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The Army’s

INSTRUCTIONS FOR BUSINESS AREAS

TO PREPARE 

A

“COST MANAGEMENT / ACTIVITY BASED COSTING


IMPLEMENTATION PLAN”

[image: image2.png]SECRETARY OF THE ARMY
WASHINGTON

10 November 1999

MEMORANDUM FOR PRINCIPAL OFFICIALS OF HEADQUARTERS,
DEPARTMENT OF THE ARMY
MACOM COMMANDERS

SUBJECT: Strateglc Plan for Implementing Cost Management/Activty Based
Costing (ABC)

In response to the USD(ART) Memorandum on Defense-Wide
Implementation of Activity Based Costing/Management (ABC/M) dated July 9,
1999, the Army has developed the enclosed Strategic Implementation Plan. We.
fully endorse Cost Management, using ABC where appropriate, as a process of
‘continuous improvement. The Army will pursue ABC as a tool for the local
‘manager to better understand operational cost and performance. Wa have an
aggressive goal to complete implementation in 11 major business areas that
‘support mission roadiness within three years.

‘To meet this challenging timeline, we willprovide ABC software and
sustainment, establish a Cost Management/ABC course to rapidly train each
business area, conduct prototypes in business araas as needed, and provide Cost
ManagemenvABC training material. Each business area will propare and submit
detailed implementation plans through the Army Managerial Costing Steering
Committee. The Army Cost and Economic Analysis Center wil provide detalled
Instructions to each functional proponent in preparation for the upcorming stesring
committee meeting in December 1999, with information briafings available upon
request.

‘Cost Management Is not a one-time event; tis a long-tem, continuous
Process solution to control cost and improve operatiors. This is an important
culture changing event within the Amy and must have leadership comitment
from each business area. We expect the fullost partiipation throughout the Army-
‘and wil monitor progress through the Quarterly Army Performance Review.

Louis Caldora

Enclosure
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General Guidance and Instructions 

“Business Area - Cost Management/ABC Implementation Plan”

A.  Purpose:  To provide Army Business Areas guidance and instructions to prepare and submit a detailed Cost Management / ABC implementation plan.

B.  Goal:  To institutionalize Cost Management (Appendix C) in Business Areas throughout the Army, using Activity Base Costing (ABC – Appendix B) where appropriate, to drive continuous cost and productivity improvement. 

C.  BACKGROUND:  The Army has been implementing ABC for a number of years on a voluntary basis with installations being the major participants.  The primary purpose of ABC within the Army has been, and remains, to provide local managers with cost measurement information for managing operations and improving efficiencies.  As plans are developed, these early efforts should be built upon to take advantage of internal expertise and knowledge. 

The Under Secretary of Defense for (A&T) published a memorandum on July 9, 1999 directing all services to implement an ABC/M program.  The Secretary of the Army signed has endorsed the Army’s Strategic Implementation Plan for Cost Management/Activity Based Costing (Appendix A) requiring all Business Areas to prepare and submit a detailed implementation plan through the Army Managerial Cost Steering Committee.

The Army established a Managerial Cost Steering Committee in 1996 responsible for developing, coordinating, and recommending Army ABC policy and guidance for approval by the Assistant Secretary of the Army (Financial Management and Comptroller).   This committee will review all plans submitted by the individual Business Areas.  The implementing agency within the ASA, FM&C for this program is the US Army Cost and Economic Analysis Center (CEAC).

As the implementing agency, CEAC will provide the Army-wide guidance and oversight of the Strategic Plan for Implementing Cost Management / ABC.  As part of that plan CEAC will provide ABC software and sustainment, conduct initial Business Area staff training, establish a Cost Management Course, provide Army-wide Cost Management / ABC training materials, and support limited on-site rapid prototype efforts.

D.   GUIDANCE AND INSTRUCTIONS:
Section I: Define the Business Area – Each Business Area should provide a complete description of their organizational structure and operations (similar to what would be found in an annual report).   The following should be included in the description of the Business Area - a mission statement, organizational structure and size, location of operational sites, financial statement (by appropriation), major products/services by location, key operational managers, point of contact for the plan, and any other pertinent information that will enhance the understanding of the individual Business Area.  This information will be used to document the basic business area, understand potential requirements, and identify both unique and common characteristics.  Provision of current organizational briefing would be helpful. 

Section II: Baseline Your Cost Management / ABC - Each Business Area should provide an overview of their current Cost Management / ABC efforts.  This section should be used to define any on-going cost management efforts at all levels within the operations of a particular Business Area (if any).  Describe what (if any) cost accounting, cost measurement (i.e. ABC, job order, product), cost management, or performance measurement practices that are currently being used within Business Area.  If any Cost Management / ABC efforts are on going, describe location, size, purpose, software, and point of contact.  This information will provide information on current status, further requirements, knowledge sharing, and baseline to measure progress.   

Section III: Describe Full Implementation of Cost Management / ABC – This section should provide a clear understanding of the Cost Management / ABC end-state for each Business Area. What is the vision for Cost Management within your Business Area?  Once full implementation is reached how will Cost Management / ABC be disseminated both horizontally and vertically.  Business Areas should also describe what they plan to accomplish and how they plan to use Cost Management / ABC to achieve their goals.   Describe the Cost Management / ABC methodology they plan to implement. 

Section IV: Describe Plan to Get from Baseline to Full Implementation  – Business Areas are required to provide detail descriptions of how they plan to implement Cost Management / ABC focusing on two components.  The Strategic component establishes the continuous process for planning, setting performance metrics, linking operational systems to executive goals and objectives, and assessing performance similar to that of the Balanced Scorecard (Appendix D).  The Operational component performs Cost Management at the local (tactical) level using ABC where appropriate, to provide operational managers and front line employees with the cost information required to conduct a process of continuous improvement.  This section should include Roles & Responsibilities, Size, Scope, Concept of Operations, Schedule (timeline), Software and Training Requirements, and plans for sustainment.  A description or how performance metrics will be integrated into the process is also required.  

Section V: Special Considerations – 

-  Describe any implementation limitations or constraints specific to your Business Area.  Identify and describe any obstacles to implementation.  Define any unique requirements (i.e. software, hardware, training) that your Business Area may foresee during implementation. 

- For Business Area’s associated with the operating and support of Army weapon systems, describe the cost relationship that you foresee between Cost Management / ABC and Visibility and Management of Operating and Support Cost (VAMOSC - Appendix F).  The Army’s VAMOSC is fed by the Operating and Support Management Information System (OSMIS) and  the Army Military and Civilian Costing System (AMCOS).  

Section I:  Define the Business Area  (Provide a detailed description of your Business Area – include your Business Area organizational briefing)

1.01.1 Description

1.011
Business Area name

1.012
Address

1.013
HQ POC (e-mail, phone, fax)
1.02
Mission Statement

1.03
Organizational Structure

1.031
Number of employees (Total by End Strength Mil/Civ)

1.032
Management Structure/Chain of Command

1.033
Organizational Chart (By location)

1.04
Business Area funding sources (Provide last 3 years of funding by NAF, APF, Obligation Authority)

1.05
Products and services

1.06
Major Customers  

Section II:  Baseline your Cost Management / ABC efforts – (explain your existing Cost Management program, ABC/M or otherwise)

2.01
Overview of your current Business Area Cost Management / ABC initiatives if any (include location, size, purpose, software, and POC, etc.)  

2.011
Current ABC efforts (by site)

2.012
Existing MIS used to manage costs

2.013   Other Cost Measurement methodology (Job Order, Process, Target, etc.)

2.014
Software used

2.02
Assessment of Employee Cost Management skills

2.021
Management Level Skills Trained to do ABC/M

2.0211
Number with ABC training (Certification)
2.0212
Number with On the Job Training

2.022
Staff level Cost Management Skills Trained to do other CM methodologies

2.0221
Number with ABC training (Certification)
2.0222
Number with On the Job Training

2.03
Existing Cost Accounting Systems

2.031
Location

2.032
Type System

2.033
Methodology

2.034
Does it feed a Cost Management or Decision Support System?

2.04
Describe Current Performance Management System(s).

2.041
What performance metrics do you use?

2.042
How do you use your performance metrics to manage?

2.043
How and what performance measures support the GPRA?

2.044
Are your performance measures aligned with your cost management systems?

Section III: Describe Full Implementation of Cost Management / ABC  (Based on the Army’s Strategic Cost Management Plan (Appendix A) describe your vision for implementation)
3.01
Describe your end-state vision for Cost Management/ABC (From both Strategic and Operational Perspective).

3.011
Cost Management (How will you use Cost Management to drive continuous cost and process improvement? How will you create a cost management culture?)
3.012
ABC (If ABC is cost measurement choice, how will it be used – cost / product improvement, A-76 support, Pricing, etc? And how will you report with it?)
3.013
Performance Measurement for Management (Will you incorporate performance measures with the Balanced Scorecard?  Show linkages of operational performance measures to Business Area Strategic Objectives.)
3.014
Quality Program (Will your performance measures support your APIC program or other if you have one?)


3.02 
Describe how your Cost Management / ABC program will be integrated vertically and horizontally (in your reporting / authority responsibility).

3.03
Provide Statement of Cost Management Goals and Objectives. 

Section IV:  Describe Plan to Get from Baseline to Full Implementation (Describe your procedures to achieve implementation at the strategic and operational level.) 

4.01
Describe your Strategic and Operational level Plans as follows:

4.011
Goals and Objectives for Implementation

4.012
Concept of Operations (include methodologies for managing cost) 
4.013 
Size and Scope 
4.014
Roles and Responsibilities
4.015
Implementation schedule (a three-year timeline of major actions / events)
4.016
Identify any planned prototypes. 

4.017
Describe proposed initial training program – in outline format.  (How many to be trained?  How will training resources be leveraged i.e. train-the-trainer, etc.?).
4.018
Identify software requirements (Software to be centrally procured).

4.019   Define criteria for assessing ABC as cost measurement tool. 

4.02 Performance Measures

4.021
Describe how you will develop performance metrics.

4.022
How will performance be measured and evaluated?
4.023
How will performance measure support continuous improvement i.e. cost, product/service, and process?
4.024
How will the performance measures be linked to strategic goals and objectives (i.e. Balance Scorecard or other)?
4.03 Indicate how your Cost Management / ABC program will be sustained and improved.

4.04
Explain how you will provide training support for, model building, implementation, and sustainment (In-house, AAA, or contractor support, etc.).
Section V:  Special Considerations:

5.01
List Business Area unique requirements  (software/hardware/training).  

5.02
Identify any implementation constraints or obstacles specific to your Business Area.

5.03
Specifically describe how your Cost Management / ABC or other Cost Management activities that will relate to and support VAMOSC.
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FOREWORD

‘These instructions are provided as a guide for Business Areas to develop
detailed Cost Management / Activity Based Costing (ABC) Implementation Plans.

1. The Amy's Strategic Plan for Implementing Cost Management / ABC
‘was submitted 1o the Under Secretary of Defense for Acquisition and Technology
(USD (ABT)) on 12 October 99 and approved by the Defense Systems.
Affordability Gouncil on 16 November 95.

2. The US Army Gost and Economic Analysis Genter (CEAC) developed
the Strategic Implementation Plan in respanse to the 9 July 99 memorandum
from the USD (AKT) directing the Mitary Sarvices to aggrassively pursus ABC to
improve Cost Management. The purpos of the plan is o instutionalize Cost
Managemontin tho following Businoss Aroas throughout the Amny, using ABG
‘whero appropriate, to drive confinuous cost and productivity improvement.

- Depol Maintenance Opertions - Supply Management
- Tost and Evaluation - Information Support
- Civilian Human Resources - Insitutional Training
- Contracting Process - Acquisition Process
- Research & Development Labs - Ordnance

- Base Operations and Support { Facilties Management

3. Each Business Area s responsible for preparing a detalled pian for
implementing Gost Management / ABC in accordance with these guidelines and
will address both Strategic and Operational components. The plans will bo
reviewed by CEAG and submitted to the Army’s Managerial Costing Steering
Committae.

4. Detailed plans from individual Business Areas are required within 60
days from the 02 December 99 Managerial Costing Steering Committee and
‘should be submitied to GEAC. Point of Contact at CEAG is Stove Barth or Dave.
‘Gomings (comindt @hqda.ammy.mil) at (703) 681-3340.

Fobert W. Young
Director
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