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1-20-

00 Gener al

Managerial cost accounting is the process of accunul ati ng,
measuring, analyzing, interpreting, and reporting cost

i nformati on useful to both internal and external groups
concerned with the way in which the organizati on uses, accounts
for, safeguards, and controls its resources to neet its

obj ectives. |In managi ng Federal Government prograns, cost
information is essential in the following five areas: (1)
budgeting and cost control, (2) performance neasurenent, (3)
determ ning rei mbursenents and setting fees and prices, (4)
program eval uati ons, and (5) meki ng econom ¢ choi ce deci si ons.

The O fice of Managenment and Budget (OVB) in conjunction with
the Departnent of Treasury and the General Accounting Ofice
(GAO) established managerial cost accounting concepts and
standards to provide reliable and tinely information on the ful
cost of federal programs, their activities, and outputs.

Determ ning the cost of an agency's specific prograns and
activities is essential for effective managenent of government
operations. Congress and the President have deened cost
accounting i nmportant and have enacted several mandates to ensure
effective cost accounting. These include:
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The Chief Financial Officers Act of 1990, which includes
anong the functions of the Chief Financial Oficer (CFO

t he devel opnent of an integrated financial nmnanagenent
system whi ch provides for the devel opnent and reporting of
cost information, and the systematic measurenent of

per f or mance;

The Governnent Perfornmance and Results Act (GPRA), which
mandat es perfornmance neasurenent by the federal agencies;

The National Performance Review (NPR), which includes a
recomendation to require OVMB to issue a set of cost
accounting standards for all federal activities; and

The C i nger-Cohen Act, which requires defining al
technol ogy, related activities, their costs, and
measurements. This Act requires cost benefit analysis
before I T acquisition decisions are nmade concer ni ng
bui l ding systens internally or pursuing conmercial off-
t he-shel f opti ons.

1-20-10  Authority

A

Statenent of Federal Financial Accounting Standards (SFFAS) No.
4, “Managerial Cost Accounting” - this standard, devel oped by

t he Federal Accounting Standards Advisory Board (FASAB) and

i ssued by OVB, represents requirenments for cost accounting for
Feder al agenci es.

OVB Bulletin 97-01, “Form and Content of Agency Financi al
Statenents” - prescribes the formand content of agency
financial statements. This bulletin provides proforma formats
for preparing principal financial statenments and specifies the
di scl osure requirenents for notes acconpanying the principa
statenments, as well as required suppl enental infornmation.

St andard General Ledger (SG.)/Treasury Financial Mnual (TEM
Bulletin, “U.S. Governnent Standard General Ledger” - The SGE,
publ i shed annually as a supplenent to the Treasury Fi nanci al
Manual , provides a uniformchart of accounts to standardi ze
Federal agency accounting and to support the preparation of
standard external reports. Managerial cost accounting systens
will need to use the SG and may require additional SG. accounts
as new cost related reports are designed.

The CFO Council’'s “Managerial Cost Accounting |nplenentation
@Quide” - this non-authoritative guide is a technical practice
aid to assist Federal entities in inplenmenting cost accounti ng.
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1-20-20 Definitions

A

Reporting Entity: an organi zation for which financial statenents
nmust be prepared. For HHS, all Operating D visions (OPDIVs) are
considered reporting entities, including the Ofice of the
Secretary. In addition, HHS produces Departnmentw de audited
financial statenents.

Responsi bility Segnent: Responsibility segnents are the | argest
conponents of a reporting entity. A responsibility segnent is
equi val ent to a suborganization, as discussed in OVB Bulletin
97-01. (Section 1-20-40, Responsibility Segnents, provides a
detai |l ed explanation of how to define and establish
responsibility segnents.) Managenent has the flexibility to
establish responsibility segnents and to use any cost collection
met hod within each segnment. Wthin a segment, nanagenent may
define sub-units, functions, projects, business processes,
activities, or a conmbination of themas cost centers to

accunul ate costs. The costs accunul ated at | ower |evels can
then be aggregated first to the programlevel, and then to the
responsibility segnent |level (i.e., the organization responsible
for managi ng the particular programor activity).

Full Cost: Full cost accounting is the assignnent of direct and
indirect costs, as well as inter-entity costs, to a cost object
(program activity, output, etc.). Direct and indirect costs
are defined in sections 1-20-51 & 1-20-52.

Cost (hject: The term*®“cost object” refers to an activity or
item whose cost is to be neasured. A cost object may be a
particul ar output (good or service produced), a program an
organi zation, a business activity perforned, or other item whose
cost is to be neasured. Costs may be assigned to a cost object
by direct tracing, cause-and-effect basis, or allocations. For
HHS and its OPDIVs, the termcost object will predom nantly
refer to a programor activity. There may be internedi ate cost
objects that are used in the course of the cost assignnent
process. For exanple, a conputer technol ogy division provides
techni cal support to other divisions within an organi zation. By
assigning costs on a “cause-and-effect” basis, first costs are
assigned to the activities of the conputer division, such as
hardware install ation and mai nt enance, software design and
installation or programm ng adjustnents. Secondly, the costs of
these computer division activities are further assigned to other
di vi si ons based on their consunption of the technical services.

Inter-entity cost: Costs incurred by one responsibility segnent
for the benefit of another responsibility segment or another
reporting entity, regardl ess of funding or reinbursenent.
Inter-entity costs are always costs between two entities within
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the Federal Government. Costs incurred by one responsibility
segment for the benefit of another responsibility segnment within
the same OPDIV are “Intra-entity costs.” Intra-entity cost nust
al ways be recogni zed by the responsibility segment which

recei ves the benefit of the costs. However, inter-entity costs
are only recogni zed for particular situations. See section 1-
20-60 for the guidance on recognizing inter-entity costs.

Program Programrefers to activities that are identified as
programs in the OPDI Vs’ GPRA annual performance plans for the
year being reported and for which goals and indicators have been
subm tted. GPRA progranms nay be consolidations, aggregations or
di saggregations of line itenms in the OPDI Vs budget program and
fi nanci ng schedul es. For external reporting, the OPDV
Statenment of Net Cost wll show the net cost of GPRA prograns.

Activity: Activity generally refers to |ines of business or
services offered by a responsibility segnent. For example, the
Program Support Center (PSC) provides accounting services
(within the Financial Managenment progranm) and payroll services
(within the Human Resources progran); these would be considered
separate activities within PSC. An activity may al so be a
revolving fund, an operation funded by user fees, a gift or
other trust fund, etc., which has not been included as a part of
t he named GPRA prograns.

Qutput: CQutputs are goods or services produced by a program
identified in the OPDI Vs’ GPRA annual performance plans (per the
GPRA | aw, performance plans shall establish performance

i ndi cators to be used in neasuring or assessing the rel evant
outputs, service levels, and outconmes of each programactivity).
The ulti mate purpose of cost accounting, as defined in SFFAS
No.4, is to neasure the full costs of program outputs. However
OPDI Vs are not required to report by outputs on the Statenent of
Net Cost.

Non- Production Cost: These are costs incurred based on
particul ar events which occur during a specific accounting
period, but are not particularly related to the current
operations, or production of goods and services for the period.

1-20-30 Requi renment for Cost Accounting

A

FASAB' s Manageri al Cost Accounting Standard (SFFAS No. 4) issued
by OMB is the authoritative gui dance on cost accounting for
Federal entities (HHS and OPDIVs). The standard contains both
concepts for cost accounting as well as specific standards to be
followed. OPDIV CFCs may institute additional cost accounting
policy to neet the unique needs of their OPDIV, provided these
policies do not conflict wth SFFAS No. 4.
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B

Manageri al cost accounting will enable OPDI Vs to neasure and
report the full costs of their prograns and activities. Ful

cost should incorporate the sumof (1) the costs of resources
consumed that directly or indirectly contribute to the program
or activity (direct or indirect costs), and (2) the costs of

i dentifiable supporting services provided by other
responsibility segments within HHS, and by other Federa
agencies (inter-entity costs). Costs of resources consumned
shoul d be accunul ated by type of resource (HHS sub-object
class). Full costs should be assigned to prograns and
activities through appropriate costing nmethodol ogi es or cost
finding techni ques on a consistent basis. Cost assignments
shoul d be perforned using the following methods listed in the
order of preference: (a) directly tracing costs wherever
feasi bl e and economi cally practicable, (b) assigning costs on a
cause-and-effect basis, or (c) allocating costs on a reasonable
and consi stent basis.

Each OPDI V shoul d accunul ate and report the cost of its prograns
and activities on a regular basis for nmanagenent information

pur poses. However, the resources required to obtain cost

i nformati on shoul d not outweigh the value of the infornmation
obt ai ned. Managerial cost accounting should be a fundanental
part of the financial managenent system and, to the extent
possi bl e, should be integrated with other parts of the system
Cost information devel oped for external and internal reporting
pur poses should be drawn froma common data source, and reports
shoul d be reconcilable to each other.

A sophi sticated cost accounting systemto accunul ate and assign
costs is not required. In nobst instances, cost data can be
obtained fromthe OPDIV' s current accounting system using the
HHS Common Accounting Nunber (CAN) structure and sub-object
class codes. This will require OPDIVs to map or crosswal k their
CAN structure to their prograns designated under GPRA gui dance
and to other activities, such as |ines of business being

provi ded by service organi zations. Exhibit 1-20-A provides an
exanpl e of a crosswal k between Indian Health Service' s budget
(CAN) structure with their reporting (GPRA) structure. Costs
can al so be determ ned and anal yzed t hrough speci al cost studies
and anal yses. However, OPDI Vs are encouraged to nodify their
exi sting systenms as necessary to include autonmated cost
assignnents to expedite the preparation of internal cost reports
and annual financial statements. Use of a conbination of a
formal cost accounting system suppl enented by cost finding
techni ques and studies is acceptable. Each OPDV should
determ ne the appropriate detail for its cost accounting
processes and procedures based on several factors. Sone of

t hese factors include the:
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nature of the OPDI V' s operations;

preci sion desired and needed for cost information;
practicality of data collection and processing;
availability of electronic data handling facilities;

cost of installing, operating, and nmintaining the cost
accounting processes; and

specific informati on needs of the OPDI V.

1-20-40 Responsi bility Segments

A

SFFAS No. 4 defines a responsibility segnent as a conponent of a
reporting entity that is responsible for carrying out a m ssion,
conducting a nmgjor line of activity, or producing one or a group
of related products or services. A responsibility segnent

usual Iy possesses the follow ng characteristics:

1) The manager reports to the entity's top managenent
directly, and;

2) The segnent’s resources and results of operations can be
clearly distinguished fromthose of other segnents of the
entity.

SFFAS No. 4 states that the designation of responsibility
segnments shoul d be based on the follow ng factors: (a) the
entity's organization structure, (b) its lines of
responsibilities and mssions, (c) its outputs (goods or
services it delivers), and (d) budget accounts and funding
authorities. However, the predom nant factor is the agency’s
organi zation structure and its existing responsibility
conponents, such as bureaus, centers, institutes, or other

di vi si ons.

For HHS, each OPDIV is a responsibility segnent of the
Departnment. Wthin an OPDIV, a responsibility segnment is the
sub-organi zation that is responsible for the managenent of each
of its prograns and activities. However, a particular program
may al so be di vi ded anong several responsibility segments.

Li kewi se, when there is a need to develop costs for a particul ar
project or service, a cost center manager woul d be desi gnat ed.
For service oriented organi zations, such as the PSC, each |ine
of business may be termed a responsibility segnent with its own
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manager. A business-1like fund, such as HCFA's dinica
Laboratory | nprovenent Anendments of 1988 program (CLIA), may be
termed a responsibility segment with its own manager

The nmanager of each OPDIV responsibility segnment should receive
i nternal managenent reports periodically to be fully informed of
the costs and revenues accruing to the segnment’s prograns and
activities. The head of each OPDIV should al so be inforned
periodically of the costs and revenues of all program and
activity costs of the OPDIV' s responsibility segnments.

At the Departnental |evel, the Secretary and Assi stant
Secretaries should be infornmed of the costs and revenues of each
OPDI V segnent to be able to report to OMB and Congress the net
cost of operating the Departnent. For the fiscal year, the
Departnent’s Statenment of Net Cost will serve this purpose.

At the Governnent-w de | evel, each cabinet-level agency will be
reported as a responsibility segnent. The Governnentw de
Statenment of Net Cost wll report costs by responsibility
segnment and maj or budget function.

1-20-50 Ful I Cost

A

The full cost of an output produced by a programor activity is
the sumof (1) the costs of resources consuned by the program or
activity that directly or indirectly contribute to the out put
(regardl ess of the source of funding), and (2) the costs of
identifiable supporting services provided by other prograns or
activities within the responsibility segnent and by other
responsibility segnents and reporting entities (regardl ess of
the source of funding).

Al t hough the ultimte purpose of cost accounting, as defined in
SFFAS No. 4, is to neasure the full costs of program outputs,
unit costs of outputs are not presently a part of HHS current
accounting systens; and in fact, unit cost data may not be a
practical goal for all programs. Enphasis should first be

pl aced on increnentally achieving full cost accounting for
outputs by devel oping full cost information for progranms and
activities, which can be achi eved using the current HHS Common
Accounti ng Nunmber (CAN) structure and sub-object classification
codes. This increnental approach nmakes sense because: 1)
progranms and activities are the internedi ate cost objects which
may be used to accumul ate and all ocate costs to outputs, and 2)
GPRA requirenents for identifying and reporting performance
measures (including output neasures) are not effective in their
entirety until FY 1999.1

! Even though OPDI Vs should currently focus on full cost of prograns/

activities, according to the Project Leader for GPRA |Inplenentation at OVB, as
agenci es’ cost accounting systens becone nore mature, OVMB will place greater
enphasi s on cost performance neasures, such as the cost per unit of service
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C.

OPDI Vs are not required to identify direct and indirect costs as
conponents of program activity costs in the Statenent of Net
Costs, or as supplenental information. These costs are

i dentifiable by sub-object class code and should be so
categorized in internal cost reports prepared for program
managers.

1-20-51 Di rect Costs

A Direct costs are costs that can be specifically identified with

a single cost object (i.e., a program activity, or output?).

Typi cal direct costs include:

1) sal ari es and ot her benefits for enpl oyees who work
directly on the cost object;

2) materials and supplies used in the work;

3) various costs associated with office space, equipnent,
facilities, and utilities that are used exclusively for
the cost object; and

4) costs of goods or services received from other segnents or
entities that can be directly traced to the cost object.

1-20-52 I ndirect Costs
A Indirect costs are costs of resources that are jointly or

commonly consuned by two or nore cost objects (program activity
or output), but are not specifically identifiable with a single
cost object. There are two |levels of indirect costs:

1) Indirect costs incurred within a responsibility segnent.
These indirect costs should be assigned to cost objects on
a cause-and-effect basis, if such an assignnent is
econom cally feasible, or through reasonable allocations.

2) Costs of support services that a responsibility segnment
receives fromother segnments or entities (inter-entity
costs). These support costs should be first directly
traced or assigned to various segnents that receive the
support services. They should then be assigned to cost
obj ect s.

(“Are Agencies on Target with the Inplenentation of the Results Act?” JFM P News,
Spring 1998, Vol. 10, No. 1, pg. 7)

2 For HHS and its OPDIVs, the termcost object will predonminantly refer to

a programor activity.
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B. Indirect costs nust be reasonably allocated to the cost objects
t hat have benefitted fromthe cost based on a reasonabl e and
consi stent cost allocation methodol ogy. The follow ng are
exanpl es of sonme common indirect costs that nmust be directly
identified or allocated. This is not an inclusive |ist; OPDl Vs
may identify other indirect costs.

. procurement and contracting services e of fi ce and ground

. fi nanci al managenent and accounti ng mai nt enance
services . security

. i nformati on technol ogy services . communi cati ons

. aut omat ed data processing . mai | / messenger

. enpl oyee health and recreation services
facilities . per sonnel services

. services to acquire and operate PP&E - library services

. publ i cation, reproduction, graphics - | egal services
and vi deo services . rent

. research and anal ytical services . utilities

. general adm nistrative support . of fice supplies

. scientific facilities

1-20-53 Certain Cost Elenents?
A Costs of Enpl oyee Benefits

1) Enpl oyee benefits include:

a) Health and life insurance benefits for current
enpl oyees;
b) Pensi on benefits for enpl oyees, their survivors and

dependents, covered by defined pension plans such as
Cvil Service Retirement System (CSRS), Federa

Enpl oyees Retirement Plan (FERS), and Mlitary
Retirement System (MRS);

c) Health and life insurance benefits for retired
enpl oyees, their survivors and dependents, referred
to as "other retirenent benefits" (ORB), and;

d) O her post-enpl oyment benefits (OPEB) for term nated
and inactive enpl oyees, which include severance
paynents, training and counseling, continued health
care, and unenpl oynent and workers compensati on.

8 These costs can be identified using HHS sub-object class codes.
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2)

3)

B. Cost s

1)

C. Cost s

1)

2)

Federal financial accounting standards require that the
enpl oying entity accrue the costs to the Federal
Governnent of providing pension and ORB benefits to

enpl oyees and recogni ze the costs as an expense when the
benefits are earned. The enploying entity should
recogni ze those expenses regardl ess of whether the
benefits are funded by the reporting entity or by direct
appropriations to the trust funds. This principle should
al so be applied to health and life insurance benefits for
current enpl oyees. The costs of enployee benefits
incurred by responsibility segnents should be directly
traced or assigned to established progranms and activities.

Federal financial accounting standards require that OPEB
costs be reported as an expense for the period during
which a future outflow or other sacrifice of resources is
probabl e and neasurable. Since the recognition of OPEB
costs is linked to the occurrence of an OPEB event rather
than the production of outputs, assigning OPEB costs
recogni zed in a period to outputs of that period would
distort the cost of outputs. Therefore, OPEB costs should
be reported as “Costs Not Assigned to Prograns.”

of Public Assistance Prograns

The full cost of public assistance prograns includes:

(a) the costs of Federal resources that have been or w ||
be transferred to individuals and state/l ocal governnents,
and (b) the costs of operating the prograns. These two
types of costs are separately identified by sub-object
class. Entitlement and grant prograns adm ni stered by
each OPDIV fall under this category.

Rel ated to Property, Plant and Equi pnent

General Property, Plant, and Equi pnent (Gen PP&E). Since
Gen PP&E are used to provide goods and services, the cost
of acquiring Gen PP&E should be included in the full costs
of the goods and services provided by progranms and
activities. Gen PP&E is capitalized and depreciated over

the useful life of the asset, so the full cost of
acquiring Gen PP&E will be recogni zed through depreciation
charges over the useful lives of the individual assets.

St ewar dshi p Assets. The costs of acquiring or
constructing Heritage PP&E and Stewardship Land (referred
to as Stewardship Assets) should be charged to expense as
acqui sition costs are incurred. The cost of acquiring

St ewar dshi p Assets shoul d be reported as “Costs Not
Assigned to Prograns.”
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D.

Non- Pr oducti on Cost

1) Non- production costs are costs linked to events other than
t he production of goods and services. Exanples include:

. ot her post-enpl oynment benefits (OPEB) costs
recogni zed as expenses when an OPEB event occurs
(e.g., a reduction in force);

. costs of acquiring or constructing Stewardship
Asset s;

. reorgani zati on costs, and;

. nonrecurring cleanup costs resulting fromfacility

abandonnents that are not accrued.

2) Under certain circunstances, non-production costs may be
assigned to goods and services over a nunber of periods.
This practice should only be considered if: (a) experience
shows that the costs recur in a regular pattern, and (b) a
definite connection can be established between the non-
producti on costs and the goods and servi ces.

1-20-54 Costs Not Assigned to Prograns

A Costs not assigned to prograns are high | evel general managenent
and adm ni strative support costs that cannot be directly traced,
assigned on a cause-and-effect basis, or reasonably allocated to
OPDI V prograns and activities. Such costs nust be identified
and the rationale for why these costs should not be assigned to
progranms shoul d be docunented and retained for audit purposes.
Additionally, the largest of these costs should be identified in
a financial statenment footnote.

1-20-60 Inter-Entity Costs

A Each OPDIV's full cost should incorporate the full cost of goods

and services that it receives fromother OPDI Vs or Federa
agenci es (regardl ess of the source of funding). Wen inter-
entity costs are reinbursed in full, they are accounted for in
the sane manner as direct and indirect costs. However, when
inter-entity costs are only partially reinbursed, or not
reimbursed at all, then the receiving entity nust recogni ze an

i nputed cost and an i nputed revenue (financing source) for the
di fference between the full cost of goods received and the total
rei mbursement. FASAB's intent in identifying “inter-entity”
costs is to focus on the costs of goods and services received by
an entity which have traditionally been considered “free” goods
and not included as a cost to the programor activity. |In fact,
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no goods or services received from another Federal entity are
free but are paid for by taxpayers, and should be included when
determ ning the full cost of operations.

If an OPDIV provides goods or services to another Federal

entity, regardl ess of whether full reinbursenment is received,
the OPDIV should continue to recognize in its accounting records
the full cost of those goods or services. The full costs of the
goods or services provided by the OPDIV should al so be reported
to the receiving entity by the OPDI V.

If an OPDIV receives goods or services from another Federa
entity, an OPDIV should recognize in its accounting records the
full cost of any goods or services it receives as an expense or,
if appropriate, as an asset. OPDlI Vs should obtain docunentation
on costs fromthe providing entity to verify, as best they can,
actual costs. However, if such cost information is not

provided, or is partially provided, a reasonable estimte may be

used. If the costs are not fully reinbursed, the OPDIV nust
recogni ze the difference as “Financing Sources Provided by
O hers.” Inputed (inter-entity) costs and financing sources are

elimnated in consolidated financial statenents at either the
OPDI V, Departnentw de, or Federal CGovernnentw de | evel

For financial statenments covering fiscal years 1998 and 1999,
OMBis limting the inter-entity costs to be recogni zed by
Federal agencies to the following: (1) enployee s pension
benefits, (2) the health, life insurance, and other benefits for
retired enpl oyees, (3) other post-enploynent benefits for
retired, term nated, and inactive enpl oyees, which include
severance paynents, training and counseling, continued health
care, and unenpl oynent and workers conpensati on under the
Federal Enpl oyees’ Compensation Act, and (4) losses in
[itigation proceedings (see FASAB Interpretation No. 2,
Accounting for Treasury Judgenent Fund Transactions).?

1-20-70 Costi ng Met hodol ogy

A

Costs of resources consunmed by HHS prograns and activities are
accunul ated by type of resource (HHS sub-object class). The
full costs of resources that directly and indirectly contribute
to a cost object (program activity, or output) should be
assigned to the cost object through costing methodol ogi es or
cost finding techniques that are nost appropriate to the OPDIV' s
operati ng environnment, and should be foll owed consistently.
VWhenever possible, financial accounting and budgetary accounti ng

4 Menorandum fromthe OVB Controller, dated April 6, 1998, entitled

“Techni cal Guidance for the Inplenentati on of Managerial Cost Accounting
Standards for the Federal Governnent.”
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activities should apply simlar costing nethodol ogies. If
practicabl e, outputs produced by prograns and activities should
be accumul ated and measured in units; this is particularly

i nportant for activities neasured under the Governnent

Per f ormance and Results Act.

1-20-71 Sel ecting a Costing Method

A

Costs shoul d be assigned to cost objects® in one of the
followi ng nethods (listed in the order of OVB preference). No
singl e nethodol ogy is required for all cost accounting
applications.

1) Directly tracing costs to cost objects

Direct tracing applies to resources that are directly used
by a cost object. The nethod of direct cost tracing
usually relies on the observation, counting, and/or
recording of the use of resources, such as staff hours or
gall ons of fuel consuned in a transport mission. Direct
cost tracing often mnimzes distortion and ensures
accuracy in cost assignnents. However, it can be a
relatively costly process. It should be applied only to
items that account for a substantial portion of the cost
of a programor activity and only when it is economcally
f easi bl e.

2) Assigning costs on a cause-and-effect basis

For costs that are not directly traced to a single cost
object, internedi ate cost objects can be established .
The links reflect a cause-and-effect relationship between
resource costs and prograns and activities.

3) Al | ocating costs

Sometines, it mght not be economically feasible to
directly trace or assign costs on a cause-and-effect
basis. These costs can be allocated to programs and
activities on a prorated basis. The cost allocations may
involve two steps. The first step allocates the costs of
support services to segnments, and the second step

al l ocates those costs to the prograns and activities of
each segnent. The cost allocations are usually based on a
rel evant conmon denom nator such as the nunber of

enpl oyees, square footage of office space, or the anount
of direct costs incurred in segnments.

5 For HHS and its OPDIVs, the termcost object will predonminantly refer to

a programor activity.



HHS CHAPTER 1- 20 Page 14
Departnental Accounting Manua
HHS Transmittal 98.5 (9/25/98)

B

To assi st cost anal yses and cost findings, cost accounting may
segregate costs that are traced or assigned to cost objects from
costs that are allocated to cost objects; but this is not
required.

HHS does not mandate the usage of any particular indirect cost
al l ocati on net hodol ogy. OPDIVs may use any indirect cost

all ocation nethod that results in the fair presentation of the
full cost of the cost object. Auditors will review the OPD V
al l ocati on net hodol ogi es as part of their audit work.

1-20-72 Cost Al |l ocati on Met hodol ogi es

A

There are sone general ly recogni zed cost all ocation
met hodol ogi es that have common usage. The following table lists
some common bases for the distribution of indirect costs.

Costs to be Allocated Basis for Allocation

FaciTities (Rent, Depreciation, Squar e Tootage

Uilities, Security, Etc.)

Per sonnel Services & Payroll # ot FIEs serviced; personne
actions conpl eted; W2s issued

Fi nanci al Managenent Servi ces; # of FIES serviced;, # of

CGeneral Administrative Support transacti ons processed

Aut omat ed Data Processi ng Machi ne hours; # of transactions
processed

Procurenent and Contracting Services # of contracts witten; [abor hrs

Publ' 1 cat1 on, Reproduction, G aphics # of docunents produced; # of

& Video Services j obs conpl et ed

Mal I & Messenger Services Vol unme of mall or # of packages
del i vered

I'ntormation Technology (IT) Services I'T equl pment serviced;, # of |T
contracts managed

Enpl oyee Heal th and Recreation # of FIEs eligible or enrolled

Facilities

Legal Services # of legal 1nquiries or cases
handl ed

OTfice and G ound Mal ntenance Square footage; # of service

mai nt enance call s
Services to Acquire and Operate PP&E # of PP&E purchases; # of service

calls
Research and Anal ytical Services # of research projects or

i nqui ri es handl ed
Scientitic Facilities # Of research/testing projects
Li brary Services # of FIES;, usage neasure

Ofice Supplies # of FIES;, usage neasure
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Cost al location estimates should be reviewed and updated annual |y by
managenent. This review should consist of inquiries and, if
possi bl e, observati ons of program personnel and activity. OPDl Vs
must docunent the rational e behind the adoption of each cost

al | ocati on nmet hodol ogy. Special attention should be nmade to consider
the validity of a current allocation methodol ogy due to any changes
that have occurred in the operating environnent. This docunentation
shoul d be part of the material provided to the financial statenent
auditors. Exhibit 1-20-B provides a worksheet illustration for
al l ocating costs and revenues, recorded by CAN, SG., and sub-object
class, to the various prograns and activities.

1-20-73 Sel ecting a Costing System

A SFFAS #4 requires that a costing system once adopted, be used
consistently. Consistent use provides cost information that can
be conpared fromyear to year. Several costing systens have
been successful in the private sector and in sone gover nnent
entities. Four are briefly described here. It is inportant to
note that those costing systenms are not nutually exclusive, and
in fact OPDIVs are currently using various conbi nati ons of these
systens.

1) Activity-based costing (ABC)

The ABC cost assignnent is a two-stage procedure. The
first stage assigns the costs of resources to activities
and the second stage assigns activity costs to outputs. A
maj or advantage of using ABCis that it avoids or
mnimzes distortions in product costing that result from
arbitrary allocations of indirect costs. By tracing costs
through activities, ABC provides nore accurate service or
product costs.

2) Job order costing

Job order costing is a costing nethodol ogy that
accunul at es and assigns costs to discrete jobs. The word
"jobs" refers to products, projects, assignnents, or a
group of simlar outputs.

3) Process costing

Process costing is a method that accunul ates costs by

i ndi vi dual processing divisions. The output of a
processing division either becomes the input of the next
processing division or becones a part of the end product.
Process costing is appropriate for production of goods or
services with the follow ng characteristics: (a) the
production invol ves a regular pattern of process, (b) its
out put consi sts of honpgeneous units, and (c) all units
are produced through the same process procedures.
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4) St andard costing

Standard costs are carefully predeterm ned or expected
costs that can be applied to activities, services, or
products on a per unit basis. As work is being done,
actual costs incurred are conpared with standard costs for
various tasks or activities to reveal variances. This

f eedback hel ps di scover better ways of adhering to
standards, of altering standards, and of acconplishing

obj ectives. Standard costing hel ps managers to fornul ate
budgets, control costs, and neasure perfornmance.

OPDIV CFOs and program nanagers are in the best position to

sel ect a type of costing systemthat nmeets the OPDI V' s needs.
In maki ng the sel ection, managenent shoul d eval uate alternative
costing nmethods and sel ect those that provide the best results
under its operating environment.

1-20-80 Cost Reports

A

Each OPDI V shoul d accunul ate and report the cost of its prograns
and activities on a regular basis for managenent information

pur poses. Managerial cost accounting should provide information
for use by both financial accounting and budgetary accounti ng.
Cost information is used in producing both internal and external
reports.

1-20-81 Ext ernal Reporting

A

Statenment of Net Cost: OMB Bulletin 97-01 requires al

reporting entities (HHS and OPDI VS) to prepare principa
financial statenents, including the Statenent of Net Cost. This
statenment was designed to display the net cost of individual
progranms and activities as well as to report the net overal

cost of operations for the entity. By reporting on both the
gross cost of prograns and activities, |less related exchange
revenues earned, the statenent provides information on the net
cost of Federal operations that are paid for by citizens via
their tax dollars.

OPDI V prograns/activities nust separately identify the gross
costs of goods and services provided to the public and
governnent agencies. In addition, the statement specifically
identifies the follow ng types of costs to be separately
reported: costs related to grants and transfer paynents (with
identification of related adm nistrative costs), revenue and
expense related to lines of business for business-Ilike
activities, and the costs related to acquiring Stewardship
Assets. Finally, the statenent provides for separately
reporting costs and revenues not attributable to specific
progranms and activities.
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C.

There is flexibility in whether these specifically identified
costs are shown on the principal statenent or in supplenental
schedul es or notes, dependi ng upon the nunber of designated
OPDI V prograns and activities reported on the face of the
statenment. The principal statenent should be linmted to one
page. A high degree of standardization within OPDIVs is desired
for

Departnment al conpari sons and possi ble consolidation. OPD Vs and
the Departnment will agree upon the format of the report before
the statenent is prepared for audit.

As described in section 1-20-40, each OPDIV is designated a
responsibility segnent within the Departnment. In turn, each
OPDIV wi Il have designated responsibility segnents within its
organi zation according to the need to report costs and revenues
for its prograns and activities. For the OPDV Statenent of Net
Cost, the OPDIV is the responsibility segment. There is no
requirement to report program activity costs and revenues by the
desi gnat ed sub-organi zati onal responsibility segments. These
detail ed data are intended for internal reporting to program
managers to assist in the managenent of their operations.

Besi des reporting programactivity costs on the OPDlIV Statenent
of Net Cost, with the OPDIV as the responsibility segnment, net

costs will be displayed within the appropriate budget function
in accordance with past practice and, as well, to the portrayal
of the Government-w de Statenment of Net Cost.

Al t hough SFFAS No. 4 specifically requires accounting for the
full cost of outputs, OVB Bulletin 97-01 only requires Federal
agencies to report costs by prograns and activities. OPD VS are
not required to report in the Statement of Net Cost the full
cost of outputs in terms of units of output. However, if OPDI Vs
report output measures in the Overview section of the financial
report, any cost neasures included in the Overvi ew nust

i ncorporate full cost as defined in the standard.

The Departnentw de Statenent of Net Cost, to be included in the
HHS Accountability Report, will be reported at the OPDIV | evel,
and this statement will not report programand activity details,
but instead will refer the reader to the OPDIV' s statenent. The
Statenment of Net Cost w il display the net operating cost of
each OPDIV and the total cost within each budget function.
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1-20-82 I nternal Reporting

A Internal reporting needs are fundanentally different from
external reporting requirenents. Internal cost reporting should
be specifically tailored to neet managenent’s needs for cost
information. Internal cost reports prepared for each

responsibility segnent within an OPDIV shoul d provide rel evant
informati on to managers responsible for prograns and/or
activities, and this information should be used by managers for
maki ng operating decisions. |In addition, internal cost reports
shoul d all ow OPDI Vs to:

. report the full cost of outputs by type of resource (HHS
sub- obj ect cl ass);

. identify the different conponents of program costs
(direct, indirect, inter-entity), and;

. accunul ate cost information for program services (lines of
busi ness), and match these program revenues and costs.

B. Internal cost reports should al so serve managers in tracking and
reporting (as necessary) on the full cost of achieving GPRA
program goal s and obj ectives. These reports nust be tied to the
different prograns and activities defined thru the GPRA
process. GPRA program staff should be consulted when
i dentifying GPRA prograns to be tracked.

1-20-90 Rol es and Responsibilities

Specific roles and responsibilities are set forth for the Chief
Fi nancial O ficers (CFGs), Financial Mnagenment O ficers (FMOs), and
Accounting O ficers (AGCs) as foll ows:

A The OPDIV CFGCs are responsible for the foll ow ng:

. oversight of the inplementation of the OPDIV cost
accounting policy;

. t he devel opnment of a cost accounting reporting system
with the FMOs;

. review of all cost accounting procedures devel oped or
revi sed by each FMO for consistency with SFFAS #4 and
Depart nent al gui dance, and;

. final determ nation of the scope (nature and frequency) of
reporting cost accounting information applicable to cost
obj ect s.
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B. FMOs

C. ACs

have overall responsibility for:

the design and inplenmentation of a system of cost
accounting for their OPDYV,

review of prograns identified by the OPDI V' s Annua
Performance Pl an, for which costs should be accunul at ed
and assigned, and for progranmfactivity outputs (where
applicable), and the proper assignnment methodol ogy;

final approval of the identification of the resources
applicable to cost objects, and a proper cost assignnent
nmet hodol ogy;

determ ni ng whet her the appropriate cost accounting
procedures can be acconplished through their current
accounting system cost finding techniques, or other cost
studi es and anal yses;

identification of significant inter-entity costs to ensure
that full costs are recorded in the OPDI V' s accounting
system and;

ensuring that the general |edger is the basis for cost
dat a.

are responsi ble for:

serving as a technical source to the CFO and FMO in
i npl ementing cost accounting within their respective
or gani zat i ons;

provi di ng oversi ght on inplenentati on of cost accounting
within their OPDIV, or the OPDIV for which they provide
accounting services;

identifying informati on needed to effectively inplenent
cost accounting within their OPDIV, and taking the actions
necessary to obtain this informtion, and,

identifying, with program nmanagers, the organization's
progranms and activities for which this standard is
applicable, and (to the extent possible) quantifying
program out puts on a tinely basis.
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Indian Health Service
Crosswalk between Budget Reporting, Cost Reporting,
GPRA Programs and the Statement of Net Cost

Budget Activities Sub-budget Activities GPRA Programs
Services
l—— 1-Hospitals & Health Clinics —»
l—— 2-Dental Services —>»
Clinical Services |@——— | 3-Mental Health L 5
l—— 4-Alcohol & Substance Abuse —>»
— 5-Contract Health Services —»
| Urban Health < - | 10-Urban Health |—>
| Indian Health Professions |4— | 11-Indian Health Professions |_> Treatment
| Tribal Management |4— | 12-Tribal Management |—>
| Self Governance |<— | 14-Self Governance |—>
15-Contract Support Costs-
|——— Services —>
Contract Support Costs ot S o
-Contract Support Cost-
D Facilities >
— 6-Public Health Nursing >
P . Health o — 7-Health Education > P . P
reventive Healt < & Comm. Health Reps L revention <
— 9-lmmunization AK |
Facilities
Maint. & Improvements |<— | 16-Sanitation Facilities |—>
< 17- New/Renovated | » Ca.pl tal <
Health Care Facilities — P ina/
Constr < 18-Existing —P I‘Ogramml ng ¢
lg——— | 19-Hedlth CareFacilitiesConstr. 4, | nf rastructure
| Equipment |<— | 23-Equipment |—>
| Direct Operations* Iﬂ— | 13-Direct Operations |—> PartnerShl pS’ P
Consultation, <
* |f thisisrelated to admin, then costs incurred for direct operations . D
should be allocated to GPRA programs as indirect costs. Core Functi ons,
and Advocacy
21-Environ Health Support

Facilities & Environ
Health

22-OEHE Support

jlk A

20-Facilities Support [
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WORKSHEET | LLUSTRATI ON

ALLOCATI NG COSTS TO PROGRAMS AND ACTI VI TI ES

FOR REPORTI NG ON THE STATEMENT OF NET COST

Conmmon
Accounti ng
Nurber

SGL
Seri es

Sub- obj ect

Classification

Codes

$

Al | ocati on
Met hod

6000- 7200
5000- 7100

Group those
related to
a single
pr ogr an!
activity

N A
(Directly
traced)

Group those
usi ng
conmon

al l ocation
criteria

Cost s/
Revenue
havi ng

uni que

al l ocation
criteria

Group those
not related
to a

pr ogr anl
activity

N A
( Not
al | ocat ed)

Report ed
as

-

Page 1
GPRA Progranms | Gther Activities Not
(1) (2) (3) (1) (2) (3) Al l ocated | TOTAL
N A $$$
N A $$$
N A $$$
N NA | NA| VA NA | VA N A $$$
A




