ANAD – Cost Management (CM)/Activity Based Costing (ABC) Implementation Plan

A.  PURPOSE:  To establish a proposed plan of action to implement CM/ABC in our depot maintenance operations.

B.  GOAL:  To develop a focused approach to affect changes in our processes that will reduce our overall costs of operations through process improvements.  

C.  BACKGROUND:

The primary purpose of ABC within the Army has been to provide local managers with cost measurement information to manage operations and improve efficiencies.  It is recommended to utilize internal expertise and knowledge to develop plans for not only measuring inputs and outputs, but to also measure outcomes.  

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 the Army’s Strategic Implementation Plan for Cost Management/Activity Based Costing November 10, 1999.  The Army Materiel Command (AMC) published their Cost Management (CM) Plan for Depot Maintenance on 16 Mar 01.  AMC’s end-state vision for CM/ABC is “that Army Workload and Performance System (AWPS) based cost management will be deployed, maintained and used for continuous process improvement supporting business decisions and managing day-to-day operations at all AMC depots”.

In February 02, the CG Tank-automotive and Armaments Command (TACOM) directed that all Business Centers (which includes ANAD and RRAD) select an activity for rapid ABC prototyping.  The CG TACOM also directed that Business Center Implementation plans be submitted in April 02.  
As the implementing agency, US Army Cost and Economic Analysis Center (CEAC) will review all plans submitted by the individual Business Areas and will provide the Army-wide guidance and oversight of the Strategic Plan for Implementing Cost Management/ABC.  CEAC will provide ABC software and support, 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.

SECION I:  BUSINESS AREA:

Anniston Army Depot primary mission is depot maintenance.  It is a state-of-the-art maintenance facility supporting the overhaul and repair of major end items of equipment and components.  ANAD provides support and sustainment to fielded weapons systems through in-house, telemaintenance, and world-wide mobile maintenance capabilities for United States and Foreign Military Sales forces.  We support defense supply systems for low volume, hard-to-do manufacturing and provide material and chemical laboratory services to Major Subordinate Commands (MSCs) and other installations.

1. DESCRIPTION:

a. Name/Address: 

Anniston Army Depot

7 Frankford Avenue

Anniston, AL  36201-4199

b. Point of Contact:  

Mr. Billy Bickerstaff, Director of Resources

DSN: 571-6159

Comm: 256-235-6159

Email: bickerstaf@anad.army.mil

2. MISSION STATEMENT:

To provide industrial and technological support for current and future combat systems to equip and sustain soldiers, other services and allies with the highest quality combat systems by:

     -Employing a highly skilled, ready, and responsive workforce;

     -Utilizing innovative, state-of-the-art processes and infrastructure; and

     -Maximizing use of prototypes, technology insertion and partnering initiatives.

3.  ORGANIZATIONAL STRUCTURE:

ANAD is assigned to the US Army Tank-automotive and Armaments Command, a Major Subordinate Command (MSC) of Army Materiel Command (AMC), a major command within the Department of Army.

a. Number of Employees:

ANAD’s on board strength as of 31 Mar 02 was 2784 civilians and 4 military.

b. Management Structure/Chain of Command:

ANAD is commanded by a Colonel of the US Army and is divided into two major operations:  Production Operations and Business Operations.  Chain of command within these operations is Director, Division Chief, and Branch Supervisor.  Our workforce consists of federal employees (civilians).

c. Organizational Chart:





























4.  BUSINESS AREA FUNDING SOURCES (FY02 Budget):

OMA

  
$174,336,010

APA

 
  $15,378,000

AFH
                    
         $12,000

AWCF – Supply
$221,657,000

AWCF – Depot     
    $1,362,990

FMS


    $5,365,000

5.  PRODUCTS AND SERVICES:

ANAD services include rebuild, overhaul, upgrade, and repair of heavy tracked vehicles and component parts, artillery weapons, small arms, construction, rail, and light track vehicles.  Rebuild work is performed in order to renovate an item, restoring it to a new or like new condition.  Overhaul is work performed on an item through inspection and renewal of aging components.  Repair work is the restoration of an inoperative item to operable condition.

6.  MAJOR CUSTOMERS:

Depot maintenance customers are composed of both Army and non-Army organizations.  Army customers are the active Army, National Guard, and Army Reserves.  The non-Army customers consist of other DOD Services, other federal government agencies, foreign governments and private industry.  

SECTION II:  BASELINE COST MANAGEMENT/ABC EFFORTS

1.  OVERVIEW OF CURRENT BUSINESS AREA COST MANAGEMENT/ABC INITIATIVES

a. Experience with AM/ABC:

In the late-1980’s, ANAD tested ABC using COTS software.  The cost object was our Small Arms Shop.  We were able to determine the true direct and indirect costs of the process.  However, we did not make significant improvements nor adopt ABC as a business practice.  The current effort will be ANAD’s first true attempt to establish ABC as a cost management tool.  Although we have had a brief experience with ABC, we are basically starting at ground zero with this new effort.  

b. Existing Management Information Systems (MIS) used to manage costs:

Like all the Army maintenance depots, Anniston Army Depot is currently using the Army Workload and Performance System (AWPS).  AWPS is a management information system for labor cost management.  There are two modules (maintenance and BASOPS) in the AWPS configuration at depots.  The BASOPS module is still being prototyped.  The maintenance module allows managers and supervisors to work down to the key problem areas for a single program.  It draws data from the Standard Depot System (SDS) including data from the Automated Time and Attendance System (ATAAPS), the Manufacturing Shop Floor System (MSFS), and the Standard Industrial Funds System (SIFS).  It provides man-hour reports, cost and schedule values in dollars by accessing SDS financial data consisting of programs using a unique Program Control Number (PCN) which have their own start and completion date, quantity, and Procurement Request Order Number (PRON) which provide the original source of data for work to be performed.  The programs consist of work center routings defining where the task is performed and the sequence of work.  Work centers have operations that describe the actual work performed with estimates of expected labor requirements.  The data output is used for Performance Measurement and Control (PMC), Workforce Forecasting (WFFC), and Workload Forecasting (WLFC).

c. Other cost measurement methodology: 

(1) ANAD has worked with Robbins-Gioia, Inc. to develop a local program that projects the revenue and expense schedule on maintenance PRONs on a daily and monthly basis. The program is called Production Economics Program or PEP.  It pulls data from the standard depot system (SDS) and unique systems to track actual revenue and expenses by PRON.

(2) ANAD has also developed a local system, Anniston Financial Management System (AFMS) to track actual expenses against budget.  This system pulls data from the Standard Industrial Fund System (SIFS) by element of resource and compares it to the budget plan.  Managers use this data as a monthly budget report card.  The system also automates organizational input for annual budget submission.  

2. ASSESSMENT OF EMPLOYEE COST MANAGEMENT SKILLS:

ANAD production managers are very skilled in the use of the AWPS maintenance module as this is used as a performance measure.  Managers in the BASOPS organizations participated in the prototype of the BASOPS AWPS module.  To prepare for depot implementation of ABC, senior managers and staff have participated in recent ABC training.  In March 2002, ANAD personnel attended an ABC seminar sponsored by FORSCOM.  Also in March, personnel attended a 2-day review of ABC/M conducted by the Army Cost and Economic Analysis Center (CEAC) at TACOM. 

3.  EXISTING COST ACCOUTNING SYSTEMS:

ANAD uses the Standard Industrial Fund System (SIFS) for cost accounting.  SIFS is the cost accounting system utilized by ANAD since the late 1980s.  It has four modules, Cost Accounting, Methods and Standards, Internal Operating Budget, and General Fund and Financial Inventory Accounting.  Its primary function is the collection and comparison of actual and standard costs.  SIFS methodology is the recognition of revenue and expenditures during the period incurred regardless when revenue is received or expense paid.  Software loaded to personal computers such as Monarch and Datacom is used to extrapolate data from within the SIFS systems and present in formats defined by the request for information.

4.  CURRENT PERFORMANCE MANAGEMENT SYSTEMS

a. Local performance measures:

ANAD utilizes monthly and quarterly review and analysis (R&A) sessions to measure performance against plan in variety of areas.  Some of the areas measured include capacity utilization, production schedules, net operating results, productive direct labor hours, safety, workers compensation, materiel management, and budget execution.   The Commander also reviews selected PRONs on a weekly basis.  Currently a score-carding technique is used measure PRON performance.  Various subjective and objective measures are used to include quality, schedule performance, costs, and method & standards. 

b.  Headquarters performance measures:

In addition to local performance measures, depot performance is measured by AMC.  Two primary vehicles for measuring depot performance are through the Command Performance Review System (CPRS) and quarterly PRON reviews.  The CPRS is an automated review and analysis system that measures both MSC and depot performance.  The depots enter actual performance data against prescribed metrics on a monthly basis.  The metrics include capacity utilization, Net Operating Results, schedule performance, net cash, new orders, productive yield, and capital investment program.  Out of tolerance metrics are briefed by the MSC Commanders to the AMC Commander on a quarterly basis.  The other method for reviewing performance is the quarterly AMC PRON review.  This is an on-site session where depot commanders must brief their current financial status and the top five PRONs with a negative cost and schedule variance.  The five oldest PRONs must also be briefed.  

SECTION III:  DESCRIBE FULL IMPLEMENTATION OF ABC/M

1.  END-STATE VISION FOR CM/ABC:

The objective is to establish ABC as a viable cost management tool that is part of ANAD’s overall approach to continuous process improvement.  ANAD’s vision is to institute ABC as part of a blended effort to identify and implement process efficiencies in the Depot Maintenance Business Area.  Other initiatives that will be part of this effort will be Lean Manufacturing and Six Sigma.  These new initiatives will be incorporated into existing programs such ISO 9000 and the Method and Standards Program to form an overall Process Optimization Initiative (POI) Model.
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2.  USE OF ABC:

ABC will be used primarily to detail costs and identify efficiencies in overhead functions and organizations.  Indirect organizations as a rule do not have clearly defined activities and cost drivers.  ABC will provide managers a methodology for identifying value and non-value added tasks. Lean Manufacturing will be the primary tool for process improvement in direct functions.  At the depots, direct costs are captured at task level via operational code reporting.  Therefore, the primary focus for increasing efficiencies in direct functions will be process re-engineering.  This is why Lean Manufacturing is a better tool in direct functions/organizations.  Where applicable, ABC will be used in a supporting role in the re-engineering process.  The data derived from ABC will be used at all levels of management to manage costs and improve processes. 

3. PERFORMANCE MEASUREMENT FOR MANAGEMENT:

As part of the POI vision, ANAD would also like to implement a Balanced Scorecard approach to performance measurement.  ABC will be used to support and/or measure the financial objectives and internal business processes included in the Balanced Scorecard.  ANAD will complete the revision of its Strategic Plan by June 2002.  At that time, efforts will begin to establish a Balanced Scorecard NLT 2nd Qtr of FY03.  

SECTION IV:  BASELINE TO FULL IMPLEMENTATION

1. STRATEGIC AND OPERATIONAL LEVEL PLANS

a. Goals and Objectives for Implementation:

Implementation of cost management initiatives will enable ANAD to accurately identify direct, indirect costs, and cost drivers, enhancing the development and sustainment of performance measures.  It will provide the cost measurement data necessary for effective cost management of our installation.  It will assist us in obtaining the Army’s Strategic Goals of improving the management of material for a more efficient operation and improving our competitiveness by making our rates more comparable with private industry.

b. Rapid Prototype:

ANAD has selected one of our major commodity processes - the Reciprocating Engine Process for Rapid Prototyping.  Rationale for selection of this process includes the following:

· Represents total process of depot maintenance 

· Complex stand-alone commodity – induction to shipment

· Includes a cross representation of ANAD’s direct labor skills

· Major financial contributor 

· Significant cost and schedule variances

· Provides historic challenges in material management 

 This process has changed significantly over the past years.  As new engine lines were added the methods employed paralleled the existing process flow.  A recent method and standards study conducted by a local university within this major process will provide a foundation for identifying process efficiency opportunities and documented the process time for touch labor.  The method improvements identified will provide limited efficiency gain in the overall process.

c. Roles and responsibilities:

The Depot Commander and Directors are responsible for monitoring our cost management systems and provide continuous process improvement through working groups, regular reviews and feedback from all the organizations that comprise Anniston Army Depot.

d. Implementation schedule:

ANAD will be using ABC/M to determine the actual cost of indirect processes and Lean Management (LM) for direct processes.  A cross-functional team will be established to review this process.  To implement LM/ABC techniques we will utilize our Process Optimization Initiative led by the Directorate of Quality Improvement (DQI).  To accomplish this optimization process, Process Optimization Initiative Team (POITs) will be established.  Their charter will be to document, existing process, identify inefficiencies, develop improvement initiatives and implement these initiatives.  A Process Optimization Review Council will be established to provide guidance, direction and assistance to the process optimization teams.  The following milestones are established:

Team members/ initial training requirements determined 
- 11 April 2002.

Brief Team Leads/Members on expectations 

- 16 April 2002

Initial review of existing processes



- 10 May 2002

Brief Council on proposed initiatives 


- 13 May 2002

Upon approval of project initiatives implement




50% by End of 3rd Qtr FY02




Remaining by end of FY02

Improvements and lessons learned from our implementation of LM/ABC in the   Reciprocating Engine Process will be exported and applied to other industrial operations/process according to the milestones below:


Turbine Engine Repair Facility
Oct 02 – Mar 03


Transmission Repair Facility

Oct 02 – Mar 03


Common Support Processes

Apr 03 – Jun 03


Other Support Shops


Apr 03 – Sep 03


Combat Vehicle Assembly

Apr 03 – Sep 03

e. Proposed Initial Training Program:

Critical to the ability to conduct this major effort is the specific training in these management initiatives and methodologies.  Currently we are slated for a 5-day course in ABC and we are developing a contract to train 20 individuals in Six Sigma, Green Belt Level.  Lean Manufacturing training is being approached through reading and research.  We are actively pursuing the availability of formal training in lean management manufacturing techniques.  The level and extent of training will be periodically 

re-evaluated as we proceed into this effort and will be readjusted to meet our needs.

f. Software Requirements:

TACOM has provided OROS software.  We have this software in hand.  It was loaded to servers at ANAD the week of 15 Apr 02.  It will be loaded to two personal computers located within the Directorate of Resource Management.  In addition, the PM for AWPS is developing an ABC model for AWPS.  This software will also be considered for use in our ABC implementation. 

2.  PERFORMANCE METRICS:

Locally, we will continue to use the current performance measures until our Balanced Scorecard is developed.  To our knowledge, the performance metrics required by headquarters will continue in the current format.   

SECTION V:  SPECIAL CONSIDERATION:

1. UNIQUE REQUIREMENTS:

Currently, no unique requirements have been identified.

2. IMPLEMENTATION CONSTRAINTS/OBSTACLES:

There are two areas of concern in the implementation of ABC as well as Lean Manufacturing.  The first area deals with Union negotiations.  ABC should result in work process changes, which will impact the workforce.  These changes must be negotiated with the Union.  The goal of our effort is become efficient, which the Union could perceive as a threat to the bargaining unit.  Our marketing strategy will be to show the Union that the depot’s long-term existence is threatened if we do not become more efficient. We trim back a little now, or run the risk of losing everything later.  The other concern is with the AWPS model for ABC.  We are ready to start our ABC effort with the COTS software packages available from CEAC.  The development of the AWPS software and its mandatory use in AMC could delay our implementation and in some cases cause us additional work.  
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