ABC Rapid Prototype (RP) Lessons Learned

TACOM Acquisition Center RP (24-28 Jun 02)

Contracting Business Area

1.  The TACOM Acquisition Center went through the Activity Based Costing (ABC) Rapid Prototype (RP) process to develop an initial ABC model.  The following are the lessons learned from that effort:

a.  TACOM’s Acquisition Center is the pilot ABC site for the Army Materiel Command (AMC) Contracting Business Area.  This required them to develop a standardized list of activities and an activity dictionary that described the work being done in those activities.  These were staffed and agreed to among the other MSC’s and AMC.

b.  This RP was characterized by the great deal of advance planning for the RP effort.  The following are some of the things done before the actual RP started:

1) Identified a dedicated associate who was responsible for coordinating and planning all the activities associated with the RP effort.

2) Developed a standard activity list and activity dictionary that described the work being done in the Acquisition Center, which jump-started discussions of ABC prior to the RP start.   The standard activity list agreed to by the MSC’s was at a higher level with additional (i.e. more detailed) activities captured in the actual RP ABC model.

3) The Acquisition Center formed two IPT’s to prepare for the RP effort.  The first IPT (Repair Parts ABC IPT) was formed with subject matter experts in one of the core mission processes, and developed an ABC activity dictionary around that core mission process.  The second IPT (ABC Steering Committee) was composed of managers (GS-14 and above) who would be participating in the RP session.   This IPT expanded the activity dictionary prepared for the repair parts procurement process to cover all of the core mission processes in the Acquisition Center.  This resulted in a constant sharing of information between the POC and the mangers/supervisors/subject matter experts.  This helped to change the culture and get the managers/supervisors familiar with the terminology and the ABC concept.  Implementing ABC is a major culture change in an organization.  It is vital that the ABC POC be ready and willing to explain ABC to managers, team leaders, and associates at every opportunity.  Open communication and flexibility are required.

4) Created a spreadsheet that was used to make assignments of resources to activities prior to the start of the RP process.  The assignment process identifies how many people (e.g. in the form of full time equivalent workyears) were doing the work identified in the activity dictionary.  

c.    This was not a typical RP effort from the perspective that the activities were defined before the start of the RP process.  The normal sequence of events at the start of a RP is #1 identify cost objects (products/services), #2 describe activities (work required to produce those products/services), and #3 assign resource dollars to activities and cost objects (the resource dollars are preloaded into the OROS software at the start of the RP).

d.  Defining how the ABC information will be used, at the start of the RP process, makes it easier to build the RP ABC model to meet those information needs.   It is also important to define who the users will be.  Both will drive the amount of detail and level of accuracy of the model that is created during the RP process.

e.  Attributes are tags placed in the ABC model to associate an activity in the model with additional information about an object that is tagged.  You can use attributes to mark activities and determine how much is being spent on a group of common activities (e.g. how much is being spent in support of strategic goal #1).

f.  Non-labor resources (i.e. travel, supplies, contracts, equipment, etc.) were lumped together in the Acquisition Center ABC model because they constituted less than 5% of the total resource dollars.  The technique used was to determine what percent of labor cost these resources were and then apply a factor against labor to capture their cost in the RP model.  Every year you recomputed the % to make it auditable.  

g.  The technique they used to drive costs to discrete organizational units (e.g. division, group) was to first load total salary dollars (i.e. resources) into the OROS software.  Then the organizational units were defined in the OROS model.  Salary costs were then apportioned to the organizational units (i.e. workgroups) based on the number of full type equivalent positions for each discrete work unit.  This gets around the problem of the financial systems not collecting information at the work unit level.  

h.  Assignments are where costs go to—they flow from a source to a destination.  During this RP one decision was at what level would costs be assigned from the workgroups to the activities.  Would it be at the division, branch, or office level?  This is an area where if you know who/how you will use the ABC information it’s easier to make that decision.  They chose the division level—but that may change.

i.  You make cost assignments from resources to activities and from activities to cost objects.  In assigning costs from activities to cost objects you normally define an activity driver—which is something which causes you to do the work.  A common activity driver is a number of something.  An example of this during the RP process was for the activity “Plan Acquisition/Solicit Offer”.  This activity was assigned to two cost objects—contracts and purchase orders.  The activity driver used was number of solicitations.  The costs for the activity are then apportioned between contracts and purchase orders based on the number of solicitations for each.

j.  There was concern about how much effort would be required to collect activity driver information—in other words the “counts”.  They did not want to create a data monster.  Need to weigh the time required to collect information with the benefit that you get from the data.  As the ABC model matures it should be possible to automate the collection of activity driver information.

k.  During the RP process someone should take notes and record the logic of why certain resource and activity drivers were selected.  This helps document those decisions for the ABC model build during the RP process.  You won’t remember the logic if it isn’t documented.  

l.  The OROS software has an import/export function that allows you to automate updating resource inputs and resource/activity drivers.

m.  The issue of uncompensated overtime came up and it was decided that the ABC model is not the place to pick this up.

n.  Managers/supervisors need to work with those at the working level to describe the tasks/activities that are done to produce the work.  This should be done prior to the start of the RP process.

o.  Need someone familiar with the OROS software and the assignment process present during the RP process—or it will take much more time to complete the RP effort.

p.  A champion who understands the Cost Management/ABC process should be there during the RP process.

q.  Those who participate in the RP process should be able to make decisions for their organizational unit.

r.  In a cyclical business you may need to look at a time period longer than one quarter (during the RP they used 2Q02 cost information).  The contractor suggested that they might want to look at a moving average of the last 4 quarters of data.

s.  There will be a lot of work to do after completion of the RP effort.  The RP ABC model is usually pretty basic and will need to be refined over time.  Immediate work will include validating the logic of the model to include the various assignments.  Also, need to validate the cost (resource) and driver (resource/activity) information inputted.  The model needs to be stabilized so that meaningful comparisons can be made in future periods.  The local ABC software expert will be responsible for performing the validation task, fine tuning the model, and maintaining it (sustainment phase).

2.  The RP effort concluded with a successful outbrief to the Acquisition Center Business Group Leader.

