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L ear ning ODbjectives

Upon completion of this section, participants
will be ableto:

e Understand the fundamental concepts of
Cost Management and Activity Based
Costing and Management (ABC/M)

 Differentiate between elements of an
Activity Based Cost model
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Cost M easur ement

Cost M easurement Isa Prerequisite
To Cost Management

What Gets Measured Gets Done...
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Cost M easurement Basics

& G

—————
Why should we measur e costs?
¢+ Tochangebehavior and reduce costs
Toimprove profits
To ensureproper reimbursement for services
To facilitate continuous improvement
T o0 assess improvement

How should we measur e cost?
¢ Measureonly what is necessary
¢+ Comparewith cost goals/objectives

¢+ Target cost measurement to proper organizational level
(perspective)

Establish a basdline (status quo)

¢ Providesa starting point from which to measure
Improvement

¢ Must ensure basdalineis normalized and consistent
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Definition: Cost M anagement

The practice of under standing what causes cost
to occur and then using that information to
achieve a more desirable outcome. Benefits

Include:

¢ Reducing cost and preserving resour ces for
other Army missions

¢ Supporting continuous improvement and
accountability

* |ncreasing the capability to satisfy customer
demand

¢+ Analyzing value provided by activities
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What Does Cost Management Do?

Seeksto understand true economic cost and cause-
effect relationships

* |dentifiesdriversof resource consumption with
r easonable, but not precise, accuracy

 Promotes better resour ce management
 Eliminatesfree goods
o Stimulatesbehavioral change

 Enablesaccountability/reward for cost
management
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Cost Management L ooks Ahead

Financial accounting records past resour ce
consumption

A budget allocates assigned r esour ces

Cost management projects future costs, takes
actionsto control these costs, and
reallocates resour cesto improve
productivity - all within assigned resour ces
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Traditional Costing - 1 Step

Allocation
Resources Cost Objects
. Direct Product or |
5 L abor ) Service |
Direct Product or )
g Materials Service

; i Genera &
"1 Admin OH
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Traditional Costing: Cost Terms

MANUFACTURING COSTS
(PRODUCT/INVENTORIABLE/PROCESS COSTS)

Direct Materials Direct L abor M anufacturing Over head
Can be physically/ Can be physically traced  All costs other than direct
conveniently traced to a to the making of a materials/labor (indirect
finished product (steel ina product (assembly line materialslabor, factory
car, lumber in abuilding  workers, carpenters) utilities, shop clean-up)
repair)

NON-MANUFACTURING COSTS
(PERIOD/GENERAL SUPPORT COSTS)

Planning/Distribution Administrative Costs
All costs necessary to secure customer All costs associated with the general
ordersand get finished product or management of the company (travel,
serviceto the customer (sales executive pay, office rental/
commissions, advertising, depreciation, equipment, front gate security)

delivery trucks)
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Traditional Costing

Traditional cost systems manage dollars
(resour ces).

How would you reduce costs by 10% ?

War ehouse Budget
L abor $ 250,000
Supplies 120,000
Equipment 60,000
Other 32,000
Total $ 462,000
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Shortcomings of Traditional
Costing

| nfor mation about thetrue cost of doing business
either does not exist or isdistorted through arbitrary
allocations

¢ Thereisno relationship between the cost of a product
or service and the actual effort expended

¢ Duetolack of relevant cost information, effortsto
reduce costs ar e often not directed toward the areas
which consume the most significant resour ces

¢ Thecost information provided today is after the fact —
historical reporting

¢ Traditional cost systemsdo not addressthetrue
drivers of overhead costs
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ABC/M Definitions

Activity Based Costing (ABC) isa methodology that
Identifies and analyzes costs associated with activities
and links those costs to products, services, customers,
and other “ cost objects’ based on their consumption of
those activities

Activity Based Management (ABM) isthe broad discipline
that focuses on achieving customer value through the
management of activities. It drawson activity-based
costing (ABC) asa major source of information
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Activitiesare
the focal point

of both Vie\NS\

Strategic View (ABC)

Resources

Cost

Drivers

G ,'
o
’ o

The CAM-I Cross

Activities

Operational
View (ABM)

Source:
CAM-I Expanded ABC Model

Performance

Measures

—

Ay

Cost

Objects
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Activities

Cost
ODbjects

Strategic Cost Assignment View

A method of measuring
the cost and

per for mance of
activitiesand the
products and services
that consume those
activities.
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In 1950’'s, 70% direct labor and materials &
30% overhead

In 1990’'s, 30% direct labor and materials &
70% overhead

Government usesfor ABC:

¢

*

*

| mprove process and oper ating efficiency

M easur e performance

Establish reimbur sement rates

Align resources and activitiesto strategic plan
Support competitive sourcing studies
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Activity Based Costing

Activity based costing systems measur e wor k
(processes)

Would you make a different decision about
how to save 10% ?

W ar ehouse Activities

Recelve materia $ 137,000

Store material 36,000
Deliver material 169,000
Expedite material 120,000

Total $ 462,000
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TheBasic Principlesof ABC

¢+ A cost isincurred when people do things (take orders,
produce products, manage inventory, and load trucks)

¢+ Thebusnessorganization is not separate independent
departments, but a seriesof interrelated processes,
which in turn consist of cross-functional activities
(staple yoursdlf to an order and flow through your
Or ganization)

¢ Costsarebest influenced at the source - the activity
level - where people use resourcesin the process of
creating value for customers

¢ Thegoal istoincreasethe proportion of value-adding
activities as seen from your customer’s per spective

¢ Thisisaccomplished by providing your managerswith
relevant, timely information about activities and ther
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Why Activities?

Activities:
¢+ Consume resources
* Represent what isdone within an organization
+ Arethefocusof line managers
¢ Providethebasisfor continuous improvement
+ Highlight department inter dependencies

¢+ (Can beused tointegrate financial and non-
financial performance measures

* Areeaslly understood by diver se groups of
people
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| nfor mation Benefits of ABC

| dentifies activity costs and business process
Costs

Provides visibility to the root causes of costs

Highlights and assists in focusing on significant
Costs

Enhances ability to manage activities (and
Pr 0Ccesses)

Provides more accur ate and reliable cost
Infor mation about products and services

Strengthens under standing of costs associated
with different customers
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Three Elements of a Cost M odel

Process and activities:
¢ A cost model organizesthework that isperformed in a
process flow or activity structure

Assignment
¢+ Costsareassigned throughout the process based on the
consumption of resources by activitiesand the
consumption of activities by products, services, or
customers

Systems and data
¢+ Cost models utilize budget and operational data from
financial and oper ational systemsto deter mine the cost
of thework that isperformed and the costs
attributableto products, services, or customers
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Activity Based Costing Model -
2 Step Assignment

Resour ces Activities  Cost Objects Cost Objects

Resource Activity
Civilian ) Drivers[ A ) Drivery”  General
L abor Need | Education Army
$60,000 L ) ‘ Courses
~ ™) ( _ A
Contracts Design ( Weapon ((zggnggl)]
Training
L $30,000 ) L ) ‘ Systems ) | el
~ ™)
4 ™) R
Travel De\_/el_ op 1 Computer
$10,000 | Traning | Sciences
_ J J
(" _ Output Quantities  Output Quantities
< Provide
Training
§
Performance Measur es
Attributes
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Definition: Resour ce

Financial inputs consumed by activities

The combination of economic elements needed
to perform activities

Resour ces include the cost of facilities, labor,
supplies, materials, equipment or
machinery, technology, and any other items
used in the performance of activities

Resour ces
Civilian A General
L abor > Nseedssss P Education Army
$60,000 Cour ses
; Other DoD
Contracts Design Weapon -
$30,000 | Training Pl 5 cems Agencies/
Services
Develop
Travel | L Computer
$10,000 Training P sciences
. . Lp Provide
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Examples. Resour ces

Resour ces

Civilian Per sonnel
Military Personnel

Resour ces
Civilian General
L abor P Al\\leed P Education Army
quipmen s ) U
; Other DoD
Contracts Desig Weap -
. $30,000 P Training Pl systems 'L\Sgere'\"”cg
Su I I % Develop
p p Travel P ) Computer
$10,000 Training Pl sciences
Provid
[ravel | Traning

Facilities
Contracts
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Definition: Business Process

A seriesof sequential and related activitiesthat
are intended to achieve a specific objective

Business processes cr oss departmental

boundaries
i
ion A Function B Function C
' | 'EF - Wl? - Customer
m— | 0 0 700§ » O
e 1§ P60 9% 901§ r,m\
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Definition: Activity

Thework performed within an organization

The span between an input to and output from a
department

The aggregations of actions performed within an
organization that are useful for purposes of
activity-based costing

An aggregation of tasks
Note: All of the above can also apply to Processes

Activities

Civilian General
L abor

Education Army
$60,000 Cour ses
Contracts Design Weapon Other poD
$30,000 Training La Systems Agencies/

Services

\ 4
>
/

A 4

Travel

Computer
$10,000

Sciences

v ¥ 3
2
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Examples. Activities

Cost Objects

Perform routine maintenance Vehicles
Perform unplanned repairs
|nterview candidates New hires
Conduct orientation
Prepare unit for occupancy Family housing units
Perform unplanned repairs
Perform inspection Safety Inspections
Document inspection T ,AC;;;% S [ BN o

Comses | 1 soanmg | [ erer I Ao

S | e ) o

Bascs of ABCIVI P Traiig 19 Septermber 2000




A cost object isany customer, product,
project, or other business object for which a
separate cost measurement is desirec

Definition: Cost Object

Ol OCESS,

Cost objectsvary depending on the type of
organization and the intended uses of the ABC

model
Examples
Vehicles

Cost Objects Cost Objects

Civilian
L abor
$60,000

Family housing units

A 4

General

Contracts

$30,000

New hires

Travel
$10,000

Safety inspections
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P Education Army
Cour ses
Weapon Other DoD
L e Agencies/

Services

Computer
» Sciences
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Definition: Resource Driver

A measur e of the quantity of resour ces
consumed by an activity

A method used to associate costs with activities
or cost objects

Also called a “first-stage driver”

C' | Resource = al
ivilian Drivers ener
L abor P> p’\\l o P Education Army
$60,000 Cour ses
i Other DoD
Contracts Design Weapon :
$30,000 id Trainin g L Systems Agenqeﬁl
Services
Develop
Travel > - Computer
$10,000 Trainin g P Seiences
Provid
> Trainin g
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Examples. Resource Drivers

Resour ce Resource Drivers

Civilian Personnel % of labor hours
Military Personnel # of labor hours

Supplies #of FTES

Travel # of trips
Contracts # of labor hours
Facilities # of sg. ft. occupied

Resour ce

Civilian Drivers General

L abor P pl\\leed P Education Army
$60,000 Cour ses
; Other DoD
Contracts Design Weapon -
$30,000 P rraining i a,iagns Agencies/
Services
Develop
Travel ! e Computer
$10,000 Training Pl sciences
. ) Ly Provide
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obj ect

Definition: Activity Driver

A measur e of the frequency and intensity of the
demand placed on an activity by a cost

A method used to associate activities with cost

obj ects

Also called a “ second-stage driver”

Activity
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Civilian Driversf General
L abor P A’\\lseedssss P Education Army
$60,000 Courses
i Other DoD
Contracts Design Weapon -
$30,000 > Training i Systems Agencies
Services
Develop
Travel P Computer
$10,000 Training Pl Scences
Provide
> Training
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Activity

Activity Driver

Perform routine maintenance
Perform unplanned repairs
|nterview candidates
Conduct orientation

Prepare unit for occupancy
Perform unplanned repairs
Perform inspections
Document inspections

Basics of ABC/M

# of servicings

# of labor hours

# of Interviews

# of sessons

# of moves

# of labor hours
# of labor hours
# of inspections

Civilian
L abor
$60,000

Contracts
$30,000

Travel
$10,000

\ 4

Assess
Need

Activity
Drivers

Design
Training

Develop
Training

v Vv v

Provide
Training

>

.>

Examples: Activity Drivers

General

Education Army
Ccour ses
Weapon Other DoD
Systems Agencies/

Services

_’

Computer
Sciences
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Resources ResourceDriver: # of labor hours

[

Civilian
L abor
$60,000

f

\_

Contracts
$30,000

~

f

\_

Travel
$10,000

~

J
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100 $6,000

300 $18,000

500 $30,000

100 $6,000

Activity Based Costing Model -
1st Stage Assignment

Activities
~ ~
A SSess

Need
_ Y

~ ™
Design
Training

J

4 ™)
Develop

Training
y

Provide
Training

-
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Activity Based Costing Model -
1st Stage Assignment

Resources ResourceDriver: % of labor hours Activities

Civilian
L abor

$60,000

]

-
Contracts

$30,000
_

~

J

-
Travel

$10,000

\_

~

J

Basics of ABC/M

70% $21,000

30% $ 9,000

(

-

A SSess
Need

~

J

(

Design
Training

~

J

(

-

Develop
Training

~

J

Provide
Training

J
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[

Civilian
L abor
$60,000

]

f

\_

Contracts
$30,000

~

J

f

\_

Travel
$10,000

~

J
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Resource Driver: # of trips

Basics of ABC/M

2 $ 2,000

8 $ 8,000

Activity Based Costing Model -
1st Stage Assignment

Activities

(

-

A SSess
Need

~

J

(

Design
Training

~

J

(

-

Develop
Training

~

J

Provide
Training

J
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[

Civilian
L abor
$60,000

f

\_

Contracts
$30,000

~

J

f

\_

Travel
$10,000

~

J
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Activity Based Costing Model -
1st Stage Assignment

Activities

Assess Need )
Resour ces used:
Civilian Labor
Contracts

\_ Total

$ 6,000
$ 21,000
$ 27,000)

Design Training
$18,000

N

.

Develop Training

$32,000

J

$23,000

Provide Training ]
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Activity Based Costing Model -
2nd Stage Assignment

a ~
Assess Need 5 $ 9,000 Gener.al )
$27.000 Education
¢ y Courses
([ Design ) r )
Training 3_$ 5400 Weapons
| $18,000 | Systems

([ Develop ) -
Training 7/ $12,600 | Computer
L $32,000 Science
4 y
[ Provide
Training
L $23,000
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Cost Flowsin ABC Mode -
Assigning to Work Groups

Resource  Resour ces Line Activities Cost Objects
Drivers General Ledger -
Pick Up & Deliver
- ~
1000 L abor Perform L ocal Customer 1
Operations

2600 Supplies

Service

Support Activities
3100 Equipment

Perform Budgeting

Perform Human
Resour ces Services

Work Group 1

Perform Gen M gmt
& Admin Services

Work Group 2
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Cost Flowsin ABC Mode -
Assigning to Activities

Resour ces Resour ce Line Activities Cost Obj ects
General Ledger Drivers

Pick Up & Deliver

Perform Local Customer 1
Operations
Perform Customer Customer 2

Service

Support Activities

3100 Equipment _
\ / Perform Budgeting

2600 Supplies

Perform Human
Resour ces Services

Work Group 1

Perform Gen Mgmt
& Admin Services

Work Group 2
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Cost Flowsin ABC Modedl -
Assigning G& A Costs

Activity Line Activities Cost Objects
Drivers Activity
e ¢ Pick Up & Deliver ppIaiVEgs

:lllllllll Perform L ocal CUStomer 1
. Oper ations
Elllllllll Perform Customer Cugomer 2

Service

Support Activities

_ p N @ Perform Budgeting
3100 Equipment

2600 Supplies

Perform Human
Resourc2s Serviies

. /

Perform Gen Mgmt
& Admin Services

Slide 40
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Activity

General Ledger Drivers

Pick Up & Deliver

Perform L ocal
Operations

Perform Customer
Service

2600 Supplies

4

-.'.
L 4
- .

3100 Equipment

o’
.

Work Group 1

g
g
LIS
L]
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"
*
*
"
.

N

I

.....
Tae

L] °, ”‘ .. :
i‘.“' Pertorm Gen Mgmt
& Admin Services
Work Group 2

Cost Flowsin ABC Modd -
Assigning Over head

Line Activities Cost Objects

Activity
Drivers

Customer 1

Customer 2

Su p'p@ﬁ Adtivi tJ €S-

-

a®
““““

a®
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Cost Flowsin ABC Mode -
Assigning to Cost Objects

Resour ces Line Activities Cost Objects

General Ledger Activity
( Drivers

I\ Pick Up & Deliver

1000 L abor
Perform Local Customer 1
Operations
2600 Supplies Perform Customer Customer 2

Service

3100 Equipment Support Activities

=

/ Perform Budgeting

Perform Human

Work Group 1 _
Resour ces Services

Perform Gen Mgmt
& Admin Services

Work Group 2
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Definition: Cost Center

A group of individual resources, activities, or
cost objectsthat together represent an area
of responsibility

A group of individual resources, activities, or
cost objectsthat presents an aggregate cost

Cost centers permit multiple levels of
managersto use the same ABC model

Resour ces Activities Cost Objects Cost Objects
Activit

— Resour y
Civilian Drivers ASESS Driversf General
Labor P Need P Education Army
$60,000 Cour ses
Contracts Design p| Weapon (')Ather Dg/D
$30,000 Trainin g Systems gena
Services

$10,000 Sciences

>
Travel | De\{elpp )| Computer
>
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Examples. Cost Centers

Resour ces may be grouped to reflect
organization structure

Activities may be grouped by process or sub-
process

Cost objects may be grouped by product line,
strategic goal, or geographic region

Resour ces Activities Cost Objects Cost Objects
Activit

S— y
Civilian Drivers Driversf General

Labor P ,?\lseedssss P Education Army
$60,000 Cour ses
; Other DoD
Contracts Design Weapon -
$30,000 > Training La Systems Agencies/
Services
Develop
Travel | o Computer
$10,000 Training Pl sciences
Ly
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ABC Moded with Cost Centers and
Cost Accounts

Resources Activities Cost Objects

Directorate Provide L ogistics
of Logistics &~ Cost L og Services Services

Centers
\
Maintenanc A Repair Materiel Spt
Division Equipment M aint
Receive Track
L abor Equipment Vehicles
: Repair Wheeled
Supplies _E Equipment Vehicles
_E Perform Quality Other
N\ Control Equipment
Trans —
Division Operate Trans
_5 Motor Pool Services
abor
€2 cos geceive —ETaxi Service
—;m Accounts | equests

Dispatch -
Vesrﬂcles _E Bus Service
Operate _E

Vehicles Other
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ABCPlus

Director ate
of Logistics

—
M aintenance

<4 Cost

}wter

Division

Cost
Assignment

Provide
L og Services

S
Repair
Equipment

\

—
Trans

E

uipmen .
ap IExternaI Bill

Nomenclature Used By Oros

—M qdul
Activity C_OSt
Objects
AR T\

L ogistics
Services

G

Materiel Spt
M aint

_O A _@
Equipment

Division

Entered Cost
Element

Cost
Account

N

=

Perform Quality

Control

of Costs

I nternal Blill <~

of Costs

Track
Vehicles

=

e

D

Wheeled
Vehicles

Other
Equipment

Operate

M otor Pool
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N

Assigned

Cost Element

G

Trans
Services
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Activity Based M anagement

Operational Process View

Performance

Drivers Activities Measures

A discipline that focuses on managing activities
astherouteto continuoudly improving the
value recelved by customer s and the profit
achieved by providing thisvalue
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Definition: Attribute

A characterization or categorization of an ABC
model cost center or cost account

Attribute 1 — Attribute 2 —
Activity Srategic Objectives| Mgr. Control
Assess Nead Objectivel Not Controllable
Design Training Objective 2 Controllable
Develop Training | Objective 2 Controllable
Perform Training | No Objective Controllable

Basics of ABC/M
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Attributes

Value [Importance
to Customer]

Commander Priority

| dentify Process

Effectiveness

Slide 49
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Examples. Attributes

Attribute Values

High
Medium
L ow

Critical
Deferrable

Process #1
Pr ocess #2

Very Effective
OK
Needs | mprovement
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| < Definition: Cost Driver

A factor that causes a changein the
performance of an activity and thereby
affectstheresourcesrequired by the activity

Cost driversdeterminethework load and
effort required to perform an activity

The"root causes’ of costs

Activities may have morethan one cost driver
associated with them

Cost drivers may be qualitative or quantitative
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Examples. Cost Drivers

Activity Cost Drivers

Perform unplanned repairs # of labor hours
# of partsrequired
Vehicle model
Weather/Season
Experience of mechanic
L ocation
Availability of supplies

and tools
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Definition: Performance M easur e

|ndicators of thework performed and the
results achieved by activities and processes

M easur es of how well an activity or process
meetsthe needs of its customers
Performance measuresmay be;
¢+ Cost-based
¢ Quality-based
¢+ Time-based
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Examples. Performance M easures

Activity Performance M easur e
Perform unplanned repairs Cost per repair
Cost per hour

Basics of ABC/M

Hours per repair
Frequency of returns

19 September 2000



&7z Definition: Output Quantity

Unit of measurefor cost objects

Total cost divided by output quantity equals
cost per unit

Examples
Cost Object Output Quantity
New hires # of new hires
Vehicles # of vehicles
Family housing units # of units
Safety inspections # of Inspections
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w7z Cost vs Benefits of Data Gathering

Only need enough accuracy to lead to the
optimal decision
+ | evd of detail should be determined by the

purpose of the model and the types of questionsiit
will answer

¢+ Thethreshold should be significance, not precision

¢+ Tobegin, look for activitiesthat consume at |east
5% of resour ce costs

¢ Additional detail can always be added asthe model
matures

¢+ When detail no longer needed, model can berolled
up
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Process
M anagement

Strategic and
Operational
Decision
Making

Per for mance
M anagement

Cost visibility and avoidance
Cost validation

Project costs

Service or customer cost issues

Process value analysis
Cost savings opportunities
Continuous process improvements

Fee-for-service and rembursablerates
Budget projects and capacity management
Outsour ce ver sus in-sour ce decisions
Resour ce alignment

Cost comparison across different regionsor time
periods

Internal and external benchmarking
Continuous imﬁrovement and targeting

Basics of ABC/ 19 September 2000



Business Process Reengineering
and Continuous | mprovements

Resour ces Process Customer

| nput >‘ Move I
M aterial
1 N Perform OverhaUIed
| nPUt / aintenanc System

X A

\
I

AN N\
N \ |
$9.64 $10.26 $14.70 $72.40 | $107.00 I
‘ Unit costs attributed to each activity I
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Business Process Reengineering
and Continuous | mprovements

Resour ces Process Customer

| nput

Perf Overhauled
Input — e Sy
A\ A

N

| nput
/ / ~ \ |
/ . N, N\ |
$9.64 $14.70 | | $72.40 $96.74
‘ Unit costs attributed to each activity I
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Business Process Reengineering
and Continuous | mprovements

Customer

Overhauled
System

(|

AN \ |
N N\ I
$14.70 $70.00 $94.34
‘ Unit costs attributed to each activity I
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Cost Management and the
Organization’s Strategic Plan

Keystone document for CM and ABC/M
application

¢+ Combinewith Leader’s guidance

¢+ CM resultscan betied to specific goals
and objectives

+ ABC model resultscan track progress
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The Balanced Scorecard

The Balanced Scor ecar d:

*

|sdesigned to provide a more complete picture of an
organization’s health than do cost/financial factors
only.

Develops performance measuresin four key areas
gallgn_swnh traditional major organizational
unctions):

» Financial (Cost Management)

» Internal Business Processes (Process Reengineering)
» Learning and Growth (Professional Development)
» Customer (Needs/satisfaction)

Linksoverall performance of the organization to
performance in each of the four areas

Can be used with ABC softwareto create an effective
ABM system

Basics of ABC/M 19 September 2000
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“To succeed &S S o &

financially, .@o\‘“ 5 @&\ &

how should we /N D

appear to our

shareholders?”

Customer * Internal Business Processes

“Toachieve & \\;\Q? 2/ Vision “To satisfy our & 0@6 2 /&
our vision, how YIS .\;\\’Z}\ * * shareholdersand YIS
should we AVEVE) and customers, what /S
appear to our Strategy business processes
customer s?” * must we excel at?”

Learning and Growth

) 2 ]
< < S (4}
“ . R N X\ )
To achieve our &/ éq"“ &
.. . < X
vision, how will /NS L

we sustain our
ability to change
and improve?’

Source: Robert S. Kaplan and David P. Norton, “Using the Balanced Scorecard as a Strategic Management System,” Harvard Business Review
(January-February 1996): p 76. Basics of ABC/M 19 September 2000



Balanced Scorecard’s Balanced
Per spectives

Produces a logic/measur ement chain from
leading indicator sto lagging indicator s

Financial More Profit L agging
Customer L oyal Customers
Business Process Higher Productivity

Learning & Motivated Workers  Leading
Growth
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Strategic Readiness M odel

The Strategic Readiness M odel is a concept
being developed at HQDA to:

¢ Provide an enterprise-wide performance
management system

+ Develop performance measurement systemsfor
each of the Army’s 11 business areas and link
them with thethe Army’s Unit Status Report

¢+ Combine cost management with performance
indicators

¢+ Resault in astrategic readinessindicator model
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*

Best Practicesin ABC/M

¢+ A champion isrequired!

Oper ations management support is
critical

| mplementation is sustained by an
individual who understands the business
operations

Cross-functional implementation team
encourages “ process thinking” and
Increases chances of success

Requiresincreased focus on analytical
reporting and less on transaction
processing

Basics of ABC/M

19 September 2000



L ooking Forward to Softwar e
Traning

Apply ABC modeling using Oros ABCPlus

¢ EXxpect only to be familiarized with the OROS software
and its capability and to gain a firmer understanding
of ABC modeling

¢ Orosisvery versatile but it iscomplex

+ Modder staffing:

» About 3 months of dedicated effort and training to become
capable of producing basic models

» An additional 3+ monthsto be ableto sustain and apply most
OROS capabilities

* You will appreciatethe need to keep your initial ABC
modelsrelatively smple
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Command Authority
& Defense Policies
(e.g., Privatization)

Effective
Decision M aking

Basics of ABC/M

Summary

ABC/M Can Makethe Connection

<& Activity Commanders
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Effective
Decision Making
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“Activity-based management enables
manager s to exer cise wisdom and
leader ship In decision making.”

Stephen R. Covey
Covey Leadership Center
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