SUBJECT:  Department of the Navy Implementation Plan for

          Activity Based Management – INFORMATION MEMORANDUM


MEMORANDUM FOR UNDER SECRETARY OF DEFENSE (ACQUISITION,

                 TECHNOLOGY, AND LOGISTICS)

               UNDER SECRETARY OF DEFENSE (COMPTROLLER)

SUBJECT:  Department of the Navy Implementation Plan for

          Activity Based Management – INFORMATION MEMORANDUM

     This memorandum forwards the Department of Navy (DON) plan for enterprise-wide implementation of Activity Based Cost Management (ABCM). 

     This Department is committed to reducing costs and improving performance of business processes throughout our enterprise.  ABCM is a tool that will help achieve the results we need.  To date, our efforts have been focused on two broad areas. 

· Under our National Performance Review (NPR) Goal 10 effort, we developed an enterprise-wide strategy for ABCM.  Favorably reviewed by three top accounting firms, I believe it is a balanced, innovative and practical approach.  Our metrics were noted by the American Productivity and Quality Center (APQC) as a “best practice."  Within the context of this strategy, both ongoing and new ABCM implementations will be integrated and coordinated for maximum effect at lowest cost. 

· Under our Revolution in Business Affairs, DON is funding a series of pilot projects in Enterprise Resource Planning (ERP) in order to understand the costs, benefits, and risks of this type of commercial technology solution for sustaining activity based management throughout DON.  

Close coordination between ABCM and ERP efforts is being accomplished by our Commercial Business Practices Executive Steering Group (CBP ESG), chaired by the Commander, Naval Air Systems Command, VADM Lockard.

     It is the policy of this Department to understand total ownership costs (TOC) and to manage costs aggressively using the most appropriate and effective tools available.  ABCM is strongly encouraged as a tool to understand and manage TOC.  Managers must choose the best cost management tools for their purposes and they must plan, justify and program resources accordingly.  Managers implementing ABCM in DON have the authority to set a pace and path in cost management that is affordable and effective for their needs subject to three conditions:

· Technical solutions for sustained Activity Based Cost Management must be reconciled with DON ERP efforts and solutions.  Our ERP effort will identify, develop, or designate particular management systems and processes for many business activities, including maintenance.  

· DON managers will share activity models, cost object definitions, and process metrics to minimize their implementation cost and risk and to help build a common framework of standard terms and definitions. Stakeholders’ consensus will drive level of detail.  Managers must use this common framework, but they may also use any additional, more detailed terms or definitions that suit their needs provided they map clearly to the common framework.

· DON managers are expected to avail themselves of the latest implementation support tools and information when planning and executing ABCM projects.

     Deputy Chief of Naval Operations (DCNO(L))(N4) will take the lead in coordinating implementation of ABCM in DON.  N4 will coordinate with the Marine Corps and provide implementation support in the form of guidance, coordination, cross-functional integration, metrics, education and training material, knowledge sharing, and maintenance of the common framework as discussed in our strategy. 

     The Comptroller of the Navy, in overseeing resource allocation for this Department, will ensure appropriate benefits are achieved
.  Widespread business improvements are critical to this Department’s ability to accomplish its mission within already reduced resource levels.  Savings attributable to these efforts will be used to accommodate resource reductions already programmed.

     I believe this approach strikes the best balance of aggressiveness and practicality for this department.  It meets our management needs, complies with your direction of 9 July 1999, and it satisfies NPR Goal 10.  







Jerry MacArthur Hultin







Under Secretary of the Navy
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