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Appendices

A. Department of Navy Strategy for Activity Based Cost Management 

Strategy

Activity based cost management (ABCM) is a cost management “tool” or technique that will fundamentally enable the Department of the Navy (DON) to better understand and manage its Total Ownership Costs, and is integral to achieving our Business Vision and Goals (BVAG).  The department’s approach to ABCM is to make available, on an enterprise wide basis, the policy, guidance, tools, metrics, information, and knowledge necessary for a manager to successfully implement ABCM in his/her organization.  Each manager will decide on the appropriate pace and path of implementation based on the needs of his/her particular organization.  
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Figure 1 DON ABCM Strategy 

Because ABCM is a tool for managers, its effectiveness in DON depends on individual commanders and managers accepting the tool and using the cost information it provides to run their organizations more efficiently.  In an enterprise as large and as complex as DON, a top-down, centrally planned and controlled approach to ABCM is simply not viable.  Instead, local managers must have the flexibility to define and develop their needs for cost management information so that it is useful to them in managing their processes and associated costs and performance.  This is consistent with our Business Vision and Goals which form the cornerstone of our Revolution in Business Affairs.  Using innovation and good decision support systems, we hope to change our business practices to rival those of industry’s most successful global corporations. 

Nonetheless, without a department-wide strategy coupled with corporate level planning and coordination, implementation progress will be unnecessarily risky, expensive, and ultimately of limited use.  DON will therefore pursue a strategy designed to enable consistent implementation of ABCM across the department while preserving autonomy at the local management level.  The DON ABCM Strategy is provided as Appendix A.  

Policy and Oversight

Senior leaders of the Navy and Marine Corps, guided by a top-level Business Vision and Goals,  have agreed upon the major policy points that will set the course for ABCM in DON.   The schedule for formal issuance of the policy and for executive oversight and coordination of the DON ABCM effort is shown in Figure 2.

DON has designated the Deputy Chief of Naval Operations (Logistics) as lead for implementation of ABCM.   N4 is represented on the DON Revolution in Business Affairs Commercial Business Practices Executive Steering Group (CBP ESG), which oversees the DON ERP pilots.  This will facilitate linking ABCM with Enterprise Resource Planning (ERP) implementation in maintenance depots and in other organizations under consideration for ERP.

DON convened two executive level sessions of the Navy Working Capital Fund Executive Committee so that senior leadership could review the strategy for implementing ABCM within the Department, and understand the challenges, risks, and benefits of doing so.   The committee has endorsed the overarching Navy policy, strategy, and implementation plan for DON approval.  
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Figure 2.  Policy and Oversight

Ongoing Efforts
Significant ABCM initiatives are ongoing in DON today.  Some were initiated more than three years ago.  Examples are shown in Figure 3.  

The Marine Corps and the Navy have initiated ABCM projects in the base operating support functional area.  The Marine effort is Corps-wide.  The Navy effort currently encompasses ABCM ‘pathfinder’ projects in three business areas of base operations, with two additional projects planned in fiscal year 2000 (FY00).

The Naval Air Systems command sponsored a corporation-wide ABC effort in FY97, which involved headquarters and field activities, including the aviation depots.  This project covered a $3.6B enterprise of 45,000 staff at eight continental United States sites and has directly fed major process reengineering efforts within the Command.









                       Figure 3.  Ongoing Efforts

Naval shipyards have employed activity-based costing techniques from as early as 1992.  Currently, detailed cost accounting capability is in place.  Most recent ABC efforts have confirmed that current management systems provide sufficient information for cost management.
Figure 4.    Ongoing Efforts in Enterprise Resource Planning

Also ongoing in DON today are a set of pilot efforts in ERP which will encompass ABCM when fully implemented.  Of the six candidate pilots shown in Figure 4, four have completed a favorable business case analysis and have received DON approval to begin. Significantly, two of these projects will apply ERP and ABCM software tools and management techniques to maintenance depot operations.  Other ERP pilots address other major business areas including supply chain management, acquisition program management in Naval Air Systems Command, warfare center management, shore station management, and logistics management for the Marine Corps.
New Efforts
After DON policy is formally issued and adequate support is in place for implementers across the Department, organizations will document their ABCM plans addressing the issues in Figure 5.  


Figure 5.  Planning for DON-wide Implementation

Implementation Support

DON must provide adequate support to managers planning to implement ABCM to minimize the costs and risk involved.  As part of the overall responsibility for ABCM implementation in DON, CNO(N4) will provide a wide range of information and assistance as depicted in Figure 6 and detailed in Appendix A.   

Navy guidance will include tools for assessing underlying factors of risk and success in ABCM implementation, including:

· Understanding the various purposes for which activity based information can be used;

· Understanding the need for ‘change management’ and how to manage changes associated with business process redesign and activity based cost management;

· Understanding the need to assess training requirements early and how to prepare an effective training plan; 

· How to plan implementation using the metrics contained in Appendix A, including development of implementation teams, tasking, schedules, and funding.

Navy policy guidance will firmly establish the need for a business case analysis justifying investment in ABCM in terms of expected returns and identifying the source of funds.


Figure 6.  Implementation Support

A small DON ABCM central support team will be established to assemble and maintain the information and communication necessary to help implementers succeed, and particularly to address those matters which may be too expensive for organizations to handle individually.

The team will provide coordination and advice to functional communities in defining their portion of the ‘common framework’ of core functions, activity terms, and definitions discussed in Appendix A. 

The DON ABCM support team will ensure that lessons learned from early projects are captured and publicized Navy-wide.  It can also create software “lending library and/or laboratory” centrally if demand warrants.  It will also look for possible economies of scale in software procurements and any instances where Navy-wide licensing of software might be advantageous.  

The team will coordinate Navy training requirements for academic and practical training in the concepts, tools, and techniques for planning and implementing ABCM. 
Funding

There will not be a single central fund for ABCM in DON.   Funding for implementation and sustainment of ABCM will be slightly different depending on whether an organization’s cost of operations are financed by appropriated funds or by the Navy Working Capital Fund (NWCF):

Non-Navy Working Capital Fund activities.  To begin implementing ABCM in the near term, organizations must reprioritize funds during execution.  Future implementations can be financed by competing for productivity or improvement funds or by including requirements in the Future Years Defense Plan (FYDP).  In any case, expansion or sustainment of a new effort must be programmed. 

Navy Working Capital Fund Activities.   NWCF activities must define the scope of their planned implementation, identifying funds and schedule, including any Capital Program Plan (CPP) authority required.  As part of their business case analysis, they must also analyze the impacts of ABCM funding on future costs and rate structures, as well as on their customers.

Any organization may elect to seek further support from DON’s Cost Reduction and Efficiency Improvement Council (CREIC).  While this group does not have specific oversight for ABCM or any direct funding authority, it can help project sponsors in validating the benefits of an ABCM project to the specific implementing organization and its priority for the Department as a Total Ownership Cost (TOC) reduction initiative.

Finally, efficiencies resulting from ABCM and an all out effort to embrace best business practices may lead to further innovation and provide “venture capital” to enable us to innovate, experiment, and keep pace with business innovations made possible by technology and global competition.
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