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ARE  YOU  IN  A 

COST  WAR? 

The Cost War is the struggle to accomplish the 

mission in an environment of constrained 

fiscal resources.

(and what are you going to do about it?)

The Cost War
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Constrained Resource Responses 
There are three responses possible:

• Get more budget.  Agencies should certainly try to get more 
budget dollars.  While this strategy has worked in the past, it 
is unlikely to work as well in the future.

• Get rid of force structure.  Organization structure has been 
cut in the past and can certainly happen again in the future.  
This will undeniably result in weaker mission effects than a 
strategy that aggressively pursues the third option.

• Get more cost effective.  Ten years of even modest two to 
three percent per year continuous improvement gains will 
make an enormous difference in mission capability.  3



Cents of Mission

• Command and Control is fundamentally 
about accomplishing the mission
• Armies use it to win on the battlefield

• Companies use it to make a profit

• Individuals use it to accomplish their goals

• This universal, timeless process brings 
discipline, common sense, creativity, and 
logic to the problem of getting things done 
in the face of constraints



Actionable cost 
intelligence

• Translates efforts 
and actions into 
dollars: the language 
of management

Learning 
oriented process

• Institutionalizes a 
forum for creative 
accountability

Key Requirements Defined in 

Cost Management and Control in 

Government

Aggressive, 
knowledgeable 

leadership

(cost chain of 
command)

Strong staff, 
strong staff 
organization

(ACE – Analytic 
Cost Expert)

Learning 
oriented process

(after action 
review)

Actionable cost 
intelligence

(managerial 
costing)
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required
compliance
structured
audit
stable

purpose
goal

methodology
test

dynamics

needed
learning

customized
use

responsive

external reporting                     managerial costing

Differentiating Financial Accounting 
and Managerial Costing
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Framework for Cost Measurement

Purpose Description

Financial Costing Cost Accounting Required in External Reporting

Managerial Costing Costing Developed to Support Internal Needs

Control of Operations

Organization Based Control

Role Based Control

Output Based Control

Costing that Enables Continuous Improvement in Mission 

Responsibility Costing of Org Chart Entities

Costing that Informs Accountable Consumers of Support 

Costing that Enables Accountability for Product or Service Cost

Decision Support

Price Setting

Cost Benefit Analysis

Other Ad Hoc Analyses

Ad Hoc Costing that Informs Decision Makers

Costing that Enables Pricing

Cost Estimates that Inform Choice Among Alternatives

Costing Constructed to Support Other Strategic Needs

Contribution to forthcoming Cost Accounting in Government:  Theory and Applications



I . Thou shall

not attack or

defend past

practice

II . Thou shall

always seek

better ways

to operate

III.  Savings

shall fund 

saver’s unfunded

needs

IV.  Command

shall under-

stand cost 

and  drive 

improvement 

initiativesShould Cost 

Could Cost 
= Less Cost 

Budget

Efficiencies 
 Spending, not budget, drives mission

 Efficiencies are budget multipliers

 Cost-managed organizations
 command and control cost
 self supplement
 continuously improve
 aggressively stimulate creativity

execute measureplan Spend

The Cost Managed Organization

AAR

Mission
Effectiveness

8



Payoff: Mission Accomplishment
• Promises better achievement of mission 

• Provides an aggressive, forward leaning alternative to 
defensive reaction to cuts, limits, and controls

• Reduced resources are becoming a way of life 

• Cost Management and Control can provide significant 
benefits to your Mission!!
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“A good plan violently 
executed now is better than a 
perfect plan next week” LTG 

Patton 



COST ACCOUNTING:  DATA DRIVEN DECISION MAKING 

TO KEEP A REVOLVING FUND SOLVENT

LEN OLIJAR

BUREAU OF ENGRAVING AND PRINTING
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The Business of Making “Money”

Bureau of Engraving and Printing



Mission and Vision

MISSION

The mission of the Bureau of Engraving and Printing (BEP) is to develop 

and produce United States currency notes, trusted worldwide.

VISION

The BEP is a world-class securities printer providing our customers and the 

public superior products through excellence in manufacturing and 

technological innovation.
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About BEP

• Began operating in 1862.

• Became the sole producer of US currency in 1877.

• Two facilities: Washington, DC and Fort Worth, TX.

• Number of employees: 1,800; (DCF 1,200) + (WCF 600).

• 15 unions and 19 bargaining units.

Washington, DC Facility (DCF)

Main Building (1914)   Annex Building (1938)

Western Currency Facility (WCF)

Fort Worth, Texas (1991)
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Regulatory Authority

AUTHORITY TO PRINT

Under authority conferred upon the Secretary of the Treasury by 31 U.S.C. 

321 (a) (4), to engrave and print currency and other security documents.

FINANCING

Self-financed: Working capital, operations, administrative costs, and capital 

investment funds are financed by a revolving fund established in 1950 that is 

reimbursed through product sales for direct and indirect costs of operations 

including administrative expenses (Public Law 81-656 and Public Law 95-

81). 
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Revolving Fund

Labor, Materials 
and Supplies, 

Services & 
Equipment

Currency & 
Security Products

Customers

Reimburse
Purchase

Manufacture
Deliver

Self Supporting Life Cycle
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What We Do
• Print 7 - 8 billion Federal Reserve notes annually for delivery to the Federal 

Reserve Board, the nation’s central bank

• Engrave currency plates and dies and manufacture certain inks

• Produce other federal securities such as passport pages, military ID cards, 

law enforcement credentials, etc.

• Advise and assist other federal agencies with technical  document security 

matters (counterfeiting)

• Review cash destruction and unfit currency operations at Federal Reserve 

Banks

• Redeem mutilated paper currency for the public

• The BEP does not produce coins – all U.S. coinage is minted by the United 

States Mint 
16



General Production Facts
• The FY 2016 currency order is 7.6 billion notes.

• During FY 2015, the BEP:

• Recognized revenues of $667 million.    

• Currency sales accounted for 

over 97% of revenue. 

• Produced approximately 30 million notes per day.

• Delivered approximately 7.2 billion notes at an average cost of 9 cents 

per note.

• Used approximately 10 tons of ink per day between both facilities.

• On average, more than 90% of the notes delivered replace worn notes taken 

out of circulation.  The average life of a $1 note is almost six years.
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Currency Production History
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• The BEP receives an annual currency order from the Federal Reserve 

Board (FRB) in August.  Prices are negotiated in October/November.  The 

order may change during the year (especially the mix).

• The annual currency order averaged 7 billion notes over the past decade. 

• Currency in circulation continues to grow – cash remains a payment 

mechanism of choice.  Over $1.4 trillion (38 billion notes) in circulation.
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The Importance of Cost Accounting 

• BEP receives no appropriations, but is apportioned

• Proceeds from the sale of products is our sole source of funds. 

• The Bureau is must generate the revenue stream necessary to generate the working 

capital to keep the revolving fund solvent.  Cash flow is critical to compliance with the 

Anti-Deficiency Act.

• The Bureau must also for generate the necessary funds to cover capital investments 

($1 billion) including items such as:

• Currency printing presses

• Inspection equipment

• Material processing and handling equipment

• IT Systems including and enterprise resource planning system

• The Bureau operates more like a business than a government agency, and must 

accurately price our products to;

• avoid underpricing products and risk solvency, and

• avoid overpricing products and risk loss of business.
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The Importance of Cost Accounting 

• It is imperative that the Bureau operate a strong cost accounting system in order to 

ensure that all costs are traced or allocated to products,

• Competition DOES exist for the Bureau:

• Postage stamp business,

• The $1 coin,

• The Euro and

• Digital money.

• All costs must be managed to ensure liquidity and to fund capital investments.

• Inventories must be properly valued, and financial statements prepared in accordance 

with private sector generally accepted accounting principles (GAAP).  Cash flows are 

critical to BEP.  We have no borrowing authority.

• BEP has received an unmodified audit opinion on its financial statements from an 

independent public accounting firm for 31 consecutive years.
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Background of the Currency Program

• Prior to the design changes that began in the 1990s, all currency 

denominations were essentially the same from a manufacturing standpoint.

• Same inks (green and black) and same paper were used to produce all 

denominations. 

• Ink costs were evenly spread among all product lines (i.e., the “peanut 

butter” method). 

• BEP had one billing rate and standard cost for all denominations:

• Production costs were spread over all denominations evenly.

• Each denomination was identical in terms of direct material and level of 

effort to produce and experienced the same productivity, ink usage and 

spoilage performance. 



Currency Redesign Impacts Product Costing
• BEP’s currency program became more complex with the advent of the Advanced 

Counterfeit Deterrence (ACD) program, which incorporated additional, denomination-

specific security features into the product.

• Starting in 1990 a security thread was incorporated into the paper for the higher 

denomination notes.

• At present, only the $1 and $2 notes are still produced using the same  anti-

counterfeiting features. 

• All denominations over $2 utilize the offset printing (color), which adds an 

additional operation to the production process, increasing both material and 

conversion costs.

• Series 1990 $100 note
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Cost Implications of Currency Redesigns

• Starting in 1996 the New Currency Design (NCD) notes (big heads) went 

into production beginning with the $100 note

• NCD notes included redesigned portraits, watermarks, and color-shifting 

ink. 
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Cost Implications of Currency Redesigns
• Starting in 2003 the Next Generation (NXG) of currency notes went into 

production beginning with the $20 note.  

• Additional overt and covert security features were added to the notes.  

• The new $100 note is the most complex of the NXG notes, incorporating 

additional features that are solely unique to the note (optical variant 

thread, the “tilt-and-find,” etc.)

• The paper used to print a $100 note is almost 4 times the cost of that 

used to print a $1 note.  Color-shifting ink is almost a hundred times 

more expensive than the traditional green and black intaglio inks on a 

cost per pound basis.
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Cost Implications of Currency Redesigns

• Changes to the manufacturing cost per thousand notes for currency 

redesigns of the $100 note at a mature production state.
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Cost Implications of Currency Redesign

• It became obvious that as currency notes evolved, the cost accounting and 

billing rate systems for currency needed to evolve as well.

• As a result of the changes in the currency, it was no longer appropriate or 

feasible to have the same for billing rate and standard cost for financial 

reporting. 

• Each successive change in the design of currency has increased the 

complexity of the currency note and made it even more important to attribute 

and allocate all costs accurately.

• Productivity and spoilage costs vary significantly depending on the complexity 

of the note.  

• The more complex a note is to produce, the slower the equipment 



Cost Implications of Currency Redesigns

• Due to inherent differences in product design between each denomination 

(materials, operations, note complexity, and even the note’s appearance), 

productivity, spoilage, and ink usage metrics are required for each 

denomination/operation/equipment combination.

• Newer equipment is more efficient than older equipment, resulting in 

higher productivity rates, higher yields, and higher ink usage rates.  

Production is traced to those machines that actually produce the work.  

• Ink usage varies between denominations due to the differences in 

portrait sizes, lettering sizes, and background scrollwork for each 

denomination.

• Ink costs are assigned to each denomination by direct tracing.  

Denominations are charged with only those inks that are consumed 

during their production.
27



Cost and Pricing Methodology

• For billing rate purposes, BEP currency products are grouped into five 

categories:  

• Regular ($1 and $2) notes

• NexGen $5 notes

• NexGen $10 notes

• NexGen $20 and $50 notes

• NexGen $100 notes.  

• Billing rates by product group are the same regardless of the facility where the 

notes are produced.

• Unique production requirements, material requirements and material costs for 

each denomination provide the basis for the five billing rate categories.

• The FRB is billed monthly for all products delivered by the BEP.
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Cost and Pricing Methodology

The BEP provides full costing-based billing rates to the FRB.  In accordance with 

GAAP, the BEP also uses the full costing method to value all work-in-process 

and finished good products for financial statement purposes.  

• Currency Billing Rate (Cost Pools)

• Manufacturing

• Engraving

• Research and Development

• General and Administrative

• Manufacturing Support

• Working Capital

29
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FINANCIAL REPORT
FOR MONTHLY PRODUCTION AND COST MEETING

MONTH OF MARCH 2016

PRODUCT
FY 2016

STANDARD
MAR 16
ACTUAL

MAR 15
ACTUAL

FISCAL YEAR COST
FY 2016         FY 2015

CURRENCY

DCF:                               $1 NOTES - 50 $29.77 $30.37 $33.45 $31.19 $31.39

$5 NOTES $47.61 $42.30 $43.95 $46.00 $44.59

$20 NOTES $50.17 $46.22 $44.68 $48.26 $46.98

WCF:                              $1 NOTES - 50 $25.67 $22.88 $22.85 $24.63 $22.74

$2 NOTES $28.64 N/A N/A $33.34 $33.32

$10 NOTES $44.23 $44.59 $40.39 $43.24 $42.78

$20 NOTES $46.62 N/A N/A $44.59 $45.58

$50 NOTES $45.11 N/A N/A $44.37 $40.07

$100 NOTES $84.33 $84.58 $76.97 $82.66 $82.90
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STATEMENT OF CURRENCY PRODUCTION COSTS

WASHINGTON DC FACILITY

MARCH 2016 - FY 2016

******* $ 1 50-SUBJECT CURRENCY NOTE PRODUCTION *******

UNIT COST PER 

1000 NOTES MARCH

TOTAL COST PRODUCTION SHIFT PRODUCTIVITY

OPERATION  STANDARD ACTUAL VARIANCE IMPACT VOLUME STANDARD MARCH YTD YTD ACTUAL

PAPER $10.52 $10.52 $0.00 $0 $10.52 

BACK INK 2.40 2.52 (0.12) (10,263) 2.58 

FACE INK 2.24 1.82 0.42 29,761 2.21 

PRINT BACK 1.66 1.37 0.29 24,803 1,720,000 35,500 33,077 32,545 1.69 

PRINT FACE 1.73 1.55 0.18 12,755 1,432,249 34,000 29,230 30,113 1.84 

$18.55 $17.78 $0.77 $57,055 $18.84 

MECH EXAM $0.32 $1.00 ($0.68) ($49,568) 581,009 28,500 17,707 18,634 $0.61 

LEPE 4.44 3.16 1.28 97,357 1,536,000 28,000 22,588 21,648 4.06 

LEPE INK 0.02 0.02 0.00 0 0.02 

NOTE PACKAGING 0.00 0.00 0.00 0 1,536,000 0.00 

FRS VAULT 0.23 0.29 (0.06) (4,608) 1,536,000 0.30 

$5.01 $4.47 $0.54 $43,181 PRODUCTION SPOILAGE: $4.99 

PERCENT

COST EFFECT STANDARD ACTUAL VARIANCE

OF SPOILAGE 1.40 3.32 (1.92) (140,728) 6.85% 15.07% -120.0% 1.84 

TOTAL CASH FLOW- YTD: 8.53%

RELATED COST $24.96 $25.57 ($0.61) ($40,493) $25.67 

DEPRECIATION 4.81 4.80 0.01 5.52 

TOTAL MFG COST $29.77 $30.37 ($0.60) $31.19 

NOTE:EXAM NUMBERS SHOWN ABOVE REFLECT ELECTRONIC EXAMINATION USING THE NEW 50-SUBJECT CURRENCY INSPECTION SYSTEM (CIS) EQUIPMENT.

NEGATIVE NUMBERS INDICATE UNFAVORABLE VARIANCES.

PREPARED BY COST ANALYSIS AND PRICING DIVISION, OFFICE OF FINANCIAL MANAGEMENT



Benefits of Cost Accounting

• Provides detailed information for managerial decision making. 

• Allows BEP to provide detailed financial results to better inform our customer 

(the FRB) of cost drivers.

• Provides transparency – they know what they are paying for and why 

they are paying for it.

• Costs are reviewed each month by BEP management, with the ability to 

analyze each cost element on its own merits. Program managers are held 

accountable for their results. 

• Actual costs for each cost element are compared against budgeted cost.

• Favorable and Unfavorable variances are identified and analyzed –

highlighting successes and opportunities for improvement

• Meaningful financial statements and reporting for FRB, Treasury and 

Congress.

• Best value for the taxpayer
32
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Thank You


