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Goal of the webinar

* Present the theory of activity based costing

o Demonstrateits superiority in developing accurate costing profile for
typical public sector programs

¢ Present two examples of application




Origins of ABC

¢ Traditional costing allocates cost by

et e e e -

1. Category (wages, fuel, cleaning supplies, interest...)

2. Bureaucratic budgetary classifications (Vote 1/Vote 10, branch,
division....)

Shared overhead costs (services) mean that the true cost of an
individual product/service can not be calculated.

To identify sources of profit/loss, business needs to measure costs
and productivity for discrete service and product lines

The core idea of ABC is
1. Identify discrete products services as comprising a set of common
activities
2.  Estimate the costs of the component activities supports the estimation
of the cost for individual product/service lines.

Management determines the number of discrete products/services to
be included in the analysis.




Financial statements do not represent
economic cost

Program budgets and typical accounting statements typically do
not include all the costs associated with a project.

FTE’s only capture costs at the department level — not the service
line

Most departmental program budgets exclude the cost of
overheads, such as rent and utilities.

Senior management time are often mot be included in the
program'’s costs.

Staff often work on multiple projects.

Public accounting for capital costs may allocate the entire cost to
one year, or amortize them, or may not include these costs at all.

A program budget may be a small element of a departmental

budget.
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Expenses — Canadian Heritage 2005/2006
2006 2005
$'000 $'000
Transfer payments — non-profit organizations 586,669 612,017
Transfer payments — other level of government within 299,913 263,946
Canada
Transfer payments — industry 95,785 96,932
Transfer payments - individuals 27,339 21,527
Transfer payments — other countries and international 6,098 3,349
organizations
Total transfer payments 1,015,804 997,771
Salaries and employee benefits 190,469 177,495
Professional and special services 55,667 46,324
Accommodation 15,200 14,700
Utilities, materials and supplies 14,570 12,043
Travel and relocation 12,321 11,182
Information 10,868 9,802
Freight and communications 5,781 6,054
Rentals 3,312 2,991
Amortization 2,384 2,217
Purchased repair and maintenance 1,730 1,671
Other operating expenses 971 891
Total operating expenses 313,273 285,370
Total expenses| $1,329,077 $1,283,141

The issue is that this
budget covers a diverse
range of programs and
projects

The bulk of the
spending is to specific
organizations which
could be grouped by
category such as
cultural industries, arts,
official languages, etc. .

It is comparative easy
to allocate grants and
contributions. What
ABD does is allocate
staff and other inputs
to departmental
activities.



2006-07 2005-06 2004-0 2003-0. | TOTAL

(so00)

5918 59,042 $9.336 8,266 57,666 $64,068

$102,072 $9205 591,428 $81,948 $55,616 $646,620

$25,327 $25315 S24,m $10,465 15,156 162,069

$9,236 19,460 17,672 su,48 $25.270 5128266

136,635 136,970 133,81 5122804 596,042 $936,855

145,816 146,012 $143247 si131360 103,708 1,000,023

129 97 98 88 8 72

1,425 s1,213 S1L472 1,607 51,484 59,653

5785 s809 5661 $350 - $3,053

s890 so7 $949 $958 1,089 $7.0m

51,675 51,780 51,610 51,308 1,089 1,024

TOTAL YY 52,864 535 $3,300 $2,993 $3,082 $2,015 $2,573 520,677
FTEs n 2 2 14 15 15 13 92

Limitations
* Noallocation of resources to programs
* Unclear whether programs comprise additional service streams
* The complexity of processes used to delivery Gs & Cs notapparent
* The FTEscannot be attributed to programs or service streams
* Factorsinvariability of FTEs unclear
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JABC and the results chain
(Training Program)

Training programs for economically disadvantaged (EI clients, social
assistance recipients and disabled persons.) Training involves
determination of eligibility, aligning trainees to suitable programs,
creating training modules (courseware), delivering the training
(directly or under contract), certifying skills acquisition, etc. to create
the “output” - the graduate

Inputs Oatouats Outcome Outcomes
P P (Immediat (Long-term)

Economy Ope.ra-tlonal Allocative efficiency
Cost " efficiency
ost per uni Cost per graduate Cost per graduate
Cost per graduate perg
:/faigurc?st per Who gains who_
ALE;C employment. retains
eligibility employment...
test.... Cost per hour of

employment
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Economy reflects the unit cost of engaging in activities, such as trainee assessment,
preparation of resumé writing courses, case planning for clients, or creating and managing job
exchange. A CEA applied to this element might measure the number of resources (primarily
staff time) used in a specific activity, such as counselling hours for long-term social assistance
clients. This is useful for design/delivery issues.

Example: Cost of counseling (wages + overhead + materials)
Example: Cost of processing applications (time from receipt to final approval)

Efficiency is the unit cost of producing an output, such as the costs of all the activities needed
to produce a trainee who “graduates” from a program.

Example: Cost of graduate (number of grads divided by the total program cost
Example: Cost of awarding a dollar in a grant/contribution program

Effectiveness (also termed cost-effectiveness) becomes the unit cost of obtaining one unit of
outcome, such as the total costs of moving an unemployed client into a permanent part- or
full-time job for a specific period. Measurement of net impact (program attribution) is the
main challenge.

Example: Cost of moving a social assistance recipient off welfare into a full-time job
for six months
Example: Reduction in the incidence of flu as a result of vaccination




Business Process Mapping:
The first step in measuring economy and efficiency

e Business process mapping charts the steps in transforming inputs

into outputs.
e Business process mapping explains the “line” between inputs and
outputs.
Inputs Outputs

e Each product/service that defines a “program” needs to be identified
as a separate results chain.
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Logic Model — a sequence of results chains for each service line

= i Agri—environmental programming
Agri-environmental

programming attempts R&D Ag Financial
to repair environmental i Eeamee
damage caused by
agriculture using a three
prong approach (service
lines):
* R&D to develop new l J l
farming techniques
+ Ag extension to teach
farmers about better VB ibeinton | o Coshol MmN | g hon et
* Oversight processes

techniques (best
management practices - \_1_1 %
BMPs) e

' ' i '
activities activities activities
*  Craation of + Creation of media « Developmentof
research grants * Developmentof ok sl
+ Developmentof seminars programs
research projects

Economy

Outputs
e Outputs

Outputs * Program appications

Efficiency

7
+ Financial assistance for o e .
new infrastructure S 3
g N A E
The logic model anchors the H Ve é
results chain for each service § Adoatpe 2
line comprising a program £ v 3

Increased on-farm
environmental quality
* Lower incidence of water
34 s0d contaminaton
+ increased bodiversity

Final
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Example 1:  The logic of agri-environmental programming

Managing the environmental impact of modern agriculture is of growing significance,
especially as the scale of farms increases.

Federal, provincial, and third-party organizations assist farmers to reduce the
environmental impacts of farm operations through basic and applied research,
agricultural extension (technical advice), and financial assistance. The goal is to
support the implementation of changes termed best management practices or BMPs.

The main activities (referred to as service or business lines) can be classified as:
Research and development — undertaken by government research stations, private
contractors, and universities to identify effective farm management practices
Agricultural extension — disseminate information on BMPs through farm media,
seminars, web-based, model farms, and on-farm advice to promote and demonstrate
these practices

Financial assistance — partially support the costs to make the changes, usually
through cost-shared programs

Each of these service lines uses inputs to produce one or more outputs. In turn, the
outcomes that result from these outputs include:

Increased awareness of the problems and effective mitigating practices (immediate
outcomes)

Adoption of the practices (intermediate outcomes) leading to ...

... lower contamination of water, soil, and air, and increased biodiversity (final
outcomes)



PRA

AL ;‘Eking public sector resource use

* Public programs combine raw resources,
infrastructure, and personnel to plan and deliver
outputs.

* Wide variation exists in the types of inputs and
activities used by public programs:

— some are personnel intensive
—  others are capital intensive
— some involve flow through transfers

— some initiativesrequire coordination of many playersand much of the
resources are consumed in the process

+ Standard financial statements of expenditure often offer little
insight into the costs of individual processes and products.
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Example: Training for social assistance recipients: economy and efficiency

Evaluating the economy and efficiency of a training program for social assistance recipients
(SARs) needs to calculate the cost of program elements such as:

Training materials (These are usually direct costs of the program and usually pose little
problem for the cost calculations.)

Securing contractors to deliver the training (Provided the training is uniquely delivered to
the program clients these can be associated with the program. However, many training
programs combine several client groups such as Employment Insurance and persons with
disabilities, and only those associated with SARs should be included.)

Legal and administrative analysis to develop eligibility guidelines (Most often, lawyers
and administrators deal with multiple programs and issues, only a fraction of which are
assignable to the program.)

Costs of ongoing social assistance payments while clients receive training (These costs are
uniquely assignable to the program. It might be argued that these costs are borne
anyway and should not be included. This is an example of a judgment call needed in
assessing costs.)

Child care (Child care is typically a cost of the program to allow participants to study.)
Outreach and promotion of the program to SARs as well as counseling to align training to
client needs and to deal with impediments to successful training (Many counselors deal
with a broad spectrum of clients—only time directed to SARs should be included.)
Promotion and liaison with employers to increase chances that graduates will secure
emplt))yment (The costs and staff time related to the program are all that are relevant
here.

Planning and management of the program (The time spent by management on the
program is the only relevant cost.)

Overheads such as rent, information technology, and utilities (These overhead costs are
typically apportioned to the program based on some formula, typically in proportion to
staff costs as a fraction of total costs.)

Counselling costs



Stages to ABC

» Identify the service lines and component activities
* Create business process models

* Create time recording process for staff (who complete weekly
reports on time spent in each activity/sub-activity area)

* Calculate total labour cost (time in an activity multiplied by
wages) for each resource (staff person)

» Total the cost for each activity to derive an aggregate cost for each
service line

* Prorate indirect costs (rent and other overhead) by service line
cost totals

* Sum to obtain cost for each service line

© Greg Mason & PRA inc.
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Basics of ABC
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Prairie Research Associa

PRA

¢ Advanced Payments
Program provides an advance
on the crop, allowing farmers
increased freedom to time
sales to maximum advantage.

e Producers apply through 60
designated producer
associations (“administrators”)
that deliver the program for
AAFC.

e AAFC manages the
administrating organizations.

Example 1 — Advanced Payments Program (APP)

Main process elements

* Program support (meetings, design,

financial reporting, promotion ...)
* Administrator support

* Client issues (interest payments,
defaults, recovery of over-payments

Steps

1. Obtain management buy-in
2. Define activities

3. Create questionnaire

4. Distribute and analyze

12



Program

ADVANCE PAYMENTS PROGRAM (APP)
ACTIVITY-BASED COSTING QUESTIONNAIRE

Ths survey is as part of a progra the Agvance Payments Program (APP) The

of the survey is 10 assist Agneuliure and Agr-Food Canada In defermining how S1aff FesOurces are beng used 1o aominster the
AP Thes is nof an exercise for anatyzng the eficiency or productivty of ndividats, and your identty wil not be associaled with
your response.

The survey Inchudes two sections: the first asks for basic INformation about your fole in the APP and the second asks what
pescentage of your working tme (s spent on 13 Gfferent activties. All nformation you provide will be sirctly confidental between
you and PRA

You may complete: the Jom electronically (CICK Of 1ype The Jpproprate MESPONSe) of you May PNt it out and il € in using penct
Please emal your compieted 1o 10 DOKB G OF fax 1 10 1.800-717-545

SECTION 1: RESPONDENT INFORMATION
What 5 your Cuent role i The APP? (please check one only)
Owector = Assistant drector

¢ Program offcer u0 Administratve/cencal

s OMer (piease specey)
When 8 you first start working in s posison? _month _ year
10 your curment posaion, how many hours per week 49 you hypically spend workng on the APP?
Thinking of the past 12 months, has your fole 1 the APP changed? Yes

This secton asKs you 10 fecord what percentage of working me you Spent on 13 APP activibes oves the past week and over the Last
12 monihs. Please read the entire set of Sctivities listed and think about Whether your fesponstilies fall witin them. Then. for
03ch ctivity. please answer the 1AOWNG Questons:
1. Frst minking of your current postion

3)  During your 13t full week at work. what percentage of the week 00 you Spend on €ach actnity?

) Duning the Past 12 MoNths, what percentage of yOur ime did you 5pend on each actvity?
2. Next, Sunking of your previous position (f applicadie)

3)  Dunng your 13st full week 3t work, what percentage of the week 0id you Spend on €ach actvty?

b) Duning the past 12 months, what percentage of your e G you spend on each acivty?
Please note Tat 100% of your time should be allocated 10 the actvies isted. If you 0 not paricpate in the actaty sted, please

0%

e
T Tl BT
CORRENT possson PREVIOUS posmen
- 5
Ay ot T notpunta | o orpmiz
oo | N ot | e N

b Policy 3nd Program design ISSues (2eckgmund msearch ad hoc
wornng proua. warkng pagers)

C Ministeal Gocuments/ATIP requests (s notes. Mows fom
the Menster Dreen’ dochets

d Performance and financial reporting (weesly status recorts
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Goal is to identify the costs
of the program

Number of staff = 32

Questionnaire developed
with the staff and
management

Senior management must
communicate intent and
value

Third party hosting is
essential

Example 1 — AAFC Advanced Payments Program

L) LU UIS pESt LS IIIIMIES, WIHESL PTILGHIEYS Ul FULE UHIG UL YUG SPIGTHIU UEE SaLT SLUviLy ©

2. Next, thinking of your previous position (if applicable)

a) During your last full week at work, what percentage of the week did you spend on each activity?
b) During the past 12 months, what percentage of your time did you spend on each activity?

Please note that 100% of your time should be allocated to the activities listed. If you did not participate in the activity listed, please

enter 0%

Time spent per activity in Time spent per act
CURRENT position PREVIOUS posi
Activit %
ctivity % of % of past 12 % of % of past 12
previous months previous months
week week
a.  Meetings meetings, i with other
divisions/departments)

b. Policy and program design issues (background research, ad hoc
working groups, working papers)

c. Ministerial documents/ATIP requests (briefing notes, letters from
the Minister, “green” dockets)

d. Performance and financial reporting (weekly status reports,
RPP/DPR, service standards, progress reports, APPEDS)

€. Administrator applications (ensuring applications are complete,
seffing up administrator 1Ds in APPEDS, reviewing commitiee activities,
obtaining advance rates, preparing AGAS)

f. Other interaction with administrators (responding to guestions
about program guidelines, resolving APPEDS issues)

g. Interest claims (requesting/reviewing Monthily Interest Claim
Summaries, r il reports, interest
authorizing payments)

h. Defaults (reguesting/reviewing Monthly Default Reports/Default During
Production Period Reports, Default Working Group, Default
Improvement Project, processing claims)

I Recoveries (sending files to recoveries, liaising with recoveries
personnel and administrafors)

I Recipient audits/compliance visits (audif plans, administrator risk
ratings, arranging third-party audits, reviewing results, preparing
for/conducting compliance visits, follow-up)

k. Stay of advance/default (forwarding requests to the Minister,
monitoring industry conditions)

. Awareness/promotional activities (trade shows, presentations)

m. Human resources (human resource planning, feamning plans)

Please specify any other APP activities you perform that are not
already covered in the above categories.

n.

o.

NON-APP ACTIVITIES |

p. What percentage of time did you spend on non-APP
activities? (other programs, special projects)

TOTAL AMOUNT OF TIME: *Each column should total 100%. 100% 100% 100% 100%

CONFIDENTIAL WHEN COMPLETED
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Example 2 - Legal Aid Services

* Legal aid services are offered based on an income and assettest (similar to that
used in determining social assistance eligibility).

e Accused (federal assistance forlegal aid is confined to serious criminal matters)
apply either throu?h the courts (usually their first appearance) or through a
lawyer that takes legal aid cases.

e Some jurisdictions use staff counsel to deliver service; in other cases, private

lawyers handle the case under a tariff schedule; and some jurisdictions use a
mixed model.

¢ Business process models cover all aspects of case management from
— eligibility determination
— case management by staff counsel (research, representation....)
— case management by private counsel (negotiation of fees, payment of fees, etc.)
— recovery of costs (where clients are responsible for a portion of costs)
- etc.

e ABC used to:

— compare staff versus private productivity (cases per dollar expended)

— costs of different types of cases (serious criminal, minor criminal, family law, poverty
law, ...)

| B M e ——— e
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Example 2 - Legal Aid Services

Client Intake: Business proces

I Applicationintake (Private Bar) ]
Output
e
YE)
YE
// NG
R icat
tompaatetar | | SRR | captascemener™ | SITAENS Rcceptsppear™
Vers, comoeietess o P (Revew tie verty naemgion %1 currnne shemer Revew soces make
s moe gran scaonn rtman ) N, o S
~tormnon A S Nl
i ~
~O
4 Appeoent sooeas ~
This is a fragment of the business process /
created. It shows the process of determining Rejection

eligibility for expanded legal aid, where a
client pays a portion of the costs
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Example 2 — Legal Aid Services

Table 1: Major areas of activities for LAM

Activities related to: Service line
1. Application Intake (Formal certificate applications — private and Criminal  Criminal
LAM) adult youth
S 2= - : Criminal  Criminal
2. Application Intake (Certificate equivalent, informal LAM cases) adult i
: Sy Criminal  Criminal
3. Case Assignment Process (within LAM) adult T
- Criminal  Criminal
4. Duty Counsel (LAM) or Drop-in Centre adult T
5. Case Conduct (LAM - informal cases, certificate equivalents and Criminal  Criminal
certificates) adult youth
6. Accounts Payable (Invoices by private bar — taxation) (Al (ST

adult youth
7. Accounts Receivable (Clients on partial or full contribution, charge Criminal  Criminal

on land) adult youth

8. IT systems support (Use all service lines if time cannot be allotted - Criminal
- - L Criminal

between criminal adult, criminal youth, and civil cases) youth
9. Internal support — Not case related (Use all service lines if time cannot  Criminal  Criminal

be allotted between criminal adult, criminal youth, and civil cases) adult youth
10. External relations — Not case related (Use all service lines if time Criminal ~ Criminal

cannot be allotted between criminal adult, criminal youth, and civil cases) adult youth

Activities unusual for a typical day (Use all service lines if time cannot be Criminal ~ Criminal
allotted between criminal adult, criminal youth, and civil cases) adult youth

Civil

Civil

Civil

Civil

Civil

Civil

Civil

Civil

Civil

Civil

Civil

All
Service
Lines
All
Service
Lines
All
Service
Lines
All
Service
Lines
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Prairie Research Associates

Example 2 - Legal Aid Services

Table 2: Activities related to application intake
Time by service

Activities related to: fine
1.Application Intake (Formal certificate applications - private Criminal  1Min o
and LAM) adult ohtn

a. Clarify application with the person that took the application
(calling back to ask questions about application)

a. Determining eligibility and making eligibility decisions
(gathering facts, meeting/interviewing applicants,
consulting with senior management and/or intake officers,
responding to applicant enquiries, computer searches,
court registry, Internet, telephone advice)

a. Inform applicant of decision and respond to inquiries on
decisions (issue certificate or amendment/issue rejection of
application and appeals)

Correct mistakes

a. Reviewappeal This is an overly detailed

a. Monitoring/supervising staff breakdown of activities in the

a. Review staff operations ateg “Applicati

a. Allocate workload lg:;::l S ot festion
a.

a.

Office support for application intake (e.g., pulling files,
filing, faxing, or photocopying)

et e e e -
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Prairie Research Associates

FAQs

Q: Does everyone involved in the program need to complete the questionnaire?

A: Ideally, yes. Sc i senior g t refi to participate. Interview support staff to create proxy
estimates of the senior management time.

Q: When does ABC work best?

A: Programs with a high proportion of staff, relatively few overhead and indirect costs, and well defined,
discrete steps in the business processes, will support ABC best.

Q: When does ABC work less well?

A: Simple programs with few discrete steps to create outputs, and high capital/indirect costs, will not support
ABC well.

Q: For Gs & Cs does one need to get each of the grantees to complete an ABC?
A: Generally no. In these cases, economy and efficiency can be combined into one and the real issues are

operational efficiency (quantity of output delivered per dollar allocated) and allocative efficiency (quantity of
outcome realized per dollar allocated). The only ABC that is relevant is for the funding unit.

Q: What role does ABC play in performance measurement

A: Regular application of ABC becomes a useful method for tracking resource use as management makes
process changes.

—

17



Readings

Cokins, G. (1998) Activity-based costing: making it work. Chicago,
McGraw-Hill.

Cooper, R., (1989) The rise of activity-based costing (Parts 1 — 3),
Journal of Management, Volume 2, # 1 - 3.

Kaplan, R. and Anderson, S. (2007) Time driven activity-based costing,
Boston, Harvard University Press.

US Department of Energy, (2007) Activity based costing (November)
Directives.17.11.2007

18



