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Preamble 

It is a common misconception that an indirect rate is equal to the percentage of the total award costs 
(e.g. a 50% rate does not mean 50% of the award).   Therefore, it is important to understand a 
percentage cap on indirect cost recovery is not an indirect rate cap. 

DOE Policy - Applicability 

The Department established a maximum allowable dollar amount (stated in terms of a percentage of 
the total project award amount) that it will reimburse for allowable, allocable, and reasonable indirect 
costs under the DOE Awards. The percentage that will be reimbursable is inclusive of total indirect 
costs and fringe benefit costs.  

Recipients should continue to utilize their negotiated and approved indirect cost rate(s) in applications 
for financial assistance awards to the maximum extent possible, but the Department established a 
maximum dollar amount that it will reimburse under the awards. The maximum limit of funds to be paid 
or reimbursed to a new award as indirect costs will be calculated as a percentage of the total project 
award amount and will be included in the award terms as a cap. For for-profit organizations, this 
maximum percentage is fifteen percent (15%). For nonprofit organizations, this maximum percentage is 
15 percent (15%). Tribal entities are not impacted.  Due to recent court decisions, new awards to State 
and Local Government and Institutions of Higher Education (IHEs)/Universities are not impacted, and 
upon request from an awardee a modification of existing award terms may be appropriate.     

All New Awards mandate that the Department limit the payment or reimbursement of all allowable, 
allocable, and reasonable indirect costs to the maximum percentages listed above.  This policy will 
better balance the Department’s twin aims of funding meaningful financial assistance programs to 
stimulate a public purpose, such as improved infrastructure or technology deployment, and upholding 
its fiduciary Federal Stewardship obligations to the American people. 

In circumstances where the Secretary has determined it is necessary and appropriate, the dollar 
threshold for payment of indirect costs may be modified for Award(s) to for-profit organizations that are 
subject to this policy.   

https://www.energy.gov/management/pf-2025-27-adjusting-department-energy-financial-assistance-policy-profit-organizations
https://www.energy.gov/management/pf-2025-27-adjusting-department-energy-financial-assistance-policy-profit-organizations
https://www.energy.gov/management/pf-2025-26-adjusting-department-energy-financial-assistance-policy-nonprofit
https://www.energy.gov/management/pf-2025-26-adjusting-department-energy-financial-assistance-policy-nonprofit
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Frequently Asked Questions 

Q: What is a percentage (%) cap against the Total Award? 

A: The percentage (%) cap is a maximum percentage of indirect costs which can be recovered on 
each DOE award, which shall be expressed as a dollar amount in the Award Terms. The 
percentage is calculated against the Total Award Amount (Federal amount plus cost share).   

Q: Why was this percentage cap created? 

A: Limiting the percentage of total indirect cost recovery ensures taxpayer funds are fully utilized to 
meet Department objectives while concurrently providing recipients with a fair and reasonable 
indirect cost recovery amount to only pay for essential items not directly supporting the federal 
award.   

Q: What is the difference between a cap on an indirect rate and a cap on indirect cost 
percentage of the total award?   

A: A cap on an indirect rate means the organization cannot bill more than a specified indirect billing 
rate against the allocable cost base.  A cap on the indirect cost percentage (%) of the total 
award means the Recipient shall utilize an approved rate, but the resulting reimbursable costs 
for fringe and indirect costs cannot exceed the percentage cap (e.g. 15%) of the total award 
value.  See calculation examples. 

Q: Which organizations are impacted by indirect cost percentage caps? 

A: All For-Profits and Nonprofits, and their For-Profit and Non-Profit Subrecipients are to follow the 
applicable percentage caps. 

Q: Are there any organizations excluded from the indirect cost percentage caps? 

A: Institutes of Higher Education (IHEs), State and Local Governments, Tribal organizations, 
FFRDCs, and Contracts are excluded from the indirect percentage caps.  

Q: What are the percentage caps?   

A: For-profit and Nonprofit organizations are subject to a15% cap based on the total award. 

Q:  Does this percentage cap impact my current award?   

A: No. The percentage cap is prospective, not retroactive.  If a new award is made on or after May 
9, 2025, the percentage cap will apply. If a current award is fully conditioned (funds were 
obligated, however the award was not negotiated or executed to start), the percentage cap will 
apply if the award conditions are lifted on or after May 9, 2025.   
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Q: Must the full percentage cap be utilized?   

A: No.  If an organization is utilizing indirect rates (from a rate agreement, rate proposal, or de 
minimis election) and the resulting fringe and indirect costs are less than the full percentage 
cap, indirect costs should not be increased to meet the full cap.  

Q: Are FFRDCs included in the Total Award Amount?   

A: Yes.  FFRDCs are included in the Total Award Amount.  The FFRDCs do not have an indirect 
cap limitation.  

Q: Are fringe costs part of the percentage cap?   

A: Yes.  The percentage cap includes fringe and indirect costs.  

Q: Why are fringe costs included in the indirect cap limitation?   

A: Labor benefits which are found within fringe elements are considered administrative indirect 
costs by accounting standards.  To achieve the objective of the Policies, which is to improve 
efficiency and curtail costs, the Department included fringe costs in the indirect cap to better 
balance the financial needs of financial assistance award and its obligation to responsibly 
manage federal funds.    

Q: Can our organization utilize indirect cost amounts over the cap as cost share?   

A: No.  The percentage cap is against the Total Award, which is Federal and Cost Share, and 
cannot be exceeded. 

Q: How do unrecovered indirect costs as cost share get reimbursed with this cap?   

A: Unrecovered costs are described under 2 CFR § 200.306(c) as the difference between the 
amount charged to the Federal award and the amount which could have been charged.  If the 
percentage of indirect costs, inclusive of fringe, are less than the cap, there is no impact to 
unrecovered indirect costs.  However, any indirect costs above the cap are not amounts which 
‘could have been charged’ to the DOE award; therefore, they are not unrecovered and not 
allowed as cost share.  

Q:   If the organization does not meet the cap amount, can the remainder be used as cost 
share? 

A:   No.  Cost Share are allowable costs which are part of the total award, and the cap amount is a 
limitation or maximum amount of costs which cannot be exceeded, not a fixed amount for 
recovery.  Any difference cannot be utilized as cost share.    

 

 

https://www.ecfr.gov/current/title-2/subtitle-A/chapter-II/part-200/subpart-D/section-200.306
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Q: Can our organization still use our approved rate agreement?   

A: Yes.  The organization can use their approved rate agreement; once the cap amount is met, no 
further fringe or indirect costs will be reimbursed.  Otherwise, approved rates can be reduced 
over the life of the award to meet the cap  

Q: Does our organization still need to provide a rate proposal if it desires to charge indirect 
costs but does not have an agreement?   

A: Yes.  The organization will need to provide a rate proposal in support of segregated fringe and 
indirect billing rates for provisional billing purposes and can allocate approved provisional rates 
up to the percentage cap amount on the award. 

Q: Does our organization still need to submit our annual Incurred Cost Proposal?   

A: Yes.  Indirect billing rates are still required to be trued-up (reconciled) annually to ensure there 
were no over-recoveries in indirect costs and the Incurred Cost Proposal still needs to be 
provided to the Cognizant Agency per the Appendices of 2 CFR Part 200 and FAR Part 42.7. 

Q: Can our organization still elect the de minimis billing rate per 2 CFR Part 200.414(f)? 

A:   Yes.  The organization can elect the de minimis if it does not have a current rate agreement; 
however, the cap on fringe and indirect cost still applies. 

Q: If the percentage cap amount is not met, is the entity entitled to receive the difference up 
to the cap? 

A: No.  The cap is a limitation or maximum amount set for cost recovery, not a fixed amount to be 
recovered.  The entity is not entitled to the difference in the indirect costs incurred and the cap 
amount. 

Q: How is our organization supposed to adjust the budget to meet the cap?   

A: The organization will need to determine how to adjust their budget to ensure the cap is not 
exceeded.  DOE cannot provide input or guide recipients how the costs proposed from a 
Recipient are to be implemented into the budget. 

Q: If the recipient reduces their indirect costs recovery amounts to meet the cap, can award 
costs be reallocated to direct cost elements? 

A: If there are legitimate direct costs required to meet the project objectives of the DOE award, 
justification can be provided for DOE approval for any additional direct costs.  

 

 

https://www.ecfr.gov/current/title-2/subtitle-A/chapter-II/part-200
https://www.acquisition.gov/far/subpart-42.7
https://www.ecfr.gov/current/title-2/subtitle-A/chapter-II/part-200/subpart-E/subject-group-ECFRd93f2a98b1f6455/section-200.414
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Q: If only the first budget period is being negotiated, is the percentage cap per budget 
period or always based on the Total Award amounts?   

A: The percentage cap is calculated against the total award amount (Federal and Cost Share).  If 
only the first budget period is negotiated, then the total award amount is tied to the first budget 
period.  In the second budget period, the total award amount is tied to budget periods one and 
two, and so forth. 

Q: What happens if the Total Award costs are adjusted?   

A: The percentage cap is calculated against the total award (Federal and Cost Share).  If the total 
award cost changes, then the cap amount also adjusts up or down to coincide with the total 
award amount.  

Q:   Can the organization bill the costs associated with the cap in advance of incurring them? 

A:   No.  Indirect costs are allocated only if direct costs are incurred.  It is unallowable to invoice for 
any costs which have not been incurred.    

Q: If a recipient’s labor billing rates include overhead burdens, does the cap apply?  

A:   Yes.  If the recipient labor rates are burdened, the DOE will require the burdened labor rates be 
broken out into the direct hourly rate and reflect the percentage burden to ensure the 
percentage cap is not exceeded.  

Q:   Are subrecipients subject to the indirect caps? 

A:   Subrecipients are subject to the cap per the Prime’s Award Terms which are applicable to their 
organization’s entity-type (15% for Nonprofit and For-Profit organizations).  

Q:   Are subrecipients cap based on their award amount and is the subrecipient’s cap 
deducted from the Prime’s cap amount? 

A:   Yes.  The Subrecipient’s cap is based on their total award, not the Prime’s total award amount.   
And, no, the Sub’s cap amount is not deducted from a Prime’s cap amount. 

Q:   Are Contractors subject to the indirect caps? 

A:   FAL2025-05 is not applicable for Contracts unless the DOE-specific policy is flowed down to the 
contractors from the Prime. 

Q:   Can the overage of indirect costs be obligated to the award in anticipation of an 
enjoinment to the Policy Flashes? 

A:   No. Funds cannot be obligated for programmatic purposes based on a contingency. 



 
 

Page | 6  
 

Q:   Are there circumstances in which the entity can request the percentage cap limitation be 
increased? 

A:   There may be unusual circumstances which the DOE will review on a case-by-case basis 
depending on the scope of effort.  Any deviations from the percentage cap limitation, if deemed 
warranted by the Grants Officer, will require Energy Secretary approval through the Deputy 
Assistant Secretary. 

Q:   What is the process for Secretary approval for an exemption to the cap limitation policy? 

A:   The Program Office should consult with the Grants Officer, General Counsel, and other DOE 
SMEs to determine if an exemption request from the Recipient is warranted.  If Program deems 
the exemption request to be warranted, each DOE Office shall follow their own management 
processes for Secretarial approval.  
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Definitions and Acronyms  

Reference Acronym Description 

Burdened Rate None 

A burdened rate refers to the total cost of employing a 
worker per hour, including not just their direct wage but 
also all associated labor costs like taxes, benefits, 
insurance, training, and other indirect expenses. 

Code of Federal Regulations CFR 
The CFR is the codification of the general regulations 
publicized by the executive departments and agencies of 
the Federal Government. 

Cognizant Federal Agency CFA Federal Agency which provides the greatest amount of 
Federal funds to an organization. 

Direct Cost None Costs that can be identified specifically to a particular final 
cost objective, such as the Federal award. 

Federal Acquisition 
Regulation FAR 

For Financial Assistance, for-profit organizations are 
governed by the FAR Cost Principles under FAR Part 31.2 
and applicable audit rules under Part 42.7. 

Head of Contracting Activity HCA Senior official responsible for managing contracting 
functions within the Agency. 

Indirect Costs IDCs 
Costs for a common or joint purpose benefitting more than 
one cost objective, such as the Federal award or other 
funded activity. 

Indirect Rate Proposal  IRP 

Supporting documentation, which is reviewed by the 
Cognizant Federal Agency, to approve and establish an 
organization’s indirect rates for estimation and billing 
purposes on each Federal award.   

Negotiated Indirect Cost Rate 
Agreement (Rate Agreement) NICRA Official, CFA approved agreement for indirect cost rates 

which apply to all Federal awards.   

Recipient None 
The organization named as the awardee that signs the 
Financial Assistance agreement and receives Federal 
funds under the financial assistance award. 

Subrecipient None 
An entity that receives a subaward from a pass-through 
entity (Recipient or Subrecipient) to contribute to the goals 
and objectives of the project.  
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Calculation Narrative and Examples 

The below Narrative and attached Excel® Worksheets contain instructions and examples of how the 
percentage of indirect costs are determined and calculated against the total award costs. 

                            

Indirect Percentage Cap on DOE Award Budgets 
Narrative Calculation Guidance 

 
When the total grant award is not known until the budget is developed, implementing and calculating an 
indirect cost percentage cap against the total award costs requires a flexible approach during budget 
planning. Since the final award amount depends on the proposed budget (which includes both direct and 
indirect costs), you’ll need to use an iterative process to ensure the indirect costs stay within the funder’s 
cap (e.g., “indirect costs cannot exceed X% of the total award”). Below is a step-by-step guide to handle 
this scenario. 
 
Key Considerations 

• Total Award: The sum of direct costs (project-specific expenses) and indirect costs, determined by 
the budget the recipient proposes, and the DOE approves. To include Federal and cost share. 

• Challenge: Since the total award isn’t fixed upfront, the organization must estimate direct costs, 
calculate indirect costs within the cap, and ensure the total aligns with project needs and NOFO 
expectations. 

• Goal: Develop a budget where indirect costs do not exceed the specified percentage of the total 
award while covering necessary expenses within the cap limitations. 

 
Steps to Implement and Calculate 

1. Understanding the Indirect Cost Policy 

• Confirm the applicable indirect cost cap percentage (e.g., 15% of the total award) in the NOFO. 

• The cap applies to the entire Federal award inclusive of cost share (direct + indirect costs) with no 
exclusions. 

• The DOE requires a negotiated indirect cost rate agreement (NICRA), an indirect rate proposal, or 
will allow for the election of the de minimis rate under 2 CFR 200.414(f). 

 
2. Estimate Direct Costs 

• Identify all project-specific expenses (direct costs) needed to achieve the grant’s objectives. These 
may include the following: Salaries and wages, supplies, equipment, travel, subrecipient costs, 
subcontracts, or other project-related costs (ODC). 

• Create a preliminary direct cost estimate based on the project’s scope. For example, suppose you 
estimate direct costs at $800,000. 
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3. Set Up the Indirect Cost Cap Formula 

• Since the total award is still unknown, express the relationship between direct costs, indirect 
costs, and the total award mathematically. 

• Definitions: 

• Let ( D ) = Direct Costs 

• Let ( I ) = Indirect Costs 

• Let ( T ) = Total Award = D + I 

• Let ( C) = Indirect cost cap percentage (e.g. 0.15 for 15%) 

• Solving for the Maximum Indirect cost cap: I 
 

I <   C * D 

1 - C 
• This formula gives the maximum allowable indirect costs based on direct costs and the cap 

percentage. 
 

4. Calculate Indirect Costs Iteratively 

• Use the formula to calculate the maximum indirect costs for your estimated direct costs. 

• Example: 

• Estimated direct costs (( D )): $800,000 

• Indirect cost cap (( C )): 15% = 0.15 
 

• Maximum indirect costs (( I )):   < 
 

0.15 * 800,000 120,000 

 1 – 0.15          0.85 

 
• Total award (( T )) = D + I = $800,000 + $141,176.47 = $941,176.47 

• Verify the cap: 

• Indirect costs = $141,176.47 

• 15% of total award = 0.15 × $941,176.47 ≈ $141,176.47 (satisfies the cap). 
 

=    =  141,176.47 
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5. Applying Organization’s Indirect Cost Rates 

• If your organization has a negotiated indirect cost rate of 30% fringe rate against labor 
and indirect rate to 25% of total direct costs, calculate the indirect costs using the rates 
and compare them to the cap: 

• Example: For $200,000 in Labor and $600,000 in other direct cost categories with 
a 30% fringe rate and a 25% indirect rate results in 

Fringe calculation: 200,000 * 0.30 = 60,000. 

Indirect Cost Base (Direct Costs + Fringe): 800,000 + 60,000 = 

860,000 Indirect Cost Calculation: 860,000 * 0.25 = 215,000 

Total Indirect Costs + Fringe: 60,000 + 215,000 = 275,000 

• Since $275,000 exceeds the cap ($141,176.47), the organization must adjust the 
indirect cost rates to meet the capped amount ($141,176.47) to stay compliant. 

 
6. Adjusting Organization’s Indirect Cost Rates as Needed 

• First adjust fringe to 20% fringe rate against labor Fringe calculation: 200,000 * 0.20 = 40,000. 

• Second, determine the indirect rate for the remaining balance for indirect costs 
allocation. An indirect rate of XX% of total direct costs, calculate the indirect costs 
using the rate and compare to the cap: 

 
Maximum Indirect Costs (( I )) less Fringe: 141,176.47 – 40,000 = 

101,176.47 Indirect Cost Base (Direct Costs + Fringe): 800,000 + 40,000 = 

840,000 

 
Solve for (( XX% )):    101,176.47  

     840,000 
• Verify the Cap: 

Indirect Rate (( I )) * Indirect Cost Base: 12.0448% * 840,000 = 

101,176.32 Total Indirect Costs (Fringe + Indirect): 40,000 + 101,176.32 

= $141,176.32 

• The Indirect costs are $0.15 cents below the cap amount (cap satisfied). 
 
 
 

=  12.0448% 
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7.Adjusting the Budget as Needed 

• If the estimated direct costs ($800,000) are insufficient to meet project needs with the 
capped indirect costs ($141,176.47), adjust: 

• Increase direct costs for legitimate project needs (e.g., to $850,000) and 
recalculate the Maximum indirect costs (( I )): 

 
0.15 * 850,000 127,500 

 1 – 0.15               0.85 

 
Total award = $850,000 + $150,000 = $1,000,000. 

• Verify: 15% of $1,000,000 = $150,000 (cap satisfied). 

• Iterate until the budget balances project needs, funder requirements, and the indirect cost cap. 

• Ensure all costs (direct and indirect) are allowable, allocable, and reasonable per the 
DOE’s guidelines. 

 
8. Finalize the Budget Proposal 

• Document the budget, showing: 

• Direct costs (e.g., $850,000, itemized by category like salaries, equipment). 

• Indirect costs (e.g., $150,000, capped at 15% of the total award). 

• Total award (e.g., $1,000,000). 

• If applicable, reference the NICRA, Rate Proposal, or de minimis rate, noting that the 
cap takes precedence if it’s lower. 

 
9.  Submit and Monitor 

• Submit the proposed budget with the grant application, ensuring the total award reflects 
the sum of direct and indirect costs within the cap. 

• After award approval, track actual direct and indirect costs in your accounting system to 
ensure compliance with the cap. 

• When drawing down funds (e.g., via a system like ASAP for federal grants), request 
indirect costs up to the capped amount. 

• Retain documentation (e.g., budget calculations, NICRA, rate proposal) for audits. 
 
 
 
 

=    =  150,000 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

    

<    
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Implementation Tips 

• Use a Spreadsheet: Create a spreadsheet to iterate direct costs, calculate indirect costs, and 
verify the cap. 

• Engage Finance Team: Collaborate with your organization’s finance staff to align the budget 
with accounting practices and indirect cost policies. 

• Test Scenarios: Develop multiple budget scenarios (e.g., low, medium, high direct costs) 
to find the optimal balance. 

• Document Assumptions: Note your direct cost estimates and cap calculations in the 
budget narrative for transparency. 

 

Common Pitfalls 

• Underestimating direct costs, leading to an insufficient total award. 

• Misapplying the cap (e.g., calculating 15% of direct costs instead of the total award). 

• Ignoring your organization’s indirect cost rate, which may require budget 
adjustments if it exceeds the cap. 

• Failing to iterate when the initial budget doesn’t meet project needs. 

 

 

 

              
Sample Calculations 

for Percentage CAPs.x   
Steps for CAP 

Determination.xlsx  
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