
    LR

    4 Apr 07
POSITION PAPER

Subject:  Activity-based Cost Management (ABCM) Way-Ahead
1.  Purpose.  Develop a way-ahead decision on the use of ABCM at MC installations.
2.  Background
· Activity-based Costing / Management tools and techniques have been in use by MC installations since 2000 as a result of MROC decisions taken to support installation commanders’ request for a cost and performance capability. 

· The original purpose for building ABC models (to identify cost savings opportunities in readily accessible areas of operations) was achieved.  Since then, ABC models have been maintained but the demand signal for their use in installation cost and performance management has waned. 
· The MC ABC software [Oros Analytics] is nearing the end of its life cycle and requires technical refreshment to sustain a viable cost and performance management capability. 

· This paper returns the use of ABC as enterprise issue to its original requirement, request and decision for review and decision on the way ahead.  It discusses the benefits of continuing to use an activity-based approach to cost and performance management against the cost of continuing the MC investment in ABCM.   
3.  Major Points 

· ABC, a component of ABCM, can add value to the USMC strategic decision-making process:
1. ABC helps identify the cost of actual work performed vs. static department costs.
2. ABC helps determine the Unit Costs of outputs produced by installations.
3. ABC helps compare Unit Costs of outputs between similar processes / sources (i.e., benchmarking (looking for cost and performance variations that might indicate the presence of a Best Practice).

· ABC helps managers understand the full cost of doing business.

1. O&M funds supply only one half of the resources consumed in operating MC bases and stations.  ABC captures the total cost to produce installation outputs, giving decision-makers powerful insight into the “true economic cost” of doing business.

2. ABC helps discover hidden overhead costs. For example: For every one dollar spent on the Finance, IT and Personnel functions, another dollar gets spent by other departments filling out mandatory Finance, IT and HR paperwork.

3. ABC enables the MC to comply with statutory and OSD policy requirements for reporting Cost and Performance information; i.e.; Defense Readiness Reporting System (DRRS); Common Delivery of Installation Support (CDIS); Performance and Accountability Report (PAR), etc.
· Obstacles to the Success of ABCM.
1. The MC budget process rewards managers who spend all their funds by year-end, (regardless of the value of the expenditure to the organization or the MC enterprise) by recognizing obligation rate as a valid claim on future funding levels. 
 

2. That same budget process punishes managers who reduce their cost of doing business applying cost / performance management techniques by withdrawing unused funds, creating a disincentive for improving cost management.  


3. This disincentive discourages the development of an atmosphere of continuous process improvement, as widely practiced in the private sector.
4. The continuous stream of supplemental funding offsets the risk of budget shortfalls and undermines the enduring need to improve the efficiency of all MC business processes.

4. Discussion 

Alternative Courses of Action:
·   COA 1: Divest the MC of current centrally managed ABCM capability/ program; do not refresh technology; terminate mandated use of ABC models at installations; allow for continued use of existing capability/current technology software at installations with local funding only (US Army approach).
· Pro: Allows for redirection of installation ABC staff positions to other BPO tasks.

· Con: 
· Abandons a cost / performance management capability and technique widely accepted and applied in the private and public sectors and also originally supported by the MROC. 
· Requires MC to develop alternative capability to meet cost and performance reporting standards required by law, policy and regulation. 
·  COA 2: Modify centrally managed ABCM capability/ program to sustain current ABC capability only, use ABC as a tool for ad hoc studies and Continuous Process Improvement (CPI) / Lean Six Sigma (LSS) projects; terminate mandated use of ABC models at installations.  (US Air Force approach).
·  Pro:  
· ABC-derived full cost and Unit Cost information strengthens quality and effectiveness of CPI ad hoc study analyses and LSS projects.
· Gives installations option of sustaining ABC cost performance capability.
· Allows for redirection of installation ABC staff positions to other BPO tasks.

· Con: 
· Increases Return on Investment required for LSS projects to show positive economic benefits to cover cost of maintaining ABC software and training personnel
· Abandons a cost / performance management capability and technique widely accepted and applied in the private and public sectors. 

· Requires MC to develop alternative capability to meet cost and performance reporting standards required by law, policy and regulation.

· COA 3.  Update existing system with refreshed technology; revitalize and complete deployment of centrally managed ABCM capability/ program to achieve and sustain true enterprise-level cost and performance capability. Revise and mandate use of standard ABC models at installations.  (US Navy approach).

· Pro:  
· Enterprise level standard ABCM system delivers strategically useful cost and performance information 

· Provides widely accepted capability for MC to meet cost and performance reporting standards required by law, policy and regulation.
· ABC-derived full cost and Unit Cost information strengthens quality and effectiveness of CPI ad hoc study analyses and LSS projects.
· Gives installations sustained ABC cost performance capability.

· Allows use of ABC staff positions for installation and enterprise strategic value.

· Con:    

· Return on Investment in new generation of ABC software may not be achieved if results of ABC model output are not used.  
· Continued acceptance of “Use It or Lose It” budget focus undermines strategic value of using ABCM to enhance performance and control costs.
· Increases Return on Investment required for LSS projects to show positive economic benefits to cover cost of maintaining ABC software and training personnel. 
4.  Recommendations:
· To be inserted here: (Addressee command position/recommendation on COAs).
· To be inserted here: (HQMC Staff and LR position/recommendation on COAs).
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