Library of Michigan Federal Grant Programs

Indirect Cost Rates

What are indirect costs?

Indirect costs are expenses that are incurred for common or joint objectives that cannot be easily
quantified for a particular project. Some examples include utilities, general insurance, use of office space
and equipment that you own, local telephone service, and the salaries of the management and
administrative personnel of the organization. See 2 C.F.R. pt. 200 for additional guidance.

What are our options for calculating and including indirect costs in our project budget?

You can choose to:

e Use a rate not to exceed your current indirect cost rate already negotiated with a federal
agency;

e Use an indirect cost rate proposed to a federal agency but not yet finalized (if the rate is not
finalized by the time of award, it will not be allowed);

e Use a rate not to exceed 10% of modified total direct costs if you have never had a federally
negotiated indirect cost rate and you are not subject to other requirements (e.g., for States and
local governments and Indian tribes); or

e Not include any indirect costs.

What is a federally negotiated indirect cost rate, and how do we use one?

Federally negotiated indirect cost rates are negotiated agreements between federal agencies and non-
federal entities. If your organization already has an existing negotiated indirect cost rate in effect with
another federal agency, you may use this rate to calculate total project costs, as long as you apply the
rate in accordance with the terms of the negotiated agreement and include a copy of the current
negotiated agreement with your grant application. You may also choose to use a rate lower than your
current federally negotiated indirect cost rate. We will only accept federally negotiated indirect cost
rates that are current by the award date.

What if we use an indirect cost rate that we proposed to a federal agency but is not yet finalized?

If your organization is in the process of negotiating an indirect cost rate with a federal agency, you may
use the indirect cost rate that was proposed to the federal agency to estimate total project costs. In
such situations, if we award a grant, we will accept the rate only if the negotiations are final by the
award date and a copy of the final agreement is submitted to us.



How do we use the 10% indirect cost rate?

Except for those non-federal entities described in Appendix VIl to 2 C.F.R. pt. 200, you may choose to
charge a rate not to exceed 10% of modified total direct costs (MTDC), as long you have never had a
federally negotiated indirect cost rate and you meet the applicable requirements. See 2 C.F.R. part 200,
including 2 C.F.R. sections 200.68, 200.414(f), and 200.510(b)(6), for additional guidance.

Modified total direct costs are direct salaries and wages, applicable fringe benefits, materials and
supplies, services, travel, up to the first $25,000 of each subaward. MTDC excludes several cost
categories, including equipment, rental costs, tuition remission, scholarships and fellowships, participant
support costs, and the portion of each subaward in excess of $25,000. See 2 C.F.R. § 200.68 for
additional information.

If you are using the 10% indirect cost rate, no additional documentation is required for reimbursement.

Are there any other project costs that cannot be included in our indirect cost calculations?

If you have a federally negotiated indirect cost rate agreement, you must follow its conditions and
requirements.

If you are eligible for and using a rate not to exceed 10%, you may include up to 10% of the modified
total direct costs (MTDC) in your indirect cost calculations. (Please see above section on this 10% rate as
well as 2 C.F.R. § 200.414(f) and § 200.68.)

How do | include the indirect costs in my budget?

The indirect amount is part of the budget spreadsheet for the application. You may not exceed the grant
maximum amount with indirect costs. This means if your indirect costs will push the budget over the
maximum amount, you must either reduce direct costs or indirect costs until your budget request is at
or below the maximum grant amount.

Excerpted from IMLS Indirect Cost Rate documentation.
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