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Activity Based Costing



1.  REASON FOR ISSUE:  To provide information and instructions on the VBA Activity Based Costing. 



2.  SUMMARY OF CONTENTS/MAJOR CHANGES:  This handbook provides information and instructions on using activity based costing (ABC) to implement a full cost accounting system in the Veterans Benefits Administration (VBA).  This 
handbook
 applies to all regional offices.



3.  RESPONSIBLE OFFICE:  Veterans Benefits Administration, Office of Resource Management, Finance and Administrative Services Staff, General Operating Expense (GOE) and Benefit Accounting Division (formerly known as Administrative and Benefits Accounting and Reporting Team).



4.  RELATED DIRECTIVE:  VBA Directive 4560, Activity Based Costing Policy.



5.  RESCISSION:  None
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Activity Based Costing



1.  PURPOSE



This handbook provides information and instructions on using activity based costing (ABC) to implement a full cost accounting system in the Veterans Benefits Administration (VBA).  This directive applies to all regional offices (ROs).  



2.  REFERENCES



a.  VA Handbook 4560.1, Cost Accounting Handbook



b.  VBA Directive 4560



c.  OFM Bulletin 99C2.03, VBA ABC Information Bulletin (draft), August 1996



d.  VBA Office of Telecommunication Cost Assignment Procedures, August 1998



e.  VBA Full Costing and System Requirements for Managerial Cost Accounting, June 1999



f.  VBA ABC Implementation Plan, May 1998



g.  ABC Home Page - 152.124.238.193/bl/20/cfo/abc/abcindex.htm.



3.  BACKGROUND



VBA was required to implement a cost accounting system that met requirements established by the Office of Management and Budget (OMB) and the Federal Accounting Standards Advisory Board (FASAB), as well as other legislative mandates.  VBA selected the ABC methodology to develop the cost accounting system.  This system is intended to meet the requirements mentioned above and serve as a significant tool for deploying resources and assigning cost.  The system also supports VBA in its program objectives and, in that environment, provides VBA with a cross-functional view of its processes.



a.  ABC methodology allows VBA to assign direct, indirect and overhead costs to activities that are performed to produce products or provide services, as well as, derive unit costs.  The ultimate goal is to use ABC to assign all costs to the six VBA lines of business.



b.  After ABC is fully implemented, it will be called VBA’ s Cost Management Information System (CMIS).



4.  DEFINITIONS




a.
  Direct costs are costs that have direct impact on the six VBA business lines.  Examples of direct cost are personnel (payroll), other direct.




b.
  Indirect costs are costs that indirectly impact the business lines.  An example of these costs are Support Services (finance, administrative, human resources, information technology, etc.).  




c.
  Overhead costs are costs that cannot be directly or indirectly traced to any specific business line.  Examples of these costs are federal telephone system (FTS), integrated data computer unit (IDCU), rent, mail, and supplies (nonpayroll).    




d.
  Unfunded costs are costs that are not budgeted for, however, are still a part of conducting business.  Examples of unfunded costs are depreciation, unfunded annual leave and workers compensation.




e.
  Non VBA Activities are costs associated with providing services to Non-VBA entities.  This is considered a non-product cost and is not assigned to a product or service.




f.
  Contract Counseling are costs associated with Vocational, Rehabilitation and Employment (VR&E)  business line ONLY.  The costs consist of payments to contractors for providing counseling services to Veterans. 




g.
  VBA Central Office are costs incurred by Central Office (VACO) and considered to be in support of VBA field sites.  Examples of these costs are payroll, nonpayroll, FTS, IDCU, rent, mail, and information technology.  




h.
  Reassigned are costs incurred by a specific station in support of a program with nationwide impact on other regional offices.  These costs are reassigned to the impacted ROs.  Examples of these costs are:  Mail costs incurred by the Philadelphia RO to support other ROs, costs incurred by the Muskogee RO in managing the direct deposit/electronic funds transfer (DD/EFT) program.




i.
  Other Pension Related are costs associated with providing benefits to employees.  VBA is required to capture these costs and assign them to our product or services.  The ABC Team will start capturing this cost during FY 2000.  Example of these costs are: pension, health, and life insurance.




j.
  Activities are work-steps consuming a material (5-40%) amount of the resources and are required to produce a product or provide a service.  Activities roll up top processes.




k.
  Processes are the submajor things we do to produce a product or provide a service.  Processes roll up to the major things VBA does to accomplish its mission.




l.
  Core Processes are the major things VBA does to accomplish its mission.




m.
  Data Collection Instrument is a survey tool developed to collect data about the amount of time a cost center spends performing a activity or activities supporting a particular business line.




n.
  Product is the final item offered to the customer.



5.  HIERARCHY OF ABC MODEL



To allow VBA to properly assign cost, the ABC Team developed a model that provides for consistency in identification of VBA activities, processes and core processes.  Consistency is needed to support comparative analysis, benchmarking, resource allocation, etc.



a.  The VBA ABC model consists of 152 activities that are applicable to all of VBA.  It has 25 processes and 4 core processes.  Cost is captured from the general ledger (FMS) and other systems by cost center for the following accounts: payroll, nonpayroll, FTS, IDCU, rent, mail, contract counseling, depreciation, unfunded annual leave, workers compensation, and non-VBA activities (not a product cost).  The model has eleven (11) cost objects/products and provides unit cost for those products that support the VBA Balanced Scorecard.  The model is consistent in that this hierarchy is applied at the regional offices (ROs), service delivery networks (SDNs), and corporate levels.



b.  Captured costs are assigned to the core processes, processes, and activities using the Data Collection Instrument (DCI).  In effect, the DCI becomes the Resource Driver, driving captured cost (resource) to the activities, processes, and core processes.



c.  Once the activities have been assigned cost, it now becomes an activity cost and needs to be driven to the products or services that are being provided.  The ABC Team uses quantities from VBA’s workload system - Distribution  Of Operation Resources (DOOR) and other systems to drive activity cost to the products or services to get unit cost.  DOOR and the other systems, in effect, becomes activity drivers.



6.  BUSINESS RULES



a.  VBA’s ABC model consists of three (3) modules: Resource, Activity and Cost Object (Output).  Resources are assigned to activities using Resource Driver and Activities costs are assigned to Outputs using Activity Drivers.  Both of these drivers are called Cost Drivers.



b.  Resource module consists of costs from general operating expenses (GOE) appropriation and non-GOE benefit program costs from readjustment benefits (RB) appropriation.  Also included are unfunded costs and no fund costs.



c.  GOE costs include payroll, nonpayroll, and centralized costs of FTS, IDCU, rent and mail. payroll and nonpayroll costs are extracted from the station F830 Cost Report (FYTD Column).  This column was adjusted by subtracting capitalized costs associated with the following budget object codes (BOCs):  3105, 3110, 3112, 3120, 3121, 3122, 3123, 3124, 3125, 3130, 3150, 3160, 3210, 3215, 3220, 3221, 3222, 3225, 3230 and 3240.



d.  VBA’s centralized costs are extracted from VBA’s CO F830 Report and further broken down by station and cost center using different allocation methodologies.



e.  Only contract counseling costs from the RB appropriation are included in the Resource module.  These costs by station are provided by the VACO VR&E Program representative.



f.  Unfunded costs consist of workmen’s compensation, unemployment compensation, and annual leave liability.



g.  No Fund costs consist of depreciation expense and bad debt expense.



7.  RESOURCE DRIVER



a.  Payroll.  The VBA ABC model primarily contains one Resource Driver called “Percentage” or “Percentage of Time Spent to Perform an Activity by Business Line.” These percentages were collected using a DCI distributed to each station/facility by cost center.  Labor (payroll) costs by cost center were assigned to respective activities using percentages shown on the completed DCIs. 



b.  Nonpayroll.  Local nonpayroll costs include travel, transportation of persons, transportation of things, rent, communication & utilities, printing, other services, supplies and equipment. These costs are normally less than 10 percent at the station level.  Due to time constraints and the size of resources, a DCI was not distributed to gather a breakdown of these costs by cost center.  The ABC team decided to use the completed DCI for labor to distribute these nonpayroll costs by cost center and activity.



8.  CENTRALIZED COSTS



a.  Federal Telephone System (FTS)



(1)  FTS costs are directly identifiable to a station through the FTS invoices, and summarily to a VBA station.  Our contractor PriceWaterhouseCoopers (PWC) reviewed the invoices compiled by VBA’s Office of Information Management.  Using the invoice as a base, FTS costs by station were determined.



(2)  With the FTS costs allocated to VBA stations, the distribution of VBA station’s FTS costs to the cost centers required a combination of known measurable telecom usage data and assumptions on the consumption of telecommunication resources among the cost centers and business lines.  The methodology detail is available in the PWC report.  In summary, the steps are:



(a)  Determine the direct lines of business calls from the FTS invoices.  These calls are marked with an “800” number  and letter suffix on the FTS station ID of the FTS invoices.



(b)  Directly assign these costs to the cost centers.



(c)  Determine the cost of calls placed to the station’s general 800 number. 



(d)  Apportion the general 800 calls to the 3030 cost center which will be distributed to the activities performed by the cost center.



(e)  All non-800 costs were apportioned to the costs centers on an FTE basis.



(3)  Based on the 1997 study, each station’s percentage portion of the total cost was calculated and then applied to the 1999 FTS costs. Station FTE by cost center served as a basis for distributing these costs to cost centers.  These costs were assigned to activities using the percentages shown on the completed DCIs by station.



b.  Integrated Data Computer Unit (IDCU)



(1)  IDCU costs are incurred by VA and its Administrations to provide Wide Area Network (WAN). Based on the User Service Point (USP) provided in the invoices, some of the costs were directly traced to the VBA station.  The remaining costs which support the infrastructure were apportioned to the benefiting station in an equitable manner.  For detail, reference is made to the recent PWC study completed in August 1998.



(2)  Based on the 1997 study, each station’s percentage portion of the total cost was calculated and then applied to the 1999 FTS costs. Station FTE by cost center served as a basis for distributing these costs to cost centers.  These costs were assigned to activities using the percentages shown on the completed DCIs by station.



c.  Rent.  Actual costs by station are based on General Services Administration (GSA) bills.  These costs were provided by the Office of Field Operations.  Station FTE by cost center served as a basis for distributing these costs to cost centers.  These costs were assigned to activities using the percentages shown on the completed DCIs by station.



d.  Mail



(1)  Actual costs by station are based on DOOR Mailing Cost Report, COIN 3002. These costs were provided by the Travel and Administrative Division (241F).  Station FTE by cost center served as a basis for distributing these costs to cost centers.  These costs were assigned to activities using the percentages shown on the completed DCIs by station.



	(2)  Hines Benefit Delivery Center (BDC) mail costs include costs for both Hines Finance Center and Service Delivery Center (SDC). These costs were apportioned based on FTE.



(3)  Philadelphia RO mail costs include costs for the Insurance Center, BDC and SDC.  These costs were apportioned based on FTE. 



(4)  No mail costs were assigned to Manila and VA medical and regional office centers (VAM&ROCs).  These stations are supported by the Veterans Health Administration (VHA).



(5)  In a future revision to the ABC model, where mail cost is incurred by an RO for supporting other ROs, that cost will be reassigned to the benefiting ROs.



9.  NON-GOE BENEFIT PROGRAM COSTS



a.  Contract Counseling.  This cost is provided by the VACO VR&E program representative.  These costs by station were included in cost center 3080.  Assignment to VR&E activities was made using the completed DCIs.



b.  State Approving Agencies (SAA).  This cost is not included in our model.  In the next ABC model revision, these costs will be included in cost center 3070.



10.  UNFUNDED COSTS



Unfunded costs include worker’s compensation benefits including unemployment benefits and annual leave liability.



a.  Workmen’s Compensation.  Workmen’s compensation is a centralized payroll cost included in VBA’s CO 830 cost report.  Station FTE by cost center served as a basis of cost distribution by cost center.  These costs were assigned to activities using the percentages shown on the completed DCIs. 



b.  Unemployment Compensation.  Unemployment compensation is a centralized payroll cost included in VBA’s CO 830 cost report.  Station FTE by cost center served as a basis of cost distribution by cost center.  These costs were assigned to activities using the percentages shown on the completed DCIs. 



c.  Annual Leave Liability.  Annual leave liability cost reflects the period change (current period less prior fiscal year) in the accrued leave liability.  The RCS C-47 report is the source used to determine the change.  The station FTE by cost center served as a basis for cost distribution by cost center.  These costs were assigned to activities using percentages shown on the completed DCIs.



11.  NO FUND COSTS 



No fund costs include depreciation expense and bad debt expense.



a.  Depreciation Expense.  The source for the depreciation expense is the 
Station Trial Balance (RGLSTBV) report (Treasury Symbol 36AMAF, A/O 20, G/L Account 6710).



b.  Bad Debt Expense.  Costs associated with the bad debt were not used at the station level.  These costs are included in the corporate model.  



Note:  Reporting fee costs are included in the Hines Finance Center 830 report.  This cost has been allocated to all stations as a part of VACO overhead.  In future revisions, reporting fees will be allocated to the four Education regional processing offices (RPOs) using cost center 3070. 



12.  ACTIVITY DRIVER



a.  VBA’s program representatives provided a listing of workload indicators (WID) corresponding to the measured outputs in the dictionary.  DOOR staff provided WID counts for the associated ABC measured outputs identified in the dictionary.  The following measures at the activity level have been identified in the model:



Number of Completed Claims

Number of Initial Appointment Field Exams

Number of Fiduciary Accounts Audited

Number of Eligibility Determinations

Number of Decision Notifications

Number of Statement of Cases Issued

Number of Supplemental Statement of Cases Issued

Number of Completed Hearings

Number of Defaults Processed

Number of Claims Vouchered

Number of Properties Acquired

Number of Vacant Properties

Number of Properties Sold

Number of CRVs

Number of SARs Approved

Number of SAH Grants Approved

Number of Loans Guaranteed

Number of Portfolios Loans Serviced

Number of Portfolios Loans Sold

Number of Counseling Services Provided

Number of Program of Services Developed

Number of Program of Services Received

Number of Veterans Entered Employment Status

Number of Veterans Rehabilitated

Number of B. O. Changes

Number of Applications

Number of Medical Decisions

Number of Loans Surrendered

Number of Insurance Remittances

Number of Awards Maintenance Actions

Number of School Visit Reports

Number of Claims Established

Number of Image Claims Established

Number of Claim Calls Answered

Number of Personal Interviews

Number of Policy Service Mail

Number of Outreach Actions

Number of Approval Decisions

Number of Review Decisions



b.  Source of the above counts is DOOR data by WIDs, COIN Target reports and other reports.



c.  The Compensation & Pension program representative provided the breakout of WID counts using program experience.

 

13.  DISTRIBUTING SUPPORT COSTS TO DIRECT ACTIVITIES METHODOLOGY



a.  VBA identified two direct and two indirect core processes in VBA’s nationwide dictionary as shown below:



(1)  Direct Core Process

Manage and Award Benefits

Inform and Educate VBA, Stakeholders and Beneficiaries



(2)  Indirect Core Process

Manage Resources

Manage Information Technology



b.  The direct core processes consist of fourteen (14) processes.  Similarly, the indirect core processes consist of eleven (11) processes shown below:



(1)  Direct Core Process – Manage and Award Benefits

Process

      01.  Process Claims

      02.  Appellate Review

      03.  Loan Service and Claims

      04.  Property Management

      05.  Construction and Valuation

      06.  Loan Processing

      07.  Manage Portfolio Loans

      08.  Counseling Assessments

      09.  Provide Program of Services

      10.  Policy Maintenance

      11.  Provide External Oversight

      12.  Benefit Support



(2)  Direct Core Process – Inform and Educate VBA Stakeholders and Beneficiaries

Process

      13.  Provide Information on Benefits

      14.  Training



(3)  Indirect Core Process – Manage Resources

Process

      15.  Provide Information on Benefits

      16.  Training

      17.  Stakeholders Relation Support

      18.  Planning/Financial Management Support

      19.  CO Support



(4)  Indirect Core Process – Manage Information Technology

Process

      20.  Develop and Implement Systems

      21.  Maintain Systems

      22.  Process and Maintain Information

      23.  Manage Infrastructure

      24.  Manage Telecommunications

      25.  Non-VBA Activities



c.  Methodology



(1)  Resource costs by cost center were assigned to activities based on the percentage of labor time shown on the completed DCIs.  For example, $10,000 payroll costs (cost center 3070) are assigned to Education activities 1 through 71 in Table 1:



Table 1

Education Activity No.�



Process�% Labor Time on DCI�

Payroll Cost Assignment��1�1�0�0��2�1�0�0��3�1�18�1,800��4�1�13�1,300��8�1�1�100��9�1�12�1,200��10�1�3�300��11�1�1�100��46�11�11�1,100��47�11�1�100��48�12�2�200��49�12�4�400��50�12�2�200��51�12�4�400��52�13�17�1,700��54�13�1�100��56�14�2�200��57�14�3�300��59�15�2�200��60�15�1�100��67�16�1�100��71�17�1�100��Total��100�$10,000 ��

(2)  Activity costs for Process 12 were allocated to applicable activities (1 through 47) in Process 1 through 11 on a prorated basis.  The cost allocation is based on the amount of direct costs by business line incurred in activities 1 through 47.  



(3)  The total fiscal year costs for the Benefits Support process (activities 48 through 51) in Table 1 for Education business line is $1,200.  Also the amount of direct costs incurred in activities 1 through 47 for Education is $6,000 and costs for activity no. 3 is $1,800. On a prorated basis, 30% of $1,200 or $360 is allocated to activity 1.  Therefore, the total cost for activity 3 including both direct and indirect is $2,160. 



(4)  The allocation is shown in Table 2.



Table 2



Activity No.�From Table 1 Direct Cost�% Direct Cost�From Table 1 Indirect Cost�Prorated Indirect Cost�Total Cost��1�0�0%��0�0��2�0�0%��0�0��3�1,800�30.00%��360�2,160��4�1,300�21.60%��260�1,560��8�100�1.70%��20�120��9�1,200�20.00%��240�1,440��10�300�5.00%��60�360��11�100�1.70%��20�120��46�1,100�18.30%��220�1,320��47�100�1.70%��20�120��Total�$6,000 �100.00%��$1,200 �$7,200 ��48���200����49���400����50���200����51���400����Total���$1,200 ����

(5)  In the ABC model, calculations were made from each indirect activity to the direct activity.  For example, the prorated indirect cost of $360 for activity 3 in the model consists of $60 from activity 48, $120 from activity 49, $60 from activity 50 and $120 from activity 51.



(6)  This methodology was also used to allocate indirect activity costs of Process 15 through 25 to Process 1 through 14 excluding Process 12.



14.  DISTRIBUTING CO OVERHEAD TO THE FIELD METHODOLOGY



a.  The field percentage by station by account for each cost center is calculated and applied to the respective account in CO cost center.  



(1) Calculation



(a)  Suppose the total payroll cost for the field cost center 3010 is $100,000.



(b)  Assume station 301 payroll cost for cost center 3010 is $1,000.



(c)  The payroll account percentage for station 301, cost center 3010 is:

(b) divided by (a) or $1,000/100,000 = 1%



(d)  Assume CO cost for cost center 3010 is $500,000.



(e)  The allocated portion of CO payroll cost for station 301, cost center 3010 will be $5,000 as shown below: 

1% from (c) multiplied by $500,000 from (d) = $5,000



(f)  Therefore, the total payroll cost with CO payroll overhead for station 301, cost center 3010  will be $6,000 as shown below:

(b) + (e) = $1,000 + $5,000 = $6,000



b.  This methodology is used for each account by cost center by station.



15.  BUSINESS USES



(a) VBA’ s Cost Management Information System (CMIS) will address requirements identified in the Chief Finance Officer Act of 1990, Managerial Cost Accounting Standard Number 4.



(b)  Standard No. 4 requires VBA to develop and cost accounting system and The CFO Act requires VBA to produce consistent cost data.  However, compliance is not the only benefit of implementing ABC, the system can  be used to better manage resources in the following ways:



(1)  A better understanding of the costs of VBA products and services that are provided and the activities required to produce those services



(2)  Reduction in duplicative efforts and a resulting decrease in the cost of business



(3)  Increased accuracy of work measurement



(4)  Better informed stakeholders



(5)  Business Process Reengineering or Process Improvement



(6)  Benchmarking 



(7)  Supports the Balanced Scorecard

 

16.  EXPORTING COST INFORMATION



VBA CMIS will produce cost data including unit cost quarterly to support the monthly Balanced Scorecard for each regional office.   The model that produces the cost data will be made available to each regional office at the same time.  However, only those regional offices that have been selected as SDN ABC representatives and have a copy of the ABC software, will be able to download regional offices’ cost data.  The SDN ABC representatives will be responsible producing ABC cost model information  for the other regional offices within their SDN until Operation Center is functional.



17.  TRAINING/EDUCATION



(Reserved for future use)



18.  SYSTEM MAINTENANCE



The Office of Resource Management ABC Team (241A) is responsible for maintaining the ABC Model and making any modification/s determined necessary to keep the model up to date. 



19.  CONCLUSION



a.  VBA envisions ABC as an evolving process and becoming an integral part of our managerial processes.  We will look to VBA managers to use information produced by ABC in the making of their decisions.  ABC can be used to promote continuous improvement.  Our managers need to have the skill set in using ABC to make that happen.  



b.  VBA developed a cost accounting system that puts VBA into a full costing environment.  Costs a regional office normally would not have incurred before, now becomes part of its cost for producing a product or providing a service.  Familiarization with the ABC concept is paramount to using it to better manage our resources. 
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