
What are allowable direct costs and what is an indirect cost? 
 
Direct costs are “those costs that can be identified specifically with a particular 
sponsored project, an instructional activity or any other institutional activity, or 
that can be directly assigned to activities relatively easily with a high degree of 
accuracy.” (OMB Circular A-21, Section D.1) 
 
In general, expenses are chargeable as direct costs to sponsored awards only if 
they are: 
• Reasonable - A prudent person would have purchased this item and paid this 
price. 
• Allocable - Expenses can be allocated to the government activity based on 
benefit derived, cause and effect, or other equitable relationship. 
• Consistently Treated - Like expenses must be treated the same in similar 
circumstances. 
• Allowable - Allowable or not unallowable as specified by sponsor regulations. 
(A-21, Section J) 
If an expense cannot meet the above criteria, it is not eligible to be charged 
directly to a grant or contract no matter what its purpose. 

Direct costs generally include:  

1. Salaries are wages (including vacations, holidays, sick leave, and other 
excused absences of employees working specifically on objectives of a 
grant or contract – i.e, direct labor costs). 

2. Other employee fringe benefits allocable on direct labor employees. 
3. Consultant services contracted to accomplish specific grant/contract 

objectives. 
4. Travel of (direct labor) employees. 
5. Materials, supplies and equipment purchased directly for use on a specific 

grant or contract. 
6. Communication costs such as long distance telephone calls or telegrams 

identifiable with a specific award or activity. 

Facilities and Administrative Costs (aka Indirect Costs or “overhead”) are “those 
costs that are incurred for common or joint objectives and therefore cannot be 
identified readily and specifically with a particular sponsored project, an 



instructional activity or any other institutional activity.”  (OMB Circular A-21, 
Section E.1) 
 
Examples of Facilities and Administrative Costs: 
 
Services of accounting staff and research administrators 
Salaries of personnel engaged in a broad range of departmental support activities 
Costs of utilities for a building house multiple projects 
Office supplies, postage, local phone and communications infrastructure 
Depreciation on building and equipment 
Cost of interest 
Cost of library 
 
Typically administrative and clerical costs are a component of indirect costs but 
may be charged in “Major Projects”. Trio programs would be an example of a case 
where clerical salaries may be charged when approved by the Department of 
Education. 
Charging administrative and clerical salaries may be allowable when: 
- Effort can be specifically identified with a particular project 
- The costs are specifically budgeted, justified and approved by the sponsor 
- The project requires significant administrative and/or clerical support that is 

beyond the normal level of such services provided by the department. See 
other stipulations about Major Projects in OMB A-21. 

 

What about computers and laptops? Direct costs or indirect costs? 
 
General‐purpose computers—especially laptops—can be used to support a variety of activities 
and are rarely dedicated to one specific purpose. As a result, general‐purpose computers and 
laptops are typically F&A costs and are seldom proposed in budgets or directly charged to 
awards. To be considered as direct costs, computers must be: 
 
• necessary to fulfill the project’s scope of work; 
• fully described and justified in the proposed narrative and budget; 
• approved by the sponsor; and 
• specifically identified with and used exclusively on the project. 
 
For example, computers that are attached to equipment necessary to analyze data pursuant to 
a project’s scope of work or laptops that are used to conduct tests/interviews with subjects in 



remote locations can be justified as direct charges on federal awards. Documentation 
supporting computer purchases must: 
 
• describe how the computer directly benefits the project; 
• describe how it is unlike a general‐purpose item; and 
• be retained for audit purposes. 
 
To maintain its allowability, a computer must be used primarily (at least 95%) on the award.  
 
Software, upgrades, computer supplies, etc. purchased on federal awards must be likewise 
necessary for the conduct of the research and conform to these requirements. A computer may 
be allocated to one or more sponsored projects unless the sponsor’s terms and conditions 
prevent such an allocation. 
 
NSF Award Policies & Procedures: “… general purpose equipment is unallowable unless 
equipment is primarily or exclusively used in the conduct of the project.” 
 
NASA Guidebook for Proposers: “… General purpose equipment is not allowable as a direct cost 
unless specifically approved by NASA Award Officer. Any general purpose equipment purchase 
requested to be made as a direct charge under this award must include the equipment description, an 
explanation of how it will be used in the conduct of the research proposed, and a written certification 
that the equipment will be used exclusively for the proposed research activities…” 
 
 
 

 

 

 

 

 

 

 

 


