Explanation for Calculation of Indirect Costs 

U.S. Department of Education

The calculation for allowable indirect costs in your grant award is based on cost principles that are found in OMB Circular A-87, with related guidance in OMB circular A-122.  Office of Management and Budget Circular A-87, "Cost Principles for State, Local, and Indian Tribal Governments," can be found at: http://www.whitehouse.gov/omb/circulars/a087/a087-all.html.  The relevant guidance in this document outlines the definitions for allowable "base" costs when appropriating funds for indirect cost line items.  

Specifically, the circular states that, '"Base" means the accumulated direct costs (normally either total direct salaries and wages or total direct costs exclusive of any extraordinary or distorting expenditures) used to distribute indirect costs to individual Federal awards. The direct cost base selected should result in each award bearing a fair share of the indirect costs in reasonable relation to the benefits received from the costs (OMB Circular A-87).' 

For further guidance on the terms "extraordinary or distorting expenditures", federal staff refer to the related OMB Circular A-122, "Cost Principles for Non-Profit Organizations," which can be found at: http://www.whitehouse.gov/omb/circulars/a122/a122.html. This document expands the explanation of base by detailing that , "Modified Total Direct Costs (MTDC) consists of all salaries and wages, fringe benefits, materials and supplies, services, travel, and subgrants and subcontracts up to the first $25,000 of each subgrant or subcontract (regardless of the period covered by the subgrant or subcontract).  Equipment, capital expenditures, charges for patient care, rental costs and the subgrant or subcontract portion in excess of $25,000 shall be excluded from MTDC. Participant support costs shall generally be excluded from MTDC. Other items may only be excluded when the Federal cost cognizant agency determines that an exclusion is necessary to avoid a serious inequity in the distribution of indirect costs" (OMB Circular A-122).  MTDC stands for modified total direct costs and represents the "base" that is used to calculate indirect costs.  Generally, to calculate indirect costs, an entity's negotiated indirect cost rate is multiplied by its base.   

In FY 2004, the Dept. of Education was specifically asked to be more attentive to these particular guidelines when calculating allocations for indirect cost awards. Our budget professionals received specialized training in this area to ensure that they calculate indirect cost line item awards consistently based on the principles noted in the OMB circulars above.

For more information about negotiated Indirect Cost Rates, grantees should contact ED’s Indirect Cost Group: 202-377-3838.

