Budgeting and Charging Direct Costs on Sponsored Projects
Direct Costs: Definition and List of Criteria

Government Definition of Direct Costs:
Direct costs are those costs that can be identified specifically with a particular sponsored project, or that can be directly assigned to such activity relatively easily with a high degree of accuracy.

Criteria Determining Allowability of Direct Costs:
A. REASONABLE:  The cost must be reasonable – the cost is generally recognized as necessary for the performance of the project and is one that a prudent person would consider reasonable given the same set of circumstances (newspaper test) 
B. ALLOCABLE:  The cost must be allocable to the sponsored project – the cost is incurred for the benefit of only one project or the item can be easily assigned to multiple benefiting projects.  A specific project may only be charged that portion of the cost which represents the direct benefit to that project
C. CONSISTENCY:  The cost must be treated consistently with other similar costs incurred in like circumstances in accordance with generally accepted accounting principles and institutional policy
D. ALLOWABLE:  The cost must conform to any limitations or exclusions stated in generally accepted accounting principles and in the sponsored agreement (grant award) – the cost must be "allowable" and not specifically designated as unallowable by regulation or grant/contract specific award conditions.  In addition, the cost must be listed in the budget.
E. FUNDS AVAILABLE:  The cost can be expensed to the project fund if sponsored funds are still available (award is not overspent)
