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ACCOUNTI NG PRI NCI PLES AND STANDARDS HANDBOOK

CHAPTER 12. MANAGERI AL COST ACCOUNTI NG

Section 1.0 General

Manageri al cost accounting is the process of accunul ati ng,
measuring, analyzing, interpreting, and reporting cost
information useful to both internal and external groups
concerned with the way in which the organi zati on uses,
accounts for, safeguards, and controls its resources to neet
its objectives. In managi ng Federal prograns, managenent
shoul d al so take into consideration Astewardship investnmentsg
whi ch are costs of resources expended for the benefit of the
nati on.

Section 2.0 Authority

The policies and procedures contained in this chapter are
i ssued pursuant to the follow ng guidelines:

a. FASAB Statenent of Federal Financial Accounting

St andard No. 4, "Managerial Cost Accounting Concepts
and Standards for the Federal Governnent.  (Issued
July 31, 1995 - Effective for fiscal years beginning
after

Sept enber 30, 1997);

b. |FASAB St atenent of Federal Financial Accounting

St andard No. 9, "Deferral of the Effective Date of
Manageri al Cost Accounting Standards for the Federal
Governnment in SFFAS No. 4." (Issued October 1997 -

Effective for fiscal years beginning after Septenber
30, 1997);

c. |FASAB Anendnents to Statenent of Federal Financi al
Accounting Standard No. 6, "Accounting for Property
Pl ant, and Equi pnent" (Effective for fiscal years
begi nni ng after Septenber 30, 1999);

d. FASAB Statenent of Federal Financial Accounting

St andard No. 8, "Supplenentary Stewardship Reporting."
(I'ssued June 11, 1996 - Effective for fiscal years
begi nning after Septenber 30, 1997);



http://www.fasab.gov/pdf/sffas-4.pdf
http://www.fasab.gov/pdf/9_defs.pdf
http://www.fasab.gov/pdf/sffas-6.pdf
http://www.fasab.gov/pdf/sffas-8.pdf

12-2 Revi sed, TM A- 02( 4/ 00)

e. GAO Policy and Procedures Manual for Guidance of
Federal Agencies, Title 2, Appendix I, Secs. A20, A30,
ci0, C30, D20, E20, 110, P10, P40, and R40; and

f. OMB Circul ars A-25 "User Charges@, A-76 "Performance
of Comrercial Activities", and A-130 "Managenent of
Federal Information Resourcesi.

For gui dance on specialized cost accounting issues, reference
may be made to the Cost Accounting Standards issued by the
former Cost Accounting Standards Board.

Section 3.0 Responsibility Segnents

Managenent of each reporting entity should define and
establish responsibility segnments. Managerial cost accounting
shoul d be performed to nmeasure and report the costs of each
segnent's outputs. Special cost studies, if necessary, should
al so be perforned to determ ne the cost of outputs.

A responsibility segnment is a conponent of a reporting entity
that is responsible for carrying out a m ssion, conducting a
maj or |ine of activity, or producing one or a group of related
products or services. |In addition, responsibility segnents
usual |y possess the follow ng characteristics:

(1) Their managers report to the entity's top managenent
directly, and;

(2) Their resources and results of operations can be
clearly distinguished fromthose of other segnents of
the entity.

For each segnment, managerial cost accounting shoul d:

(1) Define and accunul ate outputs, and if feasible,
quantify each type of output in units;

(2) Accunul ate costs and quantitative units of resources
consunmed in produci ng the outputs; and

(3) Assign costs to outputs, and cal cul ate the cost per
unit of each type of output.

The designation of responsibility segnents should be based on
the follow ng factors: (a) the entity's organization
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structure, (b) its lines of responsibilities and m ssions, (c)
its outputs (goods or services it delivers), and (d) budget
accounts and funding authorities. However, the predom nant
factor is the reporting entity's organi zation structure and
its existing responsibility conmponents, such as bureaus,

adm ni strations, offices, and divisions within the Departnent.
Pl anned and actual costs shall be accunul ated and reported at
| east nonthly or as needed. The conmmon accounti ng
classifications adopted shall be responsibility oriented.

Al t hough the accounting systens are now i ntegrated at the
bureau | evel by common cl assifications, a common structure

will be instituted Departnent-wide with the future
i ntroduction of a new core financial managenment system It
wi Il support the budget activity and program pl anning

classifications to provide an adequate base for budgetary

proj ections, performance appraisals against predeterm ned

st andards wherever feasible, and the adm nistration of
internal operations on a cost basis as required by |law. The
accounting system(s) will provide for bridging costs to

obl i gati ons and accrued expenditures at the | evel where

adm ni strative control of funds responsibilities are assigned,
i.e., allotnment or sub-allotnent |evels.

Section 4.0 Costing Methodol ogy

Costs of resources consuned by responsibility segnents should
be accunul ated by type of resource (OVB object class).

Qut puts produced by responsibility segnments shoul d be

accurmul ated and, if practicable, measured in units. (This is
particularly inmportant for activities nmeasured under the
Governnment Performance and Results Act) The full costs of
resources that directly and indirectly contribute to the
producti on of outputs should be assigned to outputs through
costing nethodol ogi es or cost finding techniques that are nost
appropriate to the segnment's operating environnment and shoul d
be foll owed consistently. Wenever possible, financial
accounting and budgetary accounting activities should apply
simlar costing nmethodol ogi es.

The cost assignnents should be perforned by one of the
follow ng nethods, listed in the order of preference: (a)
directly tracing costs wherever feasible and econom cally
practicable, (b) assigning costs on a cause-and-effect basis,
or (c) allocating costs on a reasonabl e and consi stent basis.
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Wth respect to each responsibility segnment, the costs that
are to be assigned to outputs include: (a) direct and indirect
costs incurred within the responsibility segnent, (b) costs of
ot her responsibility segnents that are assigned to the
segnment, and (c) inter-entity costs recognized by the
receiving entity and assigned to the segnent. If a

responsi bility segnent produces one kind of output only, costs
of resources used to produce the output are assigned to the
out put.

.01 Selecting a Costing Method

Costs should be assigned to outputs in one of the
foll ow ng ways:

a. Directly tracing costs to outputs

Direct tracing applies to resources that are directly
used in the production of an output. The nethod of
direct cost tracing usually relies on the observati on,
counting, and/or recording of the consunption of
resource units, such as staff hours or gallons of fuel
consunmed in a transport mssion. Direct tracing also
applies to specific resources that are dedicated to
particul ar outputs. Direct cost tracing often

m nimzes distortion and ensures accuracy in cost
assignnents. However, it can be a relatively costly
process. It should be applied only to itemnms that
account for a substantial portion of the cost of an
out put and only when it is economcally feasible.

b. Assigning costs on a cause-and-effect basis

For costs that are not directly traced to outputs,

i ntermedi ate objects can be established as |inks

bet ween resource costs and outputs. The links reflect
a cause-and-effect relationship between resource costs
and outputs. Activities or work el enments that
contribute to or support the production of outputs are
commonly used as internedi ate objects.
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c. Allocating costs

Sonetinmes, it mght not be economcally feasible to
directly trace or assign costs on a cause-and-effect
basis. These costs can be allocated to segnents and
outputs on a prorated basis. The cost allocations may
i nvol ve two steps. The first step allocates the costs
of support services to segnments, and the second step
all ocates those costs to the outputs of each segnent.
The cost allocations are usually based on a rel evant
common denom nator such as the nunber of enpl oyees,
square footage of office space, or the anmpunt of
direct costs incurred in segnents.

To assi st cost anal yses and cost findings, cost accounting
shoul d segregate costs that are traced or assigned to
outputs fromcosts that are allocated to outputs.

As a general rule, directly tracing costs and assi gni ng
costs on a cause-and-effect basis are nore expensive than
cost allocations, because they require detail ed anal yses
and record-keeping for costs and activities. However,

t hey are preferable because they produce nore reliable
cost information than cost allocations.

Sel ecting a Costing System

The standard requires that a costing system once adopted,
be used consistently. Consistent use provides cost

i nformation that can be conpared fromyear to year

Several costing systenms have been successful in the
private sector and in some governnent entities. Four are
briefly described here. It should be noted in particular
that activity-based costing has gai ned broad acceptance by
manuf acturing and service industries as an effective
managerial tool. It is inmportant to note that those
costing systens are not nutually exclusive.
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Activity-based costing (ABC)

ABC focuses on the activities of a production cycle,
based on the prenises that (a) an output requires
activities to produce, and (b) activities consune
resources. ABC systens use cost drivers to assign
costs through activities to outputs. 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 ABC is that it avoids or
m nimzes distortions in product costing that result
fromarbitrary allocations of indirect costs. By
tracing costs through activities, ABC provides nore
accurate service or product costs.

Job order costing

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

Job order costing is appropriate for responsibility
segnents that produce special order products, or
perform projects and assignnents that differ in
duration, conplexity, or input requirenments.

Process costing

Process costing is a nethod that accumul ates costs by
I ndi vi dual processing divisions. The output of a
processi ng division either becones 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 foll ow ng
characteristics: (a) the production involves a regul ar
pattern of process, (b) its output consists of
honbgeneous units, and (c) all units are produced

t hrough the same process procedures.
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d. Standard 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 feedback hel ps di scover better ways of adhering
to standards, of altering standards, and of
acconplishing objectives. Standard costing hel ps
managers to formnul ate budgets, control costs, and
measur e perfornmance.

Agency and program managenent is in the best position to
sel ect a type of costing systemthat would neet its needs.
I n 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 environnment.

Section 5.0 Full Cost

Reporting entities should report the full costs of outputs in
general purpose financial reports. The full cost of an output
produced by a responsibility segnment is the sumof (1) the
costs of resources consuned by the segnent that directly or
indirectly contribute to the output, and (2) the costs of
identifiable supporting services provided by other
responsibility segnents within the reporting entity and by

ot her reporting entities.

Direct and indirect costs shall be identified in the cost
statenments in an organi zed manner. Cost categories nust
relate to OVB object classifications. Allocations of indirect
costs shall provide for reconciliation to object
classifications on a reasonabl e basis where such information
is required for budgeting purposes.

.01 Direct Costs

Direct costs are costs that can be specifically identified
with an output. All direct costs should be included in
the full cost of outputs.

.02 Indirect Costs
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I ndirect costs are costs of resources that are jointly or
commonly used to produce two or nore types of outputs but
are not specifically identifiable with any of the outputs.
There are two | evels of indirect costs:

(a) Indirect costs incurred within a responsibility
segnent. These indirect costs should be assigned to
out puts on a cause-and-effect basis, if such an
assignment is economcally feasible, or through
reasonabl e al | ocati ons.

(b) Costs of support services that a responsibility
segnent receives fromother segnents or entities. The
support costs should be first directly traced or
assigned to various segnents that receive the support
services. They should then be assigned to outputs.

A reporting entity and its responsibility segnents may

i ncur general managenment and adm ni strative support costs
t hat cannot be traced, assigned, or allocated to segnents
and their outputs. These unassigned costs are part of the
organi zation costs, and they should be reported on the
entity's financial statenents as costs not assigned to
prograns.

The accounting system(s) shall provide for a formalized
set of predetermned rates for the distribution of

i ndirect costs showing the type of rate and its basis.
Distribution rates shall be estimted on an annual basis
and adjusted when material variations occur between costs
i ncurred and costs distributed. Where indirect costs nust
be distributed across appropriation or fund |lines, full
use shall be made of consolidated working (capital) funds
and ot her accounting techniques permtted by 31 U S.C
Sec. 1534, "Transfers and Rei nbursenents - Adjustnents
bet ween Appropriations.”
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.03 Certain Cost Elenments

a.

Costs of Enpl oyees' Benefits

Enmpl oyee benefits include:

1. Health and |ife insurance benefits for current
enpl oyees;
2. Pensi on benefits for enployees, their survivors

and dependents, covered by defined pension

pl ans such as Civil Service Retirenment System
(CSRS), Federal Enployees Retirenment System
(FERS), and Mlitary Retirement System (MRS);

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

4. Ot her post-enpl oynent benefits (OPEB) for
term nated and inactive enpl oyees, which
i ncl ude severance paynents, training and
counseling, continued health care, and
unenpl oynent and wor kers conpensati on.

Federal financial accounting standards require that
the enploying entity accrue the costs to the Federal
Governnment 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

di rect appropriations to the trust funds. This
principle should also be applied to health and life
i nsurance benefits for current enployees. The costs
of enpl oyee benefits incurred by responsibility
segnents should be directly traced or assigned to
out put s.

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 i s probable and nmeasurabl e on the basis of
events occurring on or before the accounting date.
Since the recognition of OPEB costs is linked to the
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occurrence of an OPEB event rather than the production
of output, in many instances, assigning OPEB costs
recogni zed for a period to output of that period would
di stort the cost of output. In special purpose cost
studi es or cost findings, mnagenment may distribute
OPEB costs over a nunber of years in the past to
determ ne the costs of the outputs that the OPEB

reci pients hel ped to produce.

Costs of Public Assistance Prograns

The full cost of public assistance prograns includes:
(a) the costs of Federal resources that have been or
will be transferred to individuals and state/l ocal
governnments, and (b) the costs of operating the
prograns. These two types of costs shoul d be
separately identified so that each can be used for

di fferent anal ytic purposes. G ant prograns
adm ni stered by Commerce would fall under this

cat egory.

Costs Related to Property, Plant and Equi pment

Depreci ati on expense. Ceneral property, plant and
equi pnrent are used in the production of goods and
services. Their consunption is recognized as

depreci ation expense. The depreciation expense
incurred by responsibility segments should be included
in the full costs of the goods and services that the
segnents produce.

Recogni zi ng property acquisition costs as expenses.
The costs of acquiring or constructing national

def ense and heritage property, plant and equi pnent nmay
be charged to expenses at the tinme the acquisition
costs are incurred. Since the recognition of these
expenses is linked to property acquisition rather than
production of goods and services, those expenses
shoul d not be included in the full costs of goods and
services. However, they are part of the costs of the
entity or the programthat makes the property

acqui sitions.

Capitalizing costs of acquisition, betternent, or
reconstruction of Amulti-use heritage assets.A In
cases where a heritage asset serves two purposes and
if the predom nant use of the asset is in general
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government operations, the heritage asset shall be
considered a nulti-use heritage asset. The cost of
acqui sition, betternent, or reconstruction of al
multi-use heritage assets shall be capitalized as
general PP&E and depreci at ed.

d. Non- pr oducti on Costs

There are al so other costs that may be reported as a
peri od expense but not recognized as an output cost.
Exanpl es i nclude OPEB costs di scussed earlier,
reorgani zati on costs, and nonrecurring cleanup costs
resulting fromfacility abandonnents.

I n special purpose cost studies, managenment may have
reasons to determni ne output costs by distributing sonme
of these costs to outputs over a nunber of peri ods.
The practice should neet the conditions: (a)

experi ence shows that the costs are recurring in a
regul ar pattern, and (b) a connection can be
establ i shed between the costs and the production of
outputs. |If such practice results in differences
bet ween financial reporting and special cost
reporting, nmanagenent should be able to explain the
reasons for assigning the costs to outputs and
reconcile the differences.

Section 6.0 Wrk for Ohers

A sufficient nunber of project cost accounts will be
established to ensure that the full costs relating to each
request for products or services, or cost sharing agreenent,
can be determ ned at |east nonthly, or as needed. Generally,
separate projects shall be established for each agreenent and
costs shall be accunulated in accordance with the regul ar cost
accounting techni ques used by the primary organi zati on units.
Cost accunul ati on shall be consistent and should facilitate
billing as provided for in these standards.

It is a Federal policy that, with certain exceptions, user
charges (prices or fees) should be sufficient to recover the
full cost of goods, services, and resources provided by the
Federal Government as sovereign. The policy further states

t hat when the Governnent sells goods and services under

busi ness-1i ke conditions rather than in a sovereign capacity,
user charges shoul d be based on market prices and may yield a
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net revenue in excess of the full cost. The objectives of the
policy are to: (1) ensure that Governnment goods and services
are provided on a self-sustaining basis, (2) pronote efficient
al l ocation of national resources, and (3) allow fair
conpetition with conparabl e goods and services provided by the
private sector.

Full cost of perform ng work for others shall be recorded for
each project regardl ess of agreements nmade as to the amount of
rei mbursenent. This is done so that costs will be known on a
hi storical basis for negotiation of future agreenments. The
standard of determ ning full cost discussed in this docunent,
however, should not be construed as a standard for setting
fees, prices, and reinbursenents. Federal entities should
conply with aws and regul ations related to pricing policies
in general and for specific types of goods and services.
Those | aws and regul ations (including OVMB Circul ar A-25) my
prescri be costing requirenents other than the full cost
standard. Full cost defined by this standard can serve as a
poi nt of reference for managerial decisions. However, it is
not intended to supersede any costing concept that managenent
is required or permtted by law to use in pricing goods and
servi ces.

.01 Rei mbursabl e Services

The Departnment's policy is to provide special services on
a cost reinmbursable basis to Federal agencies, state,

| ocal nunicipalities, private persons, profit making

busi nesses, and non-profit organizations only when:

a. The service would not be considered to be in
conpetition with private enterprise. |In the case of
research activities and special studies, this would be
projects that cannot be done at all or done as
effectively by a private research agency because basic
data, know edge, or facilities needed to acconplish
the project are available only in the Departnent.

b. The end results of the project will serve the public
interest and are consistent with Departnent prograns.

c. Undertaking the project will not result in the
di version of resources to the detrinent of the basic
prograns of the operating unit.
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d. The results of the service, or the fact that the
Department has undertaken the service, will not result
in controversy which will have an adverse effect upon
the reputation of the responsible operating unit for
inpartiality and objectivity.

e. A witten agreenent is entered into covering the
service to be perforned; and such agreenent shal
provi de, unless determ ned otherw se for good reason
shown, that no exclusive proprietary interest shal
accrue to the individual or group. The agreenent
shall also provide that the results of special studies
are the joint property of the individual or group and
of the Department, and that the Departnment may publish
or make use of the results of studies w thout any
obligation to the sponsor.

f. It is authorized by | aw.

.02 Joint Projects

. 03

Joint projects may be undertaken wi th business
organi zati ons, research organizations, public

organi zati ons and agencies. The results of the joint

proj ect should be available to all sponsors. Each sponsor
shoul d have the right to publish or nake use of the study
wi t hout obligation to the other co-sponsors. The
agreement will specify the rights of each sponsor to the
results of the joint project.

Unl ess otherw se provided by statute, a joint project wll
be undertaken only when both of the foll owi ng conditions
exi st s:
a. The project cannot be done at all or done as
ef fectively without the participation of the outside
entity; and
b. The project is essential to a Departnent program

Access to Confidential Information

No service, publication, access or information will be
provi ded ot her Governnent agencies or the public which
woul d violate the provisions of any law requiring that
i nformation be held confidential.
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Full| Cost Recovery Standard

The cost of activities performed will be determned in
accordance with Chapter 12, "4.0-Full Cost, of this
Handbook. Accordingly, the accounting records shall be
the official source of such cost determ nations. The

| egal or administrative basis for exception to full cost
recovery shall be reflected in the accounting records.

Del egat ed Authority

The authority of the Secretary, under 15 U S.C. Sec. 1525-
1527 and ot her provisions of law, to engage in joint
projects with non-profit organi zations, research

organi zations, industry, or public organizations and
agencies; and to apportion equitably the costs of the
joint project, is delegated to the heads of operating
units.

Wai ver of Paynent

Paynment by a non-profit research or public organization or
agency of its share of the cost of joint projects may be
wai ved under conditions set forth in "6.07-Excepti ons of
this chapter. Paynents may al so be waived when it is
determ ned that the organization is financially unable to
pay its full apportioned cost.

The head of the operating unit or designee, acting with

t he advice of the operating unit:=s Chief Financial

Oficer, will determ ne the appropriate portion of the
project's costs to be waived. A waiver of cost nust be
obt ai ned before signing any agreenment to performthe joint
proj ect and before beginning work on the project. The

| egal or administrative basis for exception to full cost
recovery shall be docunented in the accounting records.
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Excepti ons

Exceptions to full cost recovery nay be made when any of
the follow ng conditions are nmet. Exceptions and the
docunment ati on thereof should be undertaken with the advice
of the operating unit's Chief Financial Officer.

a. The recovery of full cost is in conflict with
statutory requirenments or would seriously inpair the
obj ectives of the program or public policy.

c. The furnishing of the service wi thout charge is an
appropriate or reciprocal courtesy to a foreign
country or international agreement to which the U S.
has subscri bed.

d. Conparable fees are set on a reciprocal basis with a
foreign country.

A bureau CFO may recommend to the O fice of Management and
Budget (OMB) exceptions to the general policy be nade
when:

a. The cost of collecting the fees would be an unduly
| arge part of the receipts of the activity.

b. The recipient is engaged in a non-profit activity
designed for the public safety, health, or welfare.

C. Payment of the full cost by a Federal agency, state or
| ocal governnent, or non-profit group would not be in
t he best interest of the program

d. The furnishing of information to a recipient is
clearly a reasonabl e exchange of information with a
voluntary contributor or information to a Depart nent
program

e Any ot her condition exists that, in the opinion of the
CFO, justifies an exception.

Di sposition of Receipts

All receipts for work perfornmed or to be perforned under
15 U.S. C. 1525 shall be deposited in a separate account or
accounts. Such receipts may be used to directly pay the
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costs of such work or services, to repay or nake advances
to appropriations or funds which will bear all or part of
such costs, or to refund excess suns when necessary,

provi ded that said receipts nmay be credited to a working
capital fund otherw se established by |aw, and used as
mandat ed. The fund to which the receipts are credited
must be avail able for use by the operating unit which is
responsi ble for perform ng the work or services for which
paynment i s received.

All receipts for work or services perfornmed for other

GOVer nnment agenci es under Seciion 601 of the Econony ACT,
31 U.S.C. Sec. 1535 (see Reference G shall be deposited:

a. In the case of advance paynents to special working
funds; or
b. In the case of paynents other than advance paynents,

to the appropriation or funds agai nst which charges
have been made pursuant to any such order, or such
ot her fund as may be necessary until an appropriate
determ nati on can be nmade.

All receipts for furnishing specialized or technical
services authorized under Title Il of the

I nt ergover nnent al Cooperation Act may be deposited in
appropriations or funds from which the cost of providing
such services has been paid or is to be charged.

Recei pts for work or services performed for the public
must be deposited to Treasury m scell aneous recei pt
accounts unl ess deposit to Departnment appropriations and
funds is otherw se specifically authorized by statute.
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Section 7.0 Inter-Entity Costs

Each entity's full cost should incorporate the full cost of
goods and services that it receives fromother entities. The
entity providing the goods or services has the responsibility
to provide the receiving entity with information on the full
cost of such goods or services either through billing or other
advice. Recognition of inter-entity costs that are not fully
reimbursed is limted to material itens that (1) are
significant to the receiving entity, (2) forman integral or
necessary part of the receiving entity's output, and (3) can
be identified or matched to the receiving entity with
reasonabl e precision. Broad and general support services
provi ded by an entity to all or nost other entities should not
be recogni zed unl ess such services forma vital and integral
part of the operations or output of the receiving entity.

If an entity provides goods or services to another entity,
regardl ess of whether full reinmbursement is received, the
providing entity should continue to recognize inits
accounting records the full cost of those goods or services.
The full costs of the goods or services provided should al so
be reported to the receiving entity by the providing entity.

The receiving entity should recognize in its accounting
records the full cost of the goods or services it receives as
an expense or, if appropriate, as an asset (such as

wor k-i n-process inventory). The cost of non-reinbursed or
under -rei mbursed goods or services should be avail able from
the providing entity. Bureaus 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 nay
be used by the receiving entity. The estimate should be of
the cost of the goods or services received. To the extent that
rei moursenment is less than full cost, the receiving entity
shoul d recogni ze the difference in its accounting records as a
financing source. Inter-entity expenses/assets and financing
sources would be elimnated for any consolidated financi al
statements covering both entities.

.01 Recognition Criteria

ldeally, all inter-entity costs should be recognized by
the receiving entity. However, there are sone cases in
whi ch the cost of non-reinbursed or under-rei mbursed goods
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or services received fromother entities need not be
recogni zed as part of the cost of the receiving entity.
The follow ng general criteria are provided to help in
determ ning the types of inter-entity costs that should or
shoul d not be recogni zed.

a. Materiality -- In the context of deciding which
inter-entity transactions are to be recogni zed,
materiality, as used here, is directed to the
i ndividual inter-entity transaction rather than to all
inter-entity transactions as a whole. Under this
concept a nmuch nore limted recognition is intended
t han woul d be achi eved by reference to the general
materiality concept.

Materiality should be considered in terns of the

I nportance of the inter-entity transaction to the
receiving entity. The inportance of the transaction,
and thereby its recognition, should be judged in |ight
of the follow ng factors:

1. Significance to the entity -- The cost of the
good or service is |arge enough that managenment
shoul d be aware of the cost when maki ng

deci si ons.
2. Directness of relationship to the entity's
operations -- The good or service provided is

an integral part of and necessary to the output
produced by the entity.

3. ldentifiability -- The cost of the good or
service provided to the entity can be matched
to the entity with reasonabl e precision. The
determ nation of whether the cost is materi al
requi res the exercise of considerabl e judgment,
based on the specific facts and circunstances
of each transaction.

b. Broad, general support -- Some entities provide broad,
general support to many, if not all, reporting
entities in the Federal Government. Most often this
type of support involves the establishment of policies
and/ or the provision of general guidance. The costs
of such broad services should not be recognized as an
expense (or asset) by the receiving entities when



12-19 Revi sed, TM A-02(4/00)

there is no reinbursenent of costs. Thus the standard
does not apply when support is of a general nature
provided to all or nobst entities of the Federal

Gover nnment .

The decision as to whether the cost of non-reinbursed or
under -rei mbur sed goods and services should be recogni zed
requires the use of judgenment. None of the criteria
| i sted above are, by thenselves, fully or exclusively
determ native. They should be considered in conbination.

Section 8.0 Inputed Interest Rate

| mputed i nterest cost on Government investnent nust be
conputed and included in the selling price when bureaus
produce and sell goods and services solely outside the
Governnent. When bureau sal es, however, are not solely
outside the Governnent, but also to other Governnment agencies,
sone ot her basis, such as the percentage of total sales

out side the Governnent would provide a rationale basis for
such a determ nation.

The rate of interest used shall be the average interest rate
for marketable interest-bearing debt determ ned by the
Secretary of the Treasury. The interest cost for each year
shal | be based on a wei ghted average of the Governnent

i nvest nent engaged in sales outside the Governnent.

Unl ess specified by law, that portion of sales revenue that
covers inputed interest nust be returned to Treasury as
i nterest.

Section 9.0 Long-term Contract Accounting

.01 Long-termcontracts for the Purchase or Sale of Goods
(Excluding Property, Plant, and Equi pnent) or Services

Bur eaus nust recognize the liability for goods and
servi ces purchased under |ong-termcontracts in the period
in which the goods or services (or a portion thereof) are

received or accepted. The related asset (i.e., inventory,
materials and supplies, or work in process) or expense, as
appropriate, will be recorded at the sanme tine as the

liability.
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Bur eaus nust recogni ze the revenue and costs of goods and
services sold under a long-termcontract in the period in
whi ch the goods or services are delivered or
constructively delivered to the purchaser.

.02 Long-term Contracts for the Purchase or Sale of Property,
Pl ant, and Equi pnent

For financial reporting purposes, bureaus must conpute the
liability for property, plant, and equi pnment manufactured
or constructed for them under |ong-termcontracts on the
basis of verified estinmtes of work conpl eted (percentage-
of -conpl eti on nmethod). Contractor reports or invoices
shoul d be used to determ ne work conpl eted, rather than

di sbursenents nade. Appropriate liabilities for contract

retainages, if any, will also be recorded. The
appropriate property, plant, and equi pnment accounts
(i ncluding construction in progress) will also be adjusted

based on liabilities recorded.

.03 Advances Under Long-term Contracts

Paynments by bureaus to contractors under any |ong-term
contract in excess of related liabilities at the end of an
accounting period will be accounted for as advances under

| ong-term contracts until goods or services are received
or until contract terns are nmet. When goods or services
are received or contract ternms net, the expense or
acquired asset shall be recogni zed and the advances or
prepaynents reduced.

For advance paynments to grant recipients, see GAO Policy
and Procedures Manual for Guidance of Federal Agenci es,
Title 2, Section Gl0, "G ants and Cooperative Agreenents,”
and DOC' s Cash Managenent Poli1cies and Procedures
Handbook, Chapter 5.

Recei pts by a bureau from purchasers under any |long-term
contract in excess of revenues earned as of the end of an
accounting period will be reported as revenues received in
advance (a liability account). The liability anount w |
be decreased as the revenues are earned and recogni zed.

Section 10.0 Stewardship | nvestnents
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"Stewardshi p i nvestnents" are substantial investnents made by
t he Federal Governnment for the benefit of the nation. \When
incurred, they are treated as expenses in determning the net
costs of operations. However, these itens merit speci al
treatment so that readers of Government financial reports know
the extent of these investnents that are made for |ong-term
benefit. Such investnments will be neasured in terns of
expenses incurred for certain education and training prograns,
Federal ly financed research and devel opnent; and Federally
financed but not Federally owned property, such as bridges and
r oads.

.01 Definition - Non-Federal Physical Property

"l nvest ment in non-Federal physical property” refers to

t hose expenses incurred by the Federal Government for the
purchase, the construction, or the major renovation of
physi cal property owned by state and | ocal governnents,

i ncludi ng maj or additions, alterations, and replacenents;
t he purchase of major equi prment; and the purchase or

I mprovenment of other physical assets. Grants for

mai nt enance and operations are not considered investnents.

.02 Measurenment - Non-Federal Physical Property

The financial investnent shall be measured on the sane
basi s of accounting as used for financial statenment

pur poses, including appropriate accrual adjustnments,
general and adm nistrative overhead, and costs of
facilities. Amunts shall be reported in nom nal dollars.
Cash grants related to non- Federal physical property
prograns are recogni zed and reported as expenses in
arriving at the net cost of operations.

Expenses incurred for programcosts, contracts, or grants
with split purposes® shall be reported on the basis of an

al l ocation of the expenses. |If allocation is not

feasi ble, the investnent shall be reported on the basis of
t he predom nant application of the expense or transfer.

.03 Definition - Hunman Capit al

An exanpl e of an investnment (non-federal physical property) with
split purposes is a grant issued to a state to construct segnents of the
Nat i onal Hi ghway System and to conduct hi ghway research.
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Al nvestment in human capital@ refers to those expenses

i ncurred for programs for education and training of the
public that are intended to maintain or increase national
productive capacity and that produce outputs and outcones
t hat provide evidence of maintaining or increasing

nati onal productive capacity. The definition excludes
education and traini ng expenses for Federal civilian and
mlitary personnel. It also excludes education and
trai ni ng expenses whose purpose i s not maintaining or
enhanci ng nati onal productive capacity.

.04 Measurenment - Hunan Capital

The investnment shall be measured on the sane basis of
accounting as used for financial statenments, including
appropriate accrual adjustnments, general and

adm ni strative overhead, and costs of facilities. Anounts
shall be reported in nom nal doll ars.

Expenses incurred for prograns, contracts, or grants with
split purposes? shall be reported on the basis of an

al l ocation of the investnent expenses. |If allocation is
not feasible, the investnment shall be reported on the
basis of the predom nant application of the expenses

i ncurred.

By no later than the third year after the effective date
of this standard, nmanagers of the investnent program
shoul d be able to provide information on the outcones for
the progranms for which the investnents are reported. |If
outconme data are not avail able (for exanple, the agency
has not agreed on outcone nmeasures for the program the
agency is unable to collect reliable outcone data or the
outconmes will not occur for several years), output data
t hat best provide indications of the intended program
out conmes shall be used to justify continued treatnment of
expenses as investnents until outcone data are avail abl e.

2 Anot her exanpl e of an investnent (human capital) with a split

purpose is a grant issued to a teaching hospital to perform both nedica
education and nedi cal research.
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Definitions and characteristics of outputs and outcones
are provided in the paragraphs that follow.?

C Qut put - A tabul ation, cal culation, or recording of
activity or effort that can be expressed in a
quantitative or qualitative manner. CQutputs shall
have two key characteristics: (1) they shall be
systematically or periodically captured through an
accounting or managenment information system and (2)
there shall be a logical connection between the
reported nmeasures and the progranm s purpose. Exanples
of human capital output are high school and coll ege
graduates as a percentage of popul ation over 25.

C Qut come - An assessnent of the results of a program
conpared to its intended purpose. CQutcones shall: (1)
be capabl e of being described in financial, econom c,
or quantitative terns and (2) provide a plausible
basis for concluding that the program has had or wl|
have its intended effect. Exanples of human capital
out comes are program graduates obtaining jobs within 2
nont hs of program conpl eti on or program graduates
obt ai ni ng j obs maki ng nore noney than they previously
recei ved on Federal aid.

.05 Definition - Research and Devel opnent

"I nvestnent in research and devel opnent™” refers to those
expenses incurred to support the search for new or refined
know edge and i deas and for the application or use of such
know edge and ideas for the devel opment of new or inproved
products and processes with the expectation of maintaining
or increasing national econom c productive capacity or

yi el ding other future benefits. Research and devel opnent
is conposed of:

C Basi c research: systematic study to gain know edge or
under st andi ng of the fundanmental aspects of phenonena
and of observable facts w thout specific applications
toward processes or products in m nd;

% The human capital outputs and outcones should be the same as those

nmeasured for the Covernnent Performance and Results Act (GPRA) and the budget
could be reported in a Statenent of Program Performance Measures as descri bed
in Appendix 1-F to the concepts statement entitled, Entity and Display, SFFAC
No. 2.
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C Applied research: systematic study to gain know edge
or understandi ng necessary for determ ning the neans
by which a recognized and specific need nay be net;
and

C Devel opnment: systematic use of the know edge and
under st andi ng gained fromresearch for the production
of useful materials, devices, systens, or nethods,

i ncludi ng the design and devel opnent of prototypes and
processes. *

Research and devel opnment includes | aboratory research to

di scover new know edge, seeking applications for new research
findings, formul ati on and desi gn of product or process
alternatives, testing of product or process alternatives,
nodi fi cation of products or processes, pre-production

pr ot ot ypes and nodels, design of tools, jigs, nolds and dies

i nvol vi ng new technol ogy, and engi neering activities until the
product neets specific functional and econom c requirenents
and is ready for production.

Research and devel opnment excl udes routi ne product testing,
quality control, mapping, collection of general purpose
statistics, experinental production, routine nonitoring and
eval uati on of an operational program and the training of
scientific and techni cal personnel.

.06 Measurenent - Research and Devel opnent

The investnment shall be nmeasured on the sane basis of
accounting as used for financial statenents, including
appropriate accrual adjustnents, general and

adm ni strative overhead, and costs of facilities. Anounts
shall be reported in nom nal dollars.

Costs for property, plant, or equipnent acquired or
constructed for a particular research and devel opnent
project with no alternative future uses are to be
depreci ated over the life of the specific project.

a. Materi al s, equipnent, and facilities:

4 See OMB Gircul ar A-11, Section 84.



12-25 Revi sed, TM A-02(4/00)

1. If alternative future uses exist, the cost
shoul d be capitalized as a tangi bl e asset when
acquired or constructed. The cost of materials
used in research and devel opnent activities and
depreciation of equipnent or facilities are to
be shown as operating costs.

2. | f acquired or constructed for a particular
research and devel opnment project and no
alternative future use exists, such costs are
expensed as operating costs when incurred.

b. Sal ari es, wages, and other costs of personnel engaged
in research and devel opnent are expensed when
i ncurred.

C. I nt angi bl es purchased from ot hers:

1. If alternative uses exist, the cost of such
assets should be capitalized and depreciated
over the estimated useful |life of the asset.
The depreciation of intangible assets used in
research and devel opnment is to be shown as an
operating expense.

2. | f purchased for a particular research and
devel opnent project and no alternative future
use exists, such expenditures are expensed as
research and devel opnent when incurred.

d. Research and devel opnent services performed by outside
contractors are expensed as operating costs when
I ncurred.

e. Research and devel opnent costs include a reasonable
al l ocation of indirect costs. General and
adm ni strative costs not clearly related to research
and devel opnent activities are not expensed as
research and devel opnment.

Expenses incurred for prograns, contracts, or grants with
split purposes shall be reported on the basis of an

al l ocation of the investnent expenses. |If allocation is
not feasible, the investnment shall be reported on the
basis of the predom nant application of the expenses

I ncurred.
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By no |later than the third year after Septenber 30, 1997,
managers of the investnent program should be able to
provi de information on the outcones for the prograns for
whi ch the investnents are reported. |If outcone data are
not avail able (for exanple, the agency has not agreed on
out come neasures for the program the agency is unable to
coll ect reliable outcome data, or the outcomes will not
occur for several years), the outputs that best provide

i ndi cations of the intended program outcones shall be used
to justify continued treatnent of expenses as investnents
until outconme data are available. Definitions and
characteristics of outputs and outconmes foll ow.

C Qut put - A tabulation, calculation, or recording of
activity or effort that can be expressed in a
quantitative or qualitative manner. They shall have
two key characteristics: (1) they shall be
systematically or periodically captured through an
accounting or managenent information system and (2)
there shall be a logical connection between the
reported neasures and the program s purpose. In
research and devel opnment programs, this m ght consi st
of data for the year concerning the nunber of new
projects initiated, the nunmber continued fromthe
prior year, the nunber conpleted and the nunber
term nated. It also m ght consist of such
gquantitative nmeasures as bibliometrics (for exanple,
publication counts, citation counts and anal ysis, and
peer evaluation); patent counts and anal ysis; and
science "indicators" that assess the ongoing vitality
of the research (for exanple, statistics on scientific
and engi neering personnel, graduate students and
degree recipients by field and sector)?>.

C Qutconme - An assessnent of the results of a program
conpared to its intended purpose. Because of the
difficulty of measuring such results for research and
devel opnent prograns in financial, econom c, or
quantitative terms, outconme data for such prograns are
expected to consist typically of a narrative

> Research Fundi ng as an Investment: Can W Measure the Returns?, A

Techni cal Menorandum Congress of the United States, Ofice of Technol ogy
Assessment (Apr. 1986).
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di scussion of the major results achieved by the
program during the year, along the follow ng |ines:

- Basi ¢ Research - an identification of any mmjor
new di scoveries that were made during the year

- Appl i ed Research - an identification of any
maj or new applications that were devel oped
during the year; or

- Devel opment - the progress of major
devel opnental projects including the results
with respect to projects conpleted or otherw se
term nated during the year and the status of
projects that will continue.

The information provided concerni ng outcones
shoul d be chosen to provide, in concise form a
pl ausi bl e basis for judging the extent to which
the programis achieving its purpose.

Section 11.0 Research Cost Sharing

Research and devel opnent represents the search for new or
refined know edge and i deas and the application or use of this
know edge. This section prescribes the policies and procedures
to be followed in regard to research cost sharing by the
Department of Commerce.

.01 Policy

The Departnment of Commerce's policy is that performng
organi zations wll participate to an appropriate extent in
the cost of Federally supported research. Consideration of
t he benefits to be derived by the participating

organi zation and its financial ability to do so, will be

t he governing factors on the extent of their participation
in research cost sharing. Participation by the perform ng
organi zation in the cost of conducting research projects
tends to assure the follow ng:



.02
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a. Efficient utilization of the resources avail able for
t he conduct of research;

b. Sound pl anning and prudent fiscal policies, which
serves the nutual interest of both the Federal
Governnment and the perform ng organi zati ons; and

cC. Ext ended i npact of governnmental spending.

Cost Sharing Not Appropriate

Cost sharing may not be appropriate in sone instances
because of one of the follow ng circunstances:

a. The research objective or scope of effort for the
project is specified by the Governnent rather than
proposed by the perform ng organi zation.

b. The research effort has only m nor relevance to the
non- Federal activities of the perform ng organi zati on,
and the organi zation is proposing to undertake the
research primarily as a service to the Governnent.

c. The organization has little or no non-Federal sources
of funds from which to nake a cost contri bution.

d. Cost sharing need not be a prerequisite to the award
of a research agreenent (unless required by statute)
I f the agency concl udes that paynment of the full cost
of the research effort is necessary in order to obtain
the services of the particul ar organization.

Det er mi nati on of the Amount

The amount of cost participation by perform ng agencies

will be the amount nutually agreed upon by the parties,
provided it is consistent with any statutory requirenents.
The following factors will be considered in any

negotiations with perform ng organi zati ons regardi ng the
amount of cost participation:

a. Educational Institutions and Non-Profit Organi zati ons
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Cost participation should normally be at | east one
percent of total project cost. |In many cases cost
sharing of less than five percent of total project
cost woul d be appropriate in view of the

organi zation's non-profit status and their normally
limted ability to recover the cost of such
partici pation from non-Federal sources. |In other
cases, it may be appropriate for educational
institutions to provide a higher degree of cost
sharing, such as when the cost of the research
consists primarily of the academ c year sal ary of
faculty menbers, or when equi pnment acquired by the
institution for the project will be of significant
value to the institution in its educati onal
activities.

Commercial or Industrial Organi zations

Cost participation could range fromas little as one
percent or less to nore than 50 percent of total
project cost. The amount of cost participation wl
depend to a | arge extent on whether the research
effort or results are likely to enhance the perform ng
organi zation's capability, expertise, or conpetitive
position, and the value of such enhancenent to the
perform ng organization. It should be recognized that
t hose organi zati ons which are predom nantly engaged in
research and devel opment and have little or no
production or other service activities may not have
the capability to derive a nonetary benefit fromtheir
research under Federal agreenents.

Statutory Cost Sharing

When cost sharing is required by statute, cost

partici pation of |ess than one percent nay be
appropriate, if any of the circunstances |isted under
Section 11.02 of this chapter are present. When cost
sharing is required by statute, the guidelines
prescribed in this chapter shall apply insofar as they
are not inconsistent with statutory requirenents.
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| nventi ons, Patents, or Technical |nformation

If the perform ng organi zati on does not acquire title
to or the right to use the inventions, patents, or
technical information resulting fromthe research
project, it would generally be appropriate to obtain

| ess cost sharing than in cases in which the perforner
acquires such rights.

Nati onal | nterest

A relatively | ow degree of cost sharing may be
appropriate if an area of research requires speci al
stinmulus in the national interest.

Fee or Profit

A fee or profit will usually not be paid to the
perform ng organi zation if the organization is to
contribute to the cost of the research effort, but the
amount of cost sharing nay be reduced to reflect the
fact that the organi zation is foregoing its normal fee
or profit on the research. However, if the research
is expected to be of only mnor value to the
perform ng organization and if cost sharing is not
required by statute, it may be appropriate for the
organi zation to make a contribution in the formof a
reduced fee or profit rather than sharing the cost of
t he project.
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.04 Adm nistration

a. Gener al

The amount of cost sharing by a performng

organi zation may be determ ned for each individual
research project, or the aggregate of all or sone of
t he research projects supported by the Departnment or a
gi ven organi zation. When the amount of cost sharing
I's determ ned for individual projects, a relatively
hi gh contribution for a project in one year nmay be
of fset by a relatively I ow contribution for the
project in another year. Wen the anmount of cost
sharing is determ ned on a group of projects with a
gi ven perform ng organization, a relatively high
contribution on sone projects may be offset by a
relatively | ow contribution on others.

b. Allowance for Perform ng Organization's Contribution

A perform ng organi zation's contribution may be
acconpl i shed by sharing in any direct or indirect
research costs; provided they would ot herwi se be

al | owabl e in accordance with the cost principles
applicable to research agreenents, and that such costs
are not charged to the Federal Governnment under any

ot her grant or contract. The amount of a contribution
arising fromwaived fees or profits is subject to any
statutory limtations on fees or profits.

C. Recor ds

All research agreenments will require the perforn ng
organi zation to maintain records of all costs it
clainms as being its contribution, as well as records
of costs to be paid by the Governnment. These records
will be properly maintained and avail able for audit by
t he Federal Governnent.

d. Document ati on

Al'l research and devel opnent agreenents will be
supported by docunentary evidence showi ng conpliance
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with this chapter. The file will contain a record of
the basis for, and the negotiations involved in,
establishing the agreed upon rates. \Where an
agreenment does not provide for cost sharing, a
statenment of the reasons for not requiring cost
sharing will be furnished by the program manager and
mai ntai ned in the permanent records.



