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Chapter 4


Part Two

Resource Management

Resources for installation management are not limited to dollars, personnel, or time. While these three are important and warrant discussion, it is also necessary to consider changing technologies and the growth of new ideas. Resource management is a work in progress. Leaders must consider all resources necessary to accomplish their missions and aggressively manage the resources which they receive. They must be able to articulate and program their overall requirements. The four chapters in this section discuss cost, human resources, property, and technology management. Implied in these chapters is a need for the leaders and managers of Army installations to view their individual resource battlefields and determine how they will obtain and manage the resources needed to execute their missions. 

Chapter 4

Cost Management

Cost management (CM) must play a critical role in support of command decision making. Managers at all levels fight a war every day in resourcing and operating today's Army. It is a cost war. We are drawn into it and forced to fight it in order to maintain the maximum number of well-trained and properly equipped forces possible. In the current reality, we do not lose forces to an enemy on a conventional battlefield, but to the constant reduction of dollars available to resource the force. This is an unfamiliar war, fought on an unfamiliar battleground by commanders and leaders generally new to the weapons needed to win. CM, focused on the activities necessary to produce the products or services required for mission success, is the most important warfighting "doctrine" available for employment. Given full understanding of the potential of CM, and complete knowledge and use of its working parts, the cost war can be won.

COST MODELING

4-1. CM focuses managerial skills and action at all levels on the results of a cost modeling process that presents useful, accurate cost data based on the activity (a product or service) that the manager wishes to accomplish. Traditional cost accounting systems and processes in DOD do not allow managers to do this. Instead, they focus cost models on bags of money that are available to accomplish grossly defined categories of expenditures. Amounts of money are allocated to the bag by passing down a limit or budget, then managers at all levels use up the money until someone tells them that the budget is exhausted. This is and has been the conventional way of operating. In fact, using up the entire budget allocated down to low levels in the organization has generally been viewed as a good thing. The budget has come to be thought of as an entitlement to spend. This is far from a desirable way to operate at a functional level. The objective should be to use as little money as possible to achieve a defined level of quality and thereby have as much money as possible available to allocate to other command priorities.

PLANNING

4-2. Managers at all levels should accurately plan their future resourcing needs just as they plan combat engagements in order to win the next battle and the overall campaign. Relative CM success should be measured based on how much and how often that manager can reduce the resourcing need over time while accomplishing the required tasks to an acceptable level of quality. Resources saved in the production of one product or service are then available to commanders to redirect to high priority tasks otherwise destined to be unfunded. The CM process, focused on important activities, in conjunction with other leadership tools, provides the manager the information needed to know how much something needed to be produced really costs and provides a structure to do something about the unit cost of producing it

4-3. Integration of cost management practices into the twenty-first century Army is designed to enhance decision making at all levels. This requires a cultural change within the Army, recognizing that cost management is a necessary discipline for all managers and decision-makers, both military and civilian. A sound Army cost management doctrine will assist us in understanding the true costs of producing goods and services, improving operations, and linking execution to Army strategies. CM fully supports continuous improvement to achieve the most efficient organization. Therefore it is useful in streamlining cost competition (A-76), productivity and performance programs (Army Performance Improvement Criteria, etc.), and perhaps most of all, decision making by local managers in base support operations. Executing CM doctrine controls costs and improves efficiency and effectiveness. 

4-4. Installations/garrisons will continue to be vital to the mission of the Army. Cost Management is the Army’s tool to maximize the effectiveness of existing fiscal resources. Aggressive, proactive management of existing resources is the best way to provide resources for higher priority mission needs such as improved mission support services, quality of life, and force retention. Successful commanders are those who can achieve results with limited resources. They will accomplish more with fewer resources than their less successful peers.

4-5. Successful implementation of CM combines strong leadership support, a cycle of commitment and performance review, employee empowerment, and motivational incentives. With Army leadership serving as strong advocates, the new cost management culture establishes goals and encourages participative behavior to achieve improved performance. 

building a MODEL

4-6. A cost allocation model is needed because the traditional cost accounting system used by the DOD does not allow the assignment of all relevant costs to a product or service (activity). For example, the installation and garrison commanders should know the total cost of repairing a tactical vehicle, or training a soldier in a new MOS, or repairing a set of family quarters. More importantly, the manager that has the power to influence costs must know and understand them. By analyzing them and the process that produces them, the effective manager is prompted to discover numerous changes that will affect costs. The commander should expect subordinates to understand, explain, and improve cost performance. Unfortunately, a process of collecting and allocating costs that contribute to the creation of a product or service is not readily available. So many variables exist within all parts of the Army that an activity based cost model needs to be built based on the real way the production mechanism functions at each post, camp, or station. Building a location specific model is a time consuming but necessary function to be able to deal with real data vice a templated model, provided by others, that can produce only theoretical or standard costs. The creation and regular updating of a specific model is often viewed as too much work and therefor not attempted. The loser is the commander faced with more requirements than assets to get them done.

[image: image1.wmf]C

o

s

t

 

W

a

r

r

i

o

r

 

P

u

l

l

-

 

S

p

e

c

i

f

y

 

W

h

a

t

 

t

o

 

M

e

a

s

u

r

e

-

 

H

o

w

 

t

o

 

P

r

e

s

e

n

t

 

I

n

f

o

r

m

a

t

i

o

n

C

o

s

t

 

F

o

r

e

c

a

s

t

i

n

g

-

 

P

e

r

f

o

r

m

a

n

c

e

 

C

o

m

m

i

t

m

e

n

t

-

 

N

e

g

o

t

i

a

t

e

d

 

F

u

t

u

r

e

 

C

o

s

t

A

f

t

e

r

 

A

c

t

i

o

n

 

C

o

s

t

 

R

e

v

i

e

w

-

 

B

a

s

i

s

 

f

o

r

 

A

c

c

o

u

n

t

a

b

i

l

i

t

y

-

 

E

x

p

l

a

i

n

i

n

g

 

R

e

s

u

l

t

s

/

F

o

r

e

c

a

s

t

M

a

n

a

g

e

r

i

a

l

 

C

o

s

t

i

n

g

 

(

A

B

C

)

-

 

C

r

e

d

i

b

l

e

 

M

e

a

s

u

r

e

m

e

n

t

 

o

f

 

T

r

u

e

 

 

C

o

s

t

 

o

f

 

C

o

n

s

u

m

p

t

i

o

n

A

 

C

y

c

l

e

 

o

f

C

o

m

m

i

t

m

e

n

t

/

R

e

v

i

e

w

t

h

a

t

 

F

a

c

i

l

i

t

a

t

e

s

 

C

o

n

t

i

n

u

o

u

s

I

m

p

r

o

v

e

m

e

n

t

A process to build a model has to be used to capture and allocate costs. A useful model is built by allowing people who actually accomplish the tasks to build their model using a simple question and answer walk-through of what they do each day in performing their mission tasks. All relevant costs are then allocated to the product or service that the tasks produce. No salary or other relevant expense can be left out. Managerial tasks commonly referred to as overhead, and other costs have to be accounted for. On the other hand, precision, carried to an extreme, can overly complicate the process and usefulness of the results. This outcome has been observed in many initial attempts at creating a useful cost model. Together, CM and ABC give the manager a structure to be as cost effective as possible.

USING THE MODEL

4-7. Once a model is built and is repetitively presenting unit cost results, a managerial process to use the data has to be implemented. Leaders with power to change the way things function must view the unit cost data, be presented with managers' analyses and approve or create new work processes and direct their implementation.

4-8. A regularly scheduled performance review and planning meeting can be the single vehicle to do all these things. The manager is presented with the data, preferably by the individuals responsible for spending the money to produce the product, and its correctness is evaluated. The best results are usually reached if the first line manager is the person explaining what the costs are and why his planned resource needs were either exceeded or improved upon. Since the overall goal is to reduce unit costs, that discussion ensues. It is important to remember that this same manager presented his spending plan, using his cost model as the basis, for the next quarter, which is now the quarter’s results that are being reviewed. 

4-9. The commander or senior director/manager should be the leader at the review as this is the person who has the ultimate authority to implement procedural changes that result in cost reductions in the process under scrutiny. The commander is also the one that will reallocate the savings produced to higher priorities. An integral part of the overall methodology must be to provide incentives for managers at all levels to think and work smarter. 

4-10. In the previous example, the commander may choose to divide the money now available for reallocation between his desire to pay for another need and a reward to the manager that is helping him win the cost war. The commander might ask the first line manager and his supervisor what is needed to improve the function of the organization that produced this improvement. The commander could chose to buy that new computer for the vehicle maintenance shop that they have needed for a while but have not had the funds to buy. All this can happen at the same performance review thereby reducing the number of subsequent meetings that need to take place. 

4-11. Installation commanders focus on the tactical component of cost management by managing cost and performance through the cycle of commitment and review to achieve continuous improvement. Installation commanders set efficiency challenges to be achieved through the managing of activities (CM/ABC), processes and cost. Gaining a better understanding of cost and performance will better enable installations to achieve the strategic goals set by Army leadership.

COMMITMENT AND REVIEW

4-12. The cycle of commitment and review is the key for installations to practice cost management successfully. This process has been established through installation prototypes and is depicted in Figure 4-1.

Figure 4-1. Cycle of Commitment and Review

4-13. Installation and garrison commanders must provide the leadership support and need for cost management information. The necessity to pull or lead the cost reconnaissance process creates an atmosphere of cost awareness throughout the command. A cycle of forecasting and after action review provides a frequent feedback and accountability loop that drives continuous improvement and allows for the most efficient use of resources. 

4-14. A good analogy of cost managing in the future is the existing C3I of command, control, communications, and intelligence used in the tactical Army. The same principles can be applied to inform decision-makers in ways that lead to improved execution. This can easily fit the emerging requirements of better cost management.

4-15. Activity-based costing represents the intelligence or information gathering process. In battlefield management these are the intelligence technologies that acquire information for warfighters. Cost warrior pull recognizes the warfighter as the customer of the management information system. The cost warrior will command what needs to be measured and how to present the information. Cost projection recognizes the value and importance of projecting the current cost situation into the future in order to control future spending. In financial terms this means that the cost control system should facilitate forecasting, what-iffing, and simulation. After-action cost review completes the cycle by considering actual mission execution and communicating the results. In financial terms this means that cost warriors must ultimately be measured and held accountable for cost performance. Trending of cost based performance metrics should be expected to show continuous improvement.

4-16. Effective development of C3I should provide an important weapon for winning the cost war. Strategies, tactics, and weapons that improve the command, control, and communication of cost will be important. 

Linkages to principles

4-17.  Visionary leadership. Commanders, leaders, and managers must determine the strategies for obtaining and managing costs. Their emphasis on mission accomplishment must be complemented by an emphasis on obtaining and managing mission funding.

4-18. Continuous improvement and learning. CM and ABC are not yet universally understood. Leaders must foster and encourage a continuous improvement and learning mentality within their organizations. The modeling concepts and cycle of commitment and review discussed in this chapter provide a starting point for the learning process. 

SUMMARY

4-19. Commanders do not squander soldiers lives simply because the soldiers enlistments may soon expire and the commander knows that the soldier will be leaving the Army. The fact that the soldiers will be unavailable for future operations does not enter into the equation. Similarly, commanders should not squander dollars simply because they do not get to keep the savings in next year's budget cycle. Understanding this concept and using the CM/ABC as a resourcing tool can help the commander win the cost war. 




Concrete Example of CM/ABC Process


For example, during the FY's first quarter CM performance review the first-line manager in the vehicle maintenance shop presented his second quarter spending plan. He stated he would need many hours of overtime in the second quarter to immediately repair vehicles returning from an extended deployment. Instead, because of his understanding and use of cost based management and the cost model that represents what he does, he has become conscious of all costs and consistently tries to reduce them. The culture of the workforce has been changed to include reduced cost into the definition of mission success. To that end, he spent additional time and effort better allocating work throughout his workforce and managing the second quarter's employee leave more carefully. He also gave priority of repair to only the vehicles that commanders told him were most critical to have repaired right away. This extra effort resulted in no overtime being required in the second quarter which he can now brief as a unit cost for vehicle repair that was below the planned level. This identified alternative process, discussed in the performance review will be recognized for possible wider application throughout the organization. 
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