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Activity Based Costing
by Greg Fletcher, KPMG Peat Marwick

While governments are usually familiar with global issues such as how departmental budgets increase
annually, they typically lack accurate information about specifics. They don’t know details about the cost of
providing specific services and performing single activities such as processing a grant request, underwriting a
loan, inspecting a building, or filling a pothole. Before governments can provide a service more efficiently or
determine the cost benefit, they must accurately determine the cost of providing the service.

Activity Based Costing (ABC) is a methodology for managing the cost of federal, state, or local agency
program, service, or product delivery. ABC calculates the actual cost of a service, includii' > «verhead, and
determines what drives the cost. It allows management to:

o Compare costs for the same service at different locations

o Provide a delivery at less cost

o Evaluate the cost-effectiveness of a delivery modification

o Determine if user fees cover cost of a service

o Perform other cost, service, and pricing analyses

An actual example of the effectiveness of ABC can be found in Indianapolis. When Mayor Goldsmith of
took office in 1992, he found that although the City could knew how much was spent on transportation and the
amount that department budgets increased annually, it did not know the cost of filling a pothole or installing a
traffic signal. Faced with shrinking revenues and increasing costs, Mayor Goldsmith searched for ways to
internally generate cost savings through competition. A major obstacle, however, was the inability to determine
the true costs of services. The Mayor’s first target was pothole repair. To effectively compete, he needed to
know the Department of Transportation’s costs, apart from functions such as snow removal and curb repair.

Mayor Goldsmith used ABC methodology to determine the cost of pothole repair. KPMG Peat Marwick
worked with Department of Transportation staff to organize street maintenance into six geographical cost
centers. Within each costs center, costs were allocated to each function at the lowest activity level. This allowed
Department of Transportation to analyze the cost of each function and activity by cost center and determine
efficiency.

Armed with this data, the Department of Transportation identified the optimal mix of labor and equipment,
resulting in the least cost for performing pothole repair. Using the cost information in its proposal, the
Department of Transportation street maintenance section won the competitive bid.

ABC has many applications in the federal government. ABC supports federal agency compliance with the
Government Performance and Results Act of 1993 and the Chief Financial Officers Act of 1990. ABC enables
agencies to:

o Use cost as an indicator of program performance

o Report output measures quantitatively

0 Determine actual costs of program activities

o Revise fees, royalties, rents and other charges to reflect actual costs incurred

ABC also responds to the National Performance Review which recommends that agencies purchase common
administrative services—payroll, computer support, procurement—competitively from other federal agencies and
consider introducing or increasing user fees for their services.

Federal agencies are now going through the budget shrinkages that local governments faced five years ago
and the Congressional majority promises future funding cuts. Agencies must decide whether program benefits
outweigh the costs of program delivery. Activity Based Costing can provide executive and Congressional
leadership with information for making rational choices.
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< Chapter Year 1995-96 Program
September 19  Stephen A. Trodden, VA IG

October 17 G. Edward DeSeve, Controller, OMB
November 20 Derek Vander Schaaf, Deputy Inspector General, DOD s
December 5 Eleanor Hill, DOD IG—Joint Meeting American Society of Military Comptrollers |
January 17 Edward M. Shubert, Assistant Special Agent-in-Charge, FBI (i
Febuary 21 Virginia Brizendine, AGA National President

March 18 Performance Measurement Speaker

April 16 Thomas Downs, AMTRAK Ceo

May 21 Awards Banquet

Mini-Max
ey September 19 Customer Service
October 17  Challenges for Government-Wide Audited Financial Statements

February 21 Personal Financial Planning
April 16 ADP Auditing

Welcome New NOVAGA Members &

Reported By Joan Hobbs

Sponsor Members

Russell Allen Yvonne Boruch, DCAA

Debbie Clark Grayford Payne, FERC Cynthia Nelson, FERC
Kelly Williams, FERC Sabrina Nolasco, FERC Debbie Clark

Cathy Crawley James Townley, PBGC

Carol Codori David Holland, BLM

Judi Fuerstenberg Cynthia Paolillo, Coopers Lybrand

Shawn Kuter Julianna Howe, State John C. Foss, State

Ronald Jones Ron Prather, AAA

Sterling Malcolm Stephen Bressi, DOD IG

Therese Marin Gregory Williams, Coopers Lybrand

Terri Matthews William Vannurden, AAA Patrick White, AAA

David Mrozowski Robert Prinzbach, DOT

S. H. Rosenberg Donald Hummel, WA Metro Transit

Wendy Whitaker Frank Duesing, USDA

Peter White Richard Aigen, AAA

Sue Wilkes Bettsie Boyd, Price Waterhouse

Unsponsored Donald Blue, Prince William Cty Linda Calbom, GAO
Daniel Cejku, Naval Audit Michael Curran, AAA
Richard Ebaugh, DOD John Farrell, KPMG Peat Marwick
John Francis, DOT - William Fleming, Education
Martin Gordon, DOD IG William Holt, National Guard

Catherine O’Brien, MD Oppenheim  James Rinaldi, GAO
Frank Sievers, Coopers Lybrand Margo Sheridan, MDW F&AO
Michael Sutherland, BDM Federal

...................................................................................................................................................................................................................................................................................................................................................................................................................................




NOVAGA NEWS & VIEWS

ond Mini-Max of Chapter Year 2 CPE

when: Tuesday, October 17 3:15 til 5:15

who: Greg Holloway, GAO and Russ Rau, DOD OIG

what: Challenges of Government-Wide Audited Financial Statements

Session immediately precedes the October meeting at Sheraton National Hotel on Columbia Pike.
Members Free $20 for non-members No Reservation Required First Come—First Seated

AGA non-members will receive a free one-year NOVAGA membership for attending just 3 of 4 mini-maxs
Current members receive incentive points for each mini-max attended. For details call Julie Bryant on 202-512-9375

Strolling the Bulletin Board

Lost in the hype about the Internet, World
Wide Web and Windows Network, is the lowly
bulletin board system. The advantage of boards is
that they include fairly deep and specific information
on an area of interest. Bulletin boards group related
information and make it available via modem and
personal computer. Many are open to the public.

One source for government boards is
Washington Online: How to Access the
Government’s Electronic Bulletin Boards by Bruce
Maxwell (340 pages, paperback, $19.95,
Congressional Quarterly Books, Washington, DC).
Maxwell clearly explains how to use boards and
provides detailed descriptions of some of the better
ones. Examples of what you find include:

v OPM Mainstreet (202) 606-4800 — lists job
openings and provides downloadable personnel
forms, free software and data on locality pay. It
hosts forums on quality management, personnel
records, retirement, and downsizing.

v PayPerNet (202) 606-2675 — all the dirt and
details about pay, performance, special rates,
labor relations court cases, senior executive
matters and handling of personnel records.

v Office of Economic Conversion (800) 352-2949
— a must-read for anyone affected by base
closings. Jointly run by the Commerce and
Defense, it contains rafts of reports about
closings and conversions of bases, information
about assistance programs, studies of defense
conversions in selected cities and more.

Meetings

Reported by Andrea Walker

You now have two ways to get meeting
information or to make or cancel a reservation. As
always, you may contact one of the facilitators listed
below or, if one is not listed for your organization,
call Andrea Walker at (202) 619-3066.

But don’t forget that NOVAGA also has voice
mail. You can call our voice mail at 703-758-4490.
You can also use the system to leave a message on
other matters or, if you wish to record a message,
you can call Pat Reese at 202-205-7204.

NOVAGA FACILITATORS

USDA Jim Bumgarner (202) 720-2684
AAA Nancy Sinclitico ~ (703) 681-9875
DODIG Frank Gulla (703) 604-9570
DCAA Sandy McCall (703) 325-9049

- DOE Laura Koschny (202) 205-5609
EPA Cathy Jensen (202) 260-8207
GAO Marsha Buchanan (202) 512-9321
GSA John Syarto (703) 603-0220
HHS Bill Swartwood (202) 205-9108
HUD Russ Allen (202) 708-5198
Interior Gene Cole (202) 235-9338
Navy Charles Antanavage (703) 325-8527
SBA Pete McClintock  (202) 205-7203
State Keith Schwegal (703) 284-1859

Bill Urbanski (703) 284-2647
DOT Dave Mrozowski  (202) 366-4665
Treasury Maureen Barry (202) 273-3054
VA Joe Malewich (202) 523-1764
Other Andrea Walker (202) 619-3066
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September Meeting

Nearly 60 NOVAGA members and guests
enthusiastically applauded Stephen Trodden, IG for
Department of Veterans Affairs, for his candid
comments on the future of government performance
auditing. His comments were drawn heavily from a
speech he gave in Paris on the issue of world-wide
government performance — moving from process
oriented government to outcome/results focused
government — and whether performance auditing is
an aid or hinderance to that movement.

Largely unjustified is how Mr. Trodden
characterized the NPR criticism of auditors as being
too process focused. He felt auditors were reviewing
what government managers were doing and those
managers were holding themselves primarily
responsible for process type activities. However, he
optimistically believes that in the future we will not
only report what is being spent and how, but
whether it is being done better.

Mr. Trodden see auditors as currently in a gap-
filling mode. The tendency is to say that things are
beyond one’s control so just do what you can. He
thinks that is not enough. Each of us in the audit
community must ask ourself if our reports are
moving government toward our vision of where
government should go. If management does not
come up with a yardstick, auditors must invent their
own.

Mr. Trodden recognizes that some question
whether independence is jeopardized when an
auditor is involved in both the developing measures
and evaluating those measures. He believes as long
as the auditor is truly independent and has integrity,
there is no conflict. There is no lack of
independence in coming back some time in the
future and saying yes I gave you advice that at the
time seemed the right thing to do, but in light of
today’s events that was not the best advice.

Some say government in now in the business of
religion. You give out a pot of money and pray it is
well-spent. He believes government is better served
by creating yardsticks by which to measure itself.

Public Service

Report by Lex Stephani

At out October and November meetings, a box
will be available to accept donations for the Lion’s
Club and the Route 1 Homeless Housing group.
Items wanted include old eyeglasses and hearing
aids; new school and art supplies such as glue,
scissors, crayons/markers, writing tables, erasers,
bookbags; and resident needs such as toothpaste,
baby food, laundry powder, clock radios and
umbrellas. Please no clothing or very large items.
Thank you.

The highest reward for a person’s toil is
not what they get for it, but what they
become by it.

John Ruskin

OMB Circular A-87 Out

The final revisions to OMB Circular A-87, Cost
Principles Applicable to State and Local Govern-
ments, conforms many of the A-87 requirements to
those in OMB Circular A-21, Cost Principles for
Educational Institutions. Among other things, the
final revisions will allow interest on certain
equipment and building acquisitions or improve-
ments, clarify the allowability of depreciation and
use charges, disallow self-assessed taxes that have a
disproportionate impact of federal programs, and
clarify lobbying and mass severance pay cost
prohibitions.

The revision applies to cost-allocation plans and
indirect cost proposals submitted or prepared for
fiscal years that begins on or after September 1,
1995. For other costs, this revision should be
applied to all awards or amendments made on or
after September 1, 1995.

To obtain a copy of the Circular, call the OMB
Publications Office at 202/395-7332 or use Internet
at gopher.financenet.gov.
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Acquisition Reform
Streamlining and Restructuring Organizations

Join us November 20, 11:30-5:00 pm, to hear about acquisition reform from knowledgeable
speakers representing a cross section of the federal government. The afternoon will include
lunch and 4.5 hours of CPE.

Making Procurement Simpler and Better Speaker — Derek Vander Schaaf
Deputy Inspector General, DOD

As Deputy Inspector General, Mr. Vander Schaaf has played an instrumental role in developing DOD’s position
on acquisition reform. His observations will be informative for all federal employees.

Changes in the Acquisition Process Speaker — Dr. Kenneth Oscar
Deputy Assistant Secretary, US Army

Dr. Kenneth J. Oscar comes to the Office of the Assistant Secretary from the Army Material Command, where
he was the Principal Deputy for Acquisition. In that position, Dr. Oscar lead a highly successful acquisition
reform program, implementing performance specifications, a new contractor debriefing policy, creation of
acquisition metrics and a modeling and simulation plan.

Auditing in the New Acquisition Environment GAO Panel

Also, mark your calendars for March 19, 1995. NOVAGA will present an 8 hour seminar on the Value of Audit
to Government Decision Makers. In the face of budget cuts we must find ways to make our product more useful
to government decision makers.

W

Application Form

YES Sign me up for the NOVAGA November 20, 1995 Education Event. A check or invoice is enclosed. $75
for members/$85 for non-members.

Name:
Home Address:

Work Phone: Agency/Firm:
AGA Member Yes  No__
Invoice/Check Attached

Mail to: NOVAGA, ATTN: Sue Pearson
USAAA 14th Floor
3101 Park Center Dr.
Alexandria, VA 22032
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Training Galore

On October 17 the Washington Chapter of IIA will sponsor a Self Directed Audit Team session presented by
Steve McNamara, AIGA, Education OIG. Session to be held at National Press Club from 8 to 11. Cost to
members $65 — $75 for non-members. To register call 703-284-4090.

g

4th Annual State and Local
Covernment Leadership Conference

November 6-7 ® SHERATON MUSIC CITY © Nashville, Tennessee

NAME {pisase PRINT sz you woold lks o sppasr on bodge)

PREFERRED MAILING ADDRESS

[H144 STATE ne
Is this your T Home 23 Offica Address? DAYTIME PHONE { )
EMPLOYER [plucss inclade to appest o0 badse)

BILLING ADDRESS {if diffarent from shews)

oIty STATE e

Ars you 20 AGA membar? O Yus MEMBER 1D#: CHAPTER e

EARLY REGISTRATION « Bsfore October 2, 1995
./ AGA MEMBER: $225

-n
(Y€ NON-MEMBER: $300 m
bt REGULAR REGISTRATION » After October 2, 1995 m
Lo AGA MEMBER: $250 [7°9

NON-MEMBER: $325

Poymest Mathod: 3 Chack anclossd (payabis 1o AGA) OMasterCard DViss JAMEX DDiscover
3 |nvics par sttschod information [P.0.Nember Rageirad)

Amount Enclosed §

Cerd Nembor: Expiration Date:

Siguaters:

Hail complated form to:
ASSOCIATION OF SOVERNMENT ACCOUNTANTS
2200 M1, Vorsea Avense © Alaxandris, VA 22301
{703) 684-6931 * [800) AGA-7211 * FAX (703} 548-9367

Ragistration refunds, Inss 3 $25 sdmisistration fes, will be izswed ou writien raquests racoived two wesks prior to the ovent. “No Shows” will be charged
the fall smoani. Tolopbons cascallntions will ast ba sccepted. Sebstitetes will be aceapted if sathorized in writing by the ragitirant,

Call the Sheraton Music City Hotal for Accommodations (615) 885-2200
The Sheraton Music City Hotal is located at 777 MeGavock Pike at Ceatury City * Nashville, TN 37214

R

Employment Opportunity—Federal Government Systems Accountants
Grant Thorton is expanding its federal government management consulting practice. There are immediate career

opportunities for individuals with three or more years experience in one or more of the following areas:

JFMIP Accounting Systems Requirements - Cost Accounting ABC/ABM - Budget Execution and Fund Control

Management Controls - Standard General Ledger, Accounts Payable, Accounts Receivable

Financial Management Systems - Federal Accounting Business Processes — Off-the-Shelf Accounting Packages
Degree is required: CGFM, CPA, CMA and/or advanced degree a plus. Qualified candidates are invited to
fax/send resume to:

Grant Thornton, LLLP, MC Department 2070 Chain Bridge Road, Suite 375 Vienna, VA 22182-2536

Attn. Dick Willett  Fax 703-848-9584 EOE M/C/H/V.
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NOVAGA Audited Balance Sheets
June 30, 1995 and 1994

Assets 1995 1994 _
Cash $23,747.43 $23,809.45
Accounts Receivable

Local Seminars $10,380.00 $ 9,710.00
National Conference -0- 3,497.47
Chapter Recognition 150.00 -0-
Memberships 1,840.00 1,748.50
Regional Conference -0- 66.57
Regular Dinner Mtgs. -0- 145.00
CPE 897.00 580.00
Community Service 187.00 -0-
Allow Doubtful Accts (3,247.00) -0-

Total Acct Receivable 10,207.00 15,747.54
Short-term Prepay 72.00 -0-

Total Assets $34,026.43 $39.556.99

Liability/Member Equity
Liabilities
Accounts Payable $ 2,980.28 $ 3,080.98
Community Service 394.00 -0-

Total Liabilities 3,374.28 3,080.98

Membership Equity

Balance at July 1 36,476.01 25,082.39

Inc(Dec) for year (6,467.01) 11,393.62

Prior Period Adi. 643.15 -0-
Total Member Equity $30,652.15 $36,476.01

Reserve Contingencies 10,000.00 10,000.00

Unappropriated 20,652.15 26,476.01

30,652.15 36,476.01

Total Liabilities/Equity $34,026.43 $39.556.99
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NOVAGA Audited Statements of Operations
June 30, 1995 and 1994

Revenues 1995 1994

Local Seminars $ 8,953.00 $17,485.00

Regional Seminars 1,666.67 1,666.66

National Conference -0- 3,497.47

Chapter Recognition 150.00 -0-

Meetings 5,775.68 7,464.00

Memberships 6,501.50 6,468.50

CPE Program 1,045.00 940.00

Community Service 394.00 83.00

Interest 692.11 539.02

Other Income 150.00 -0-
Total Revenue $25,327.96 $38,143.65
Expenses

Meeting/Local Seminar $15,208.41 $13,080.13

Newsletter 5,931.00 8,683.58

Executive Board 3,864.44 1,760.26

Awards/Gifts 2,115.99 2,488.61

Community Service 399.95 350.00

Education Events 1,028.18 -0-

Doubtfui Accounts 3,247.00 -0-

Prior Period Adjust -0- 387.45

Total Expenses $31,794.97 $26,750.03
Excess(Shortage) of

Revenue Over Expenses ($ 6.467.01) $11,393.62

11



SSOCIATION of
VERNMENT
CCOUNTANTS

Northern Virginia Chapter

3800 Powell Lane 202
Falls Church, VA 22041

FIRST CLASS





