APPENDIX 1

Direct and Indirect Costs - Governments, Non Profits, Education
Excerpts from Federal Office of Management and Budget Circulars A-87, A-122, and A-21.
OMB Circular A-87 (State and Local Government Requiements)
E. Direct Costs
1. General. Direct costs are those that can be identified specifically with a particular final cost
objective.
2. Application. Typical direct costs chargeable to Federal awards are:
a. Compensation of employees for the time devoted and identified specifically to the
performance of those awards.
b. Cost of materials acquired, consumed, or expended specifically for the purpose of
those awards.
c. Equipment and other approved capital expenditures.
d. Travel expenses incurred specifically to carry out the award.
3. Minor items. Any direct cost of a minor amount may be treated as an indirect cost for reasons
of practicality where such accounting treatment for that item of cost is consistently applied to all
cost objectives.
F. Indirect Costs
1. General. Indirect costs are those: (a) incurred for a common or joint purpose benefiting more
than one cost objective, and (b) not readily assignable to the cost objectives specifically
benefitted, without effort disproportionate to the results achieved. The term ``indirect costs,'' as
used herein, applies to costs of this type originating in the grantee department, as well as those
incurred by other departments in supplying goods, services, and facilities. To facilitate equitable
distribution of indirect expenses to the cost objectives served, it may be necessary to establish a
number of pools of indirect costs within a governmental unit department or in other agencies
providing services to a governmental unit department. Indirect cost pools should be distributed to
benefitted cost objectives on bases that will produce an equitable result in consideration of
relative benefits derived.
2. Cost allocation plans and indirect cost proposals. Requirements for development and
submission of cost allocation plans and indirect cost rate proposals are contained in Attachments
C, D, and E.
3. Limitation on indirect or administrative costs.
a. In addition to restrictions contained in this Circular, there may be laws that further
limit the amount of administrative or indirect cost allowed.
b. Amounts not recoverable as indirect costs or administrative costs under one Federal
award may not be shifted to another Federal award, unless specifically authorized by
Federal legislation or regulation.

OMB Circular A-122 (Non-Profit Organizations)
B. Direct Costs
1. Direct costs are those that can be identified specifically with a particular final cost objective:
i.e., a particular award, project, service, or other direct activity of an organization. However, a
cost may not be assigned to an award as a direct cost if any other cost incurred for the same
purpose, in like circumstances, has been allocated to an award as an indirect cost. Costs

identified specifically with awards are direct costs of the awards and are to be assigned directly
thereto. Costs identified specifically with other final cost objectives of the organization are direct
costs of those cost objectives and are not to be assigned to other awards directly or indirectly.
2. Any direct cost of a minor amount may be treated as an indirect cost for reasons of practicality
where the accounting treatment for such cost is consistently applied to all final cost objectives.
3. The cost of certain activities are not allowable as charges to Federal awards (see, for example,
fund raising costs in paragraph 19 of Attachment B). However, even though these costs are
unallowable for purposes of computing charges to Federal awards, they nonetheless must be
treated as direct costs for purposes of determining indirect cost rates and be allocated their share
of the organization's indirect costs if they represent activities which (1) include the salaries of
personnel, (2) occupy space, and (3) benefit from the organization's indirect costs.
4. The costs of activities performed primarily as a service to members, clients, or the general
public when significant and necessary to the organization's mission must be treated as direct
costs whether or not allowable and be allocated an equitable share of indirect costs. Some
examples of these types of activities include:
a) Maintenance of membership rolls, subscriptions, publications, and related functions.
b) Providing services and information to members, legislative or administrative bodies, or
the public.
c) Promotion, lobbying, and other forms of public relations.
d) Meetings and conferences except those held to conduct the general administration of
the organization.
e) Maintenance, protection, and investment of special funds not used in operation of the
organization.
f) Administration of group benefits on behalf of members or clients including life and
hospital insurance, annuity or retirement plans, financial aid, etc.
C. Indirect Cost
1. Indirect costs are those that have been incurred for common or joint objectives and cannot be
readily identified with a particular final cost objective. Direct cost of minor amounts may be
treated as indirect costs under the conditions described in paragraph B.2. above. After direct
costs have been determined and assigned directly to awards or other work as appropriate, indirect
costs are those remaining to be allocated to benefiting cost objectives. A cost may not be
allocated to an award as an indirect cost if any other cost incurred for the same purpose, in like
circumstances, has been assigned to an award as a direct cost.
2. Because of the diverse characteristics and accounting practices of nonprofit organizations, it is
not possible to specify the types of costs which may be classified as indirect cost in all situations.
However, typical examples of indirect cost for many nonprofit organizations may include
depreciation or use allowances on buildings and equipment, the costs of operating and
maintaining facilities, and general administration and general expenses, such as the salaries and
expenses of executive officers, personnel administration, and accounting.
OMB Circular A-21 Educational Institutions
4. Allocable costs.
a. A cost is allocable to a particular cost objective (i.e., a specific function, project, sponsored
agreement, department, or the like) if the goods or services involved are chargeable or assignable
to such cost objective in accordance with relative benefits received or other equitable
relationship. Subject to the foregoing, a cost is allocable to a sponsored agreement if (1) it is
incurred solely to
advance the work under the sponsored agreement; (2) it benefits both the sponsored agreement
and other work of the institution, in proportions that can be approximated through use of

reasonable methods, or (3) it is necessary to the overall operation of the institution and, in light
of the principles
provided in this Circular, is deemed to be assignable in part to sponsored projects. Where the
purchase of equipment or other capital items is specifically authorized under a sponsored
agreement, the amounts thus authorized for such purchases are assignable to the sponsored
agreement regardless of the use that may subsequently be made of the equipment or other capital
items involved.
b. Any costs allocable to a particular sponsored agreement under the standards provided in
this Circular may not be shifted to other sponsored agreements in order to meet deficiencies
caused by overruns or other fund considerations, to avoid restrictions imposed by law or by
terms of the sponsored agreement, or for other reasons of convenience.
c. Any costs allocable to activities sponsored by industry, foreign governments or other
sponsors may not be shifted to federally-sponsored agreements.
d. Allocation and documentation standard.
(1) Cost principles. The recipient institution is responsible for
ensuring that costs charged to a sponsored agreement are allowable,
allocable, and reasonable under these cost principles.
(2) Internal controls. The institution's financial management system
shall ensure that no one person has complete control over all aspects
of a financial transaction.
(3) Direct cost allocation principles. If a cost benefits two or more
projects or activities in proportions that can be determined without
undue effort or cost, the cost should be allocated to the
projects based on the proportional benefit. If a cost benefits two or
more projects or activities in proportions that cannot be determined
because of the interrelationship of the work involved, then,
notwithstanding subsection b, the costs may be allocated or
transferred to benefited projects on any reasonable basis, consistent
with subsections d.(1) and (2).

