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Wihat istManagderiall Cost Accounting
Wiy Manageriall Cest Accotinting
Considerations in Successiul Cost Management:




What: is “Managerial” Cost
ACCOURtING?

Managerial
Accounting

Financial conditionofi an
organization, principally for
Cost internal management

[Does not require GAAP as

Accountlng fecus is on internall relevancy,
not external consistency.

Production; costs of an
organization’s, products Financial

and SErVICES 5
Accounting

Financial conditioniofi an
organization, principally: for
externall parties (investors, tax
authorities, stewardship, etc.)

Reqguires GAAP for consistency
3




Wiy Managerial Cost
ACCOURtING?

IR managing federall govermment: programs, Cost
Information Is essentialiin the; fiellewingi five
dreas:

pudgeting and; cost control,
PErformance measurement,

determining reimbursements and setting feesiand
prices,

pProgrami evaluations, and

making| economic choice; decisions.

~ SFFAS #4




Why: Managerial Cost
Accounting? (contd)
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OMB Core Financiall System
Reguirements for' Cost Mamnagement

Cost Setup and Accumulation (CMA): the, Core financiall system must
provide automated! fiunctionality: to: do the following:

= CMA-01: Define cost objects—Define the following types of cost objects for

accumulation, distribution: andl reporting| pUrposess
Accounting classification elements
Specific customers, vendors, reimbursable agreements, contracts, PAs, task orders, work orders, and

grants
GPRAgoals.

CMA-02: Accumulate costs—Accumulate costs and revenue by cost object.

CMA-03: Costs objects on prepaid expenses—Associate the purchase of fixed
assets and inventory andi the payment off advances with: related cost objects so
that subsequent expenditures; are identified by cost object.

CMA-04: Eull cost—Accumulate the full cost of cost objects. Full costsiinclude
direct costs; indirect cost allocations, implicit cests (€.d., costs provided by’ other
government agencies suchias pension costs), and unfunded costs (e.d., annual
leave costs).

CMA-05: Non-financial data—Accumulate non-financial data (e.g., units
purchased, unitsisold) by cost object at the transaction level.




Core Financiall System
Reguirements (contd)

Cost Distribution (CMB)

CMB-01: Recording| cost distribution entries in GL—Distribute; the fiull cost
of goods and senvices by cost object. Record the cost distribution entries! in the
GL.

CMB-02: Attributes on cost distribution—Capture U.S. SGL attributes on
cost distributions entries needed! to prepare the Statement of Net Cost. For
example, costs distributed tor programs and used in the preparnation: of the
Statement of Net Cost should retain the Federal/INon-Federal, Exchange/Non-
Exchange, and Custodial/Non-Custedial classifications.

CMB-03% Multi-layer overhead distributions—Periorm multi-layer everhead
distributions that are agency-defined (at least 3f levels of distribution) tsing
multipleiratesiand fixediamount allecation methods:

CMB-04: Re-distribute costs—Re-distribute costs based on revised rates and
allecation amounts.



Core Financiall System
Reguirements (contd)

Cost Reporting (CMC).

CMC-01: Comparative income statement by cost object—Generate the
Comparative Income Statement by’ Cost: Object. Parameters include cost object:
and accounting periods (month' and year). Result isial report that compares
month andlyear-to-date activity. to: prioxs month and prior year-te-date activity, by,

cost object. The report must list the fellowing data:

Revenue

Direct expenses

Indirect expenses (overhead)
Tjotal expenses

Net revenue/cost.

CMC-02; Cost object income statement—Generate Cost Object Income
Statement. Parameters include;any: cost ebject and accounting period. Result isia
report With| revenue, direct cost, and indirect cost (overhead)) by’ cost object.

CMC-03: Cost object audit trail—Maintain an audit trail of transactions from
their origin to the final cost object(s).



SFFAS #4 Reguirements

Standards:

s Reguirement for Cost Accounting (paragraphs
67-76)

s Responsibility"Segments (paragraphs 77-88)
s FUll'Cost (paragraphs 89-104)

s Inter-Entity Costs (paragraphs 105-115)

x| Costing Methodoelogy (paragraphs 116-162)




So Why: Manaderial Cost
Accounting

Compliance: Because We; have to
according to OMB, GAO, IG, ...

Operations: It isia Necessary: part off day
o day. business (fiee setting, performance
ieporting, ete.)

?




Pressures on the Federal Budget
[N the Near Tierm

Oldest members of the baby-boom generation became eligible for early Social
Security retirement benefits

Medicare Hospital Insurance (HI) outlays exceeded cash income
Social Security runs first cash deficit since 1984

Oldest members of the baby-boom generation become eligible for Medicare

45 percent of Medicare outlays funded by general revenue®

Social Security begins running consistent annual cash deficits

Medicare HI trust fund exhausted. Income sufficient to pay about 81 percent of
benefits®

Debt held by the public under GAO’s Alternative simulation exceeds the
historical high reached in the aftermath of World War II (CBO projection
modified to reflect historical trends and preferences).

Source: GAO analysis.

Notes:

aBased on CBO's January 2010 baseline projections.

bBased on 2009 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and Federal
Supplementary Medical Insurance Trust Funds (May 12, 2009).




Potential Fiscal Outcomes
per ai GAO Simulation

Revenues and Composition off Spending
i as Percent of GDP

Revenue

2010 2020 2030
Fiscal year

O Net interest Social Security B Medicare and Medicaid @ All other spending

Source: GAO.
Note: Data are from GAO’s January 2010 analysis based on the Trustees’ assumptions for Social Security and Medicare.




DEBT AS A PERCENTAGE OF GDP

200% 180.6%
| 50%
World Greece
War I In 2010
108.6%
| 00%
War on
World The Great Terrorism
War| Depression
50%
O e e

1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020 2030

Source: Heritage Foundation compilations of data from U.S. Department of the Treasury, Institute for the Measurement of Worth
(Alternative Fiscal Scenario), Congressional Budget Office, and White House Office of Management and Budget.



So Why: Managerial Cost Accounting

Compliance: Because We; have to
according to OMB, GAO, IG, ...

Operations: It isia Necessary: part off day
to day: business (pricing, Performance
ieporting, ete.)

Competitive advantage: Increased
customer value or even agency
survival




Success through Maximizing| Value

Value Is the relationship between the benetfits
provided to the cost off gaining these
penefitsk

Value Is Improved by a combination: off

s Effectiveness: Understandingl and providing
Wihat the customer Wants

s Efficiency: Using| the minimum resources
necessary. In meeting customer needs




A Systems View of Value

Te0 often organizations fiail terdevelop: al true
SystenisiVIeEW

Customer Outcome
Nood —— @ —— Kehisuad
Input Process Output

Effectiveness results when
Outcome Achieved = Customer Need

..bUt Is the result affiordable?




Managing Efficiency.

What i the; system| can We directly: manade?
What dorwe measure?

Achieve

Customer Outcome
Nead > @ > RO

Input Process Output

/ pt

$$ Unit volume
Persons Unit cost

Hours Defect rate
Etc. Etc.

0

Cost Management




The Value Pyramid

A

-

Performance| Product Process
Measures Costing Costing

Cost & Performance Management
Systems

Methodologies and IT systems are Enablers, not £nd Objectiyes




MCA: Another “Silver Bullet™?

LLongl history: of Implementing “selutions: With
imited thought fer the; preblem to) be selved

Orten the result off a “band Wagoni approach| te
Implementing| the latest management: iad

and others...
Managerial Cost Accounting




5 Keys to Successful
Cost Management

Identiiy: andr Communicate the Business
Need

Design the Costi System tor meet Business
Needs

Manage Process
Provide Leadership
Manage Change, / Institutionalize




The Business Need

Cost management: is,NOI an end objective

[FOr cost management tor be; ani effiective; tooel,
Ordanizations must: berable; tor answer the
fellowings:

s Who are the decision-makers tor tse this, infermation?

s What decisions will'be; made diffierently: with' the
availability, of Improved cost information?

s [sithe use ofi this infermation supportive; of strategic
prierities?

s Can a compelling case be made and communicated
for the use of this information?




Appropriate Design

DoEs the cost Information support decision-making in
the highest prioerity areas?

Does! the level ofi detail in cost infermation lend' itself toe
aNSWEring needed questions?
s [00 much or too little' detail to be relevant?

Is the cost/burden of datar collection less than the value
of resulting| Information In; decision-making?

Are design tradeofiis consistent with: policy?

I cost Infermation stopped coming, Weuld decision-
makers complain, celebrate, or even netice?




Appropriate Design

ANy USer fiee designiembodies trade-ofis among| the four
dimensions of equity, efficiency, revenue adeguacy, and
administrative burden. While there are purely: analytic
ASPECtS to each! of these criteria, the trade-ofis depend
On policy:and value decisions, Norsingle design; will

satisfy’ everyone on all dimensions

~  Susan J. Irving, Director for Federal Budget Analysis, GAO

FEDERAL USER FEES: ffee Pes/gn Chiaracteistics and. lrade-0ris liustrated by, USCIS'S Immigration
and Natlrallzation) Fees

he notion of tradeofifs In cost accounting system: design
IS universal and not limited! to fee setting




Managde Process

End-to-End Process

Product or
Service
(Output)

;

Customer
)

Need
Where costs are “"managed” (Outcome)

Requirements <€

Constraints 5>




Process Costing

Improving| efficiency. ini production; off products or
SErVices reduires understanding off

a \Where costs arel incurred, and

x Where Improvement oppertlnities; exist

Traditional cest acecounting allows: Understanding
total cost off production, but: NOIF the source of
those costs

Only Activity: Based Costingl can previde needed
INsight Into: precess costs




Federal Research Organization:
Before and After Perspectives

Before

Research Appropriations
*Trans./Freight
*Traffic Mgt.
*Reproduction
*Etc.

Overhead Support

*Engineering
Services

*Research Facility
Mods

*Etc.
Construction of Facilities

TOTAL

After

Prepare & Operate Research &
Test Facilities $ 56.6M

Provide Engineering, Design,
Integration, & Test Services 46.0M

Fabricate/Research-Related
Hardware 43.2M

Maintain/Repair Facilities and
related equipment 40.0M

Provide Central Scientific
Computing 34.7TM

Provide Other Administrative
Services 27.4M

Modify Facilities

Provide Communication Services 23.0M
Provide Flight Services 9.5M
Provide Procurement Services 8.5M

Build New Facilities and Roads 8.5M
Other Activities 7.9M

42.0M
TOTAL $ 347.3M




Federal Research Organization :

Bill of Activities
Cost Object: Research Support

Prepare & Operate Research Test Facilities $56.6M
Provide Engin., Design, Integ., & Test Serv. 46.0M
Fabricate Research-Related Hardware 43.2M
Provide Central Scientific Computing Services  34.7M
Maintain/Repair Facilities and related equipment 31.0M
Modify Facilities 20.1M
Provide Flight Services 8.5M
Build New Facilities and Roads 7.9M
Provide Procurement Services 4.8M
Provide Publications Support 4.4M
Operate Library 4.3M
Other Activities 10.1M

TOTAL $271.6M




Federal Research Organization :
Bill of Activities

Cost Object: Infrastructure

Provide Other Admin Services (Center-level) $27.4M
Provide Communications Services 9.5M
Maintain/Repair Facilities and related equipment 9.0M
Provide Safety 3.9M
Provide Procurement Services 3.7M

Manage and Conduct Environmental
Compliance Program 3.1M

Modify Facilities 2.9M
Provide Security 2.6M
Manage Correspondence, Records, Dir.,... 2.3M
Manage Transportation/Moving Services 2.3M
Manage Janitorial Services 2.2M

Other Activities 6.8M
$75.7TM




Linking Resources Consumed and
Objectives Achieved

Infrastructure 22%

Research Support 78%




-
Q
)
C
Q
O
c
O
| -
(O
Q
9]
Q
a4
(O
-
Q
O
O
Ll

ipS

tion Relationsh

1Zad
An Organizational Perspective

. Organ

IVITIES VS

Act

S9JIAIOS VO pue AI[Iqer[ay opIaoIg

dIrempIeH Paje[dy oIeasay redliqe]

Sunndwo)) JynRuIIdS [BNU)) SPIAOI]

SOOIAIRS 1S9, 29 Ty ‘UIso ‘SuLIdoUISUY 9PIAOI]
suonerdd( 31y opIaoid

SanIIoR 1S9, YoIeasay reredQ pue aredorg
SOOIAIS QANRNSIUTWIPY JOYIQ IPIAOI]

SULIO,] ‘SOANIRII(] ‘SPI0OY ‘doudpuodsario)) afeuey
SIOIAIOS STIA 9PIAOI]

SUOT)EITUNTITIO)) OPTAOIJ

S01AIRS sowydeln) pue Jurdew] ap1A0Id

10ddng suonesrjqng 9p1aoig

S991A10G uononpoiday pue SunuLld SPIACI
Are1qr yerodQ

SOOIAIOS JUSWAINOO0IJ IPIAOI]

SOOIAIOS SUTAOJA pue uonerodsuer], 9pIA0IJ
Kiradoid jonuo)) 29 a3euey

s[eLo)e]A pue sarjddng apiaorg

wowdmbyg [e1sye[jo)-uoN speisdn pue annboy
yuawdinbyg [e1ere[jo)-uoN Ireday] 29 urejuIB
wei3old [eIUSWUOIIAUY 9FBUBIA

Kyoyeg op1aoid

A1Ind9g apraoigd

uoddng sanmn apraoig

SpeOY 79 SPUNOIL) UTEJUTRIA]

SOOIAIOS [BLIOJIUR[ OPIAOI]

sonI[Ioe ] AJIpPOIA

swysAg 2 "dinby [e1oje[[0) ‘s, "or Iredoyj/ureiurejy
9oedg oFeurpy 2 [onu0)

SPeOY 79 SANI[IOL] MON Pling

<OO0OAWLO I —"HX 1= Z

youeig

Facility & Aircraft

Supplies, Materials,

Operational, Clean and Safe Work Environment Contracted Services,

Skilled People, Information,

Guidance

Operations, Technology,

Hardware

Property, Logistics Sppt.




Leadership

“In clesing), Mr. Chairman, I want to emphasize that strong
leadership/in the departments will be required to implement
manageriall cost accounting across government. This is true
regardless off whether the department wantsia department-wide
system or delegates responsibility for system development to
component:agencies. Ineither case, the leadership will needi to
focus on promoting the benefits of manageriall cost
accounting, monitoring its implementation, and establishing
a sound system of controls to help ensure the reliability of
the data used.”

Statement of Robert E. Martin, Director
Financial Management andl Assurance, GAO
GAO-05-1031T




Change Management: Building
an Educated, Motivated User

Decision-
Makers Yes
Requesting
Information I

> User

No

Are Decision- Yes
> Makers Motivated
Incentivized?

J No v I

Provide Is the Need

Yes
1S5 5  Educated
Incentives Understood? A

4 No

Educate




Institutionalizing Improvement by
Changing Behavior

Understanding

Tools
(ABC, etc.)




lleadership Vs.
Institutionalization

Institutionalization

Required “Critical Mass”

Leadership Commitment

e
3
2 5
UV o
48
ES
€
e

[leadership commitment; quickest to achieve (i leadership ™ buysiin®)

[.eadership commitment also quickest tor depart: (average: political appoeintee
tenure ~2 years)

Institutionalization: slower to develop, but lessidependent on individuals

Withoeut institutionalization, there will be need for constant pressure to
maintain capability: andl use.

Both are needed




Developing ~Tlop Down™ Vs.
“Bottom Up™

Initial Implementation need not be enterprise-wide

Success depends on ability. to) control the ™ cost-benefit”
palance

= Will'yeur erganization assume all the “costs™ of cost
management: (additional data’ collection, ete.)?

= Will'use of cost information: be visibly: greater than costs
Incurred?

Success at lower levels can provide incentives for
Implementation elsewhererin the erganization




Department of LLabor

10 Annual Performance Report Scorecard
(George Mason Univ. Mercatus Center):

s 1t place award tor DOL

s 56 out of 60 points (highest score ever given)
liransparency: 17 pts.
Public Benefits: 19 pts.
l.eadership: 20! pts.

Public Benefits citation:

s “he report kS CoSLS Lo Straleqic arid. Peroiiance goals, as
weJl' as: Lo [IUMEroUSs IAdViaua) PEeronmarce MEasUres: for the
cUrrent and. two) previous fiscal years.




Managerial Cost Accounting at
PO

Coest Analysisi Manader program initiated in 20035 provides 18/ cost
models in supporit 6f 15 agenciesiand the Department: of Labor

Through CAM, agencies can:

s Understand. the cost 0 achleviig Stralegic and. Peromniignice. goa/s
LIfIK-COSL: 10, PEriormance tiroughi the: calculaton of Uit COSL: Of OULPULS

EStaD)Is1i COSL-DESEd. ENICIENCY ITEGSUIES 0 SUPPOIt O the Prograri ASSESSmENL:
Rating 100/ (PART)), compliarncelto) GPRA, arid the developmient or tiielPAR

Arglyze prograrni PEoRTIancE ol d) COSt PEISPECHYVE. dCrOSS IIECY/CIE

laentify, tie AiifErences i COSt DELWEE FEGIONE). OITICES, Proglaiis, and. - the
overall portiolio. or PDOL programs

1miprovel accoutabiiity, or e managers
JUSHfy DUAGEL requests: througl istorical and. auaitable: tola) oSt Of OWRErsip

Supstantiate PUSIHESS CaSes Iof IEW. Iilormation. LEchiology, Sy/Steis Wil
activity. and output: cost data

Remain compliant with /1egisiative: marndates such as thie PMA, FASAB #4, and

OMB Cirevlars A-11, A-125, and A-150 37




Implementation Challenges

|II

Viewed' as “one size! fits al
Viewed as al silver bullet”
Unclear Objectives

Lacks of buy-In/understanding

=allure toe’ establishi necessary: INCEntives
Viewed as al seftware solution

I'F support iInadeduate te: meet ebjectives
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