column ($75,000) should equal the owner draws total 

($75,000), therefore no uncompensated overtime will be recorded. 

There should be no 
uncompensated 
overtime recorded 
and/or reported! 
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Labor Distribution Report (LDR) Example 2 

Single Person Firm With Draws Working More Than 2,080 Hours Per Year, Which Results In 
Uncompensated Overtime 

• The owner drew $12,500 per month. 

• The owner worked 2,124 hours during the year. 

Hourly Rate Computation 

1) Add total draws during the year ($12,500 x 12 months = $150,000 yearly 
compensation). 

2) Divide total draws by the standard 2,080 hours per the year ($150,000 / 2,080 
hours = $72.12 hourly rate). 

Labor Distribution (LDR) Computation 
1) Fill in each labor category with the hours from the owner’s timesheets. 
2) Multiply each set of hours by the hourly rate previously calculated. 
3) Add each category dollar amount together to arrive at the total dollar amount 

($153,173.08). 
4) Since the owner worked more than the standard, the total dollar amount 

($153,173.08) calculated will be more than the owner draws ($150,000). The 
variance is the uncompensated overtime ($3,173.08) worked during the year. 

There will be 
uncompensated 
overtime due to 
the fact the owner 
worked over the 
standard 2,080 
hours! 
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Labor Distribution Report (LDR) Example 3 

Ten Person Firm With Staff Payroll And Uncompensated Overtime 
• The firm has a mix of hourly and salary employees. 

• The firm has a mix of employees working over/under the standard 2,080 hours per year. 

Hourly Rate Computation 
1) For salary employees, divide total salary by the standard 2,080 hours per year. For example, 

A. Adams hourly rate is $95,834 / 2,080 hours = $46.07 hourly rate. 

2) For hourly employees, the hourly rate from payroll will be added in the hourly rate column. 

Labor Distribution (LDR) Computation 
1) Fill in each labor category with the hours from the employees’ timesheets. 
2) Multiply each set hours by the hourly rate previously calculated or added from payroll. 
3) Add each category dollar amount together to arrive at total dollar amount for both hourly 

and salary employees ($739,654.74). 
4) For hourly employees, the total dollar amount should match the total paid to the 

employee through payroll. No uncompensated overtime should be reported for hourly 
employees. 

5) For salary employees, if the employee worked more than the standard, the total dollar 
amount will be more than the total paid to the employee through payroll. The variance is 
the uncompensated overtime worked during the year. 

Uncompensated 
Overtime should 
only be recorded 
and reported for 
salaried 
employees 
and/or owners! 

6 



Financial Statements 

Process to Create Your Indirect Cost Rate (ICR) Schedule 
• After the Labor Distribution Report (LDR) has been finalized, the firm 

will need to perform adjusting entries to the General Ledger (GL) (The 
GL is built from your “Chart of Accounts” – See Module 4) accounts for:  

 • Accruals 
• Deferrals 
• Reimbursements 
• Recording error corrections 
• May not apply to cash basis firms 

• Once the adjusting entries have been performed, then the firm can 
finalize the firm’s Income Statement. 

• The Income Statement is the basis to the 
creation of the firm’s Indirect Cost Rate 
(ICR) Schedule. 

• Once the Income Statement is finalized, 
you can create your firm’s ICR schedule. 
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Indirect Cost Rate (ICR) Schedule 

Process to Create Your Indirect Cost Rate (ICR) Schedule 
• The creation of the Indirect Cost Rate (ICR) Schedule commences with the 

addition of the Income Statement figures to the first column of the ICR 
Schedule - See Module 4. 

 • First, add the 
direct/indirect 
labor expenses 
from the finalized 
Income 
Statement. 

• Second, verify the 
labor totals equal 
the labor totals on 
the LDR. 

• Third, add the 
fringe benefits 
and non-labor 
indirect expenses 
from the Income 
Statement. 
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Indirect Cost Rate (ICR) Schedule 

Process to Create Your Indirect Cost Rate (ICR) Schedule 

• Once the financial statement column is completed, the firm can now make 
the necessary adjustments (See Module 6) for unallowable expenses.  

 • First, add the firm’s adjustments 
for unallowable expenses under 
the firm’s adjustments column. 

• Second, in the reference column, 
add the reference letters 
pertaining to each adjustment. 

• Third, add explanation and FAR 
references for each adjustment in 
the reference section at the 
bottom of the schedule. 
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General Tips – Indirect Cost Rate (ICR)  

General Tips to Assist with The Process: 
• WHAT NOT TO DO 

 • We see some firms who create the Indirect Cost Rate (ICR) Schedule before 
reconciling labor, creating the Labor Distribution Report (LDR), and/or finalizing 
the financial statements. This process is backwards and creates more work for 
the firm. The figures must be correct prior to building the ICR Schedule. 

• Your LDR form can be used for monthly labor reconciliations and at year end, 
the monthly reconciliations can be rolled up into an annual worksheet – See 
Module 5. 

• If your firm’s payroll cycle is different from your firm’s fiscal year, you will need 
to complete a reconciliation and an adjusting entry. See Example. 
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Reconciliation – Payroll Cycle Example 

Payroll Adjusting Entries to Align the Payroll 
Cycle with the Firm’s Fiscal Year  
• The firm in this example has the following periods: 

• Payroll Cycle (Bi-Weekly, 26 paychecks) runs from 12/23/12 
to 12/21/13. 

• Fiscal Year runs from 1/1/13 to 12/31/13. 
Payroll Adjusting Entries 
• The firm will need to adjust out the wages paid from 12/23/12 to 

12/31/12, as the labor was performed in the previous fiscal year. 
• The firm will also need to adjust in the wages earned from 

12/22/13 to 12/31/13, as the labor was performed in the current 
fiscal year. 

• After the two adjusting entries are calculated, the firm will show 
the adjustments  to arrive at the adjusted payroll total. 

• The adjusting entries will align payroll with the labor reported on 
the firm’s Indirect Cost Rate (ICR) Schedule. 

• Disclaimer: This is only one type of method to reconcile labor. The 
adjusting entries are for your reconciliation ONLY! 
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Online Guidance 

Be Sure to Visit Us OnLine 
Our website is filled with educational material and 
guidance for all firms. We have published several 
interpretive guidance documents to further assist firms. 
The website below provides guidance on the following 
topics and we are in the process of adding further topics: 
• Small Firms 
• Labor 
• Uncompensated Overtime 
• Direct Selling, Public Relations, Advertising and Bid & 

Proposal 
• Allowable Bonus 
• Auto Expense 
• Meals 
• Airfare 
Please check our website on a regular basis for updates. 
URL – 

WSDOT Safe Harbor Program: 

URL – 
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http://www.wsdot.wa.gov/Audit/guides.htm
http://www.wsdot.wa.gov/Audit/SafeHarbor.htm
http://www.wsdot.wa.gov/Audit/SafeHarbor.htm


Additional Guidance 

For Additional Guidance 
and Contact Information – 
Please refer to the end of 
Module 6! 
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Questions? Comments? 
We are happy to help you! 
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