U.S. Marine Corps response from Dave Clifton 

1.  What are the institution’s current cost and performance management decisions and decision making processes? 
•How is the organization being managed now/what is the current framework?

–Where is the cost and performance management managed in your organization?


Cost and performance management in the Marine Corps is not specifically assigned to any single office.    Cost management for installations is being performed in the Installations and Logistics Department at the HQ.  Performance Management is fragmented.    The Programs and Resources (program and budget) department at Headquarters Marine Corps is probably the office with the most significant effort in performance management.

–Are there incentives in your organization to manage cost and performance?


The Marine Corps is attempting to link cost management to the resource management process - again this is for installations only.  Performance management is very immature and is basically not being done.

•What are the institution’s current cost and performance management practices and principles? What actions has your  institution taken? 

–What kind of written cost and performance policies do you have now? 


The Marine Corps has a business plan signed by the Assistant Commandant of the Marine Corps.  That plan contains a mixture of strategic policy principles as well as a series of strategic goals and actions that result in standard cost and output models at each of the installations.  As of August 2003, the Marine Corps has standard cost models with about 100% of the resources consumed by our installations traced to 37 standard processes.   The Marine Corps has not yet established standard products and services, but plans to establish those standards by the end of FY 04.  

–What kind of cost and performance management skills and training are we developing?


The Marine Corps invests significantly in training ABC modelers on OROS software.  At the beginning of the Marine Corps project, a commitment was made to build ABC skills in house - and not rely on consultants to manage it for us.  


The Marine Corps has also contracted with Mountain Home to provide a 6 unit Business Process Reengineering Course.  This course has been given over the past 3 years and several hundred (mainly civil servants) have been certified.


The Marine Corps also contracted with CAMI to develop a tailored course of instruction covering the Value Quest strategic management processes.  The one week course is delivered by mobile training team and has been given at about  20 locations worldwide over the past 2 years.

–How are we organized to implement cost and performance management?


The Marine Corps established a Center for Business Excellence at the Headquarters about 5 years ago.   This office has focused on enterprise implementation of ABCM models on USMC installations worldwide.   It is a small office augmented by contractors.  


Each installation has established a business performance office where ABC model expertise and other business advisory skills are resident.  These are very small offices, usually led by a senior civilian that reports directly to the installation commander.

–What cost and performance management practices and tools are being used (focus on Value Quest’s seven) 


The Marine Corps is using the following tools to moderate or extensive degree:  cost management, process management.


The Marine Corps is using the following tools to a slight to moderate degree:  performance management and capacity management.


The Marine Corps needs to significantly increase it's  use of the following tools:  Extended Enterprise (our most significant skill deficiency), asset management and target costing.

–How is data integrity being assured?


The Marine Corps' ABCM system is called X-Bit (Extensible Business Information System).   X-bit is a data warehouse built on a Sequal server. 

The system has been audited by Navy audit and is in full compliance with various IT acquisition and security regulations.  The X-Bit is designed to automatically extract needed cost and performance information from legacy systems.  Generally, the Marine Corps does not expect the cost and performance information system will generate new information requirements.  We expect to be able to identify a legacy system source for all data requirements.


The large challenge in data integrity comes from the fact that many of the legacy systems are not standard and have not been managed with much enterprise discipline.  As a result, enormous work is required to establish reliable data extractions.  Most of this work doesn't have much to do with the X-bit tool, but rather involves the entry of more standard data into the legacy systems.


In addition, the Marine Corps has partnered with DFAS to establish a developmental billet for DFAS accounting specialists.  An accounting specialist from DFAS Kansas City Accounting Office has been assigned to HQMC, Center for Business Excellence for over two years.  This individual has been responsible for auditing the transfer of data from the legacy accounting system to the ABC models.  The standard expected for each model is that resources in the legacy accounting system will equal the ABC model at the object class level within 1% of total dollars.

–What are the key concepts/diagrams/PowerPoint illustrations that are used to inspire your organization to use cost and performance management.


These are attached in a separate powerpoint file.

•What kind of relevant cost and performance management decisions are our leaders making and how are cost and performance management practitioners helping? 

The reason the Marine Corps is implementing ABC is to help reduce uncertainty in decision making.  The ABC models provide a common business operating picture that allow leaders to understand where their costs are.  By establishing standard process models, and opening access to all installation models, the leadership is able to compare themselves to others.

The information from ABC models is principally required for the following purposes:  to support process improvement and BPR, to support establishment and maintenance of external service contracts, to identify where the labor FTE's are committed, to understand how various customers are consuming resources, to understand total cost.

The Marine Corps has used it's ABC models to help identify opportunities to reduce costs on it's installations, to support contract actions, to support competitive sourcing program.  The Marine Corps intends to use the installation ABC models as a primary basis for POM 06 analysis and decision-making.  The POM06 program categories have been changed and are aligned with the ABC standard processes.  

–What other impact is cost and performance management having now?  Already covered that.

•What are the key processes influenced by Cost and Performance Management?

–Installation management? yes

–Systems acquisition? No.

–Operations?  Depots? Operations, yes for combat service support/logistics.  Depots, yes.  

2.  How did the current process evolve?

•What were the internal driving factors influencing implementation of Cost and Performance Management practices?


Many external mandates to improve business processes combined with an overall lack of data to begin with.

•What guiding principles and environmental factors influenced these decision making processes?

–Guiding principles and concepts.


The primary guiding principal was that the Marine Corps workers (primarily the civilian-Marines) would learn the business concepts.  We would not be reliant on consultants for basic management skills.  We felt not only was this the most economical approach, but that we couldn't effectively use consultant support/recommendations without having a solid understanding of the concepts ourselves.  Otherwise, we would not have enough confidence in the consultant proposals to act.

–The intent (Mission, objectives, purpose)


The purpose of the ABC project was to establish an enterprise program.  The installation commanders requested this effort and the assistant commandant approved it.


Commanders wanted an enterprise approach in order to:  (1) obtain economies of scale pricing for COTS software and consultant services (2) obtain consistency with the same (3) to obtain a longer term relationship with the external providers in order to build their capability to help us (4) to support the numerous federal government efficiency initiatives (particularly A-76) which required considerable better quantitative understanding of the work being done that we had heretofore available.

–Why

–Requirements, policies, dates who issued?


The program was established by a naval message in July 1999 that required the HQMC (I&L) staff to manage the enterprise program.  It also required each of our installations worldwide to dedicate 2 personnel to be full time ABC modelers.


Shortly after that message, the Marine Corps published a business plan which has been updated twice since 1999.  That plan contained the vision, goals and objectives for the ABCM effort.  It was signed by the Assistant Commandant of the Marine Corps.

–Statutory:  Cost and performance management requirement is established by the following:


Congress:  GPRA and CFO Act and Clinger-Cohen


President:  Presidential Management Agenda


GASB:  SFFAS #4 (Managerial Accounting)


DoD:  MID 901 and 910.  As well as a July 1999 memo from USD (R&E)

However, the Marine Corps did not implement ABC due to these regulations.  Like most other federal organizations, we were largely ignoring these statutes or stretching the definition of other existing programs in a way that appeared somewhat compliant.  Once we initiated our program, we discovered these regulations (with the help of the Naval Audit Service) and used them to help tighten up our program.

Other references of importance to the Marine Corps were books by:  CAMI (Value Quest), David Kaplan (Cost and Effect, Balanced Scorecard), Gary Cokins (several titles), John Miller, Steve Player (ABCM Battlefield), Mohan Nair (ABIS), Peter Turney, AMS, and Mark Graham Brown (Metrics).  (Note:  we made it a point to try to purchase multiple copies of these authors and hand them out at our business manager meetings which we hold annually)

•How did your organization implement Cost and Performance Management?

– what tools?


We used OROS software and COGNOS OLAP tool.


We are currently using a Sequal server to develop a data warehouse to collect and store cost and performance information.

– what process was used?

–What is the estimated cost for these current process evolution?

• Highly standard driven/funded from above?

The Marine Corps spends about $1.2M per year for cost and performance software and consultant support.  We spend between $500K and $1M on business training and our annual conference.

–What level within organization was current process implemented?

•Local effort?  Implemented locally at 25 installations.

•Headquarters?  Coordinated and financed from headquarters.

•Who were the key people in your organization who brought the program this far and where are they in the organization?


Several key players were in the field and inspired their commanders to demand that the organization take an ABC approach.  Then a small team of 3 civil servants, reinforced by two consultant partners, provided support to small business performance offices at each of our installations.

•What are the significant results your organization has achieved?


We have made significant progress in our information development:



-  built ABC models at 25 different locations using COTS software



-  trained a cadre of capable modelers at each location



-  standardized 37 processes that each model was attributed to



-  made all models available to all locations for comparative analysis



-  we are working to standardize products and services and customer consumption in the models (cost object module)



-  we are working to integrate the use of models with resource management



-  We have saved $150M in recurring savings over the last 3 years (sustained savings rate of $64M per year).  We have realigned nearly 2,000 Marines from installation to operating forces.  Purchasing 2,000 new Marines would cost the Marine Corps about $60M a year.  This impact is in addition to the sustained savings rate from improved processes.
•What were the governing requirements?

–Requirements

–Policy  

•Who issued it? 

•When was it issued?

•How have cost and performance management practices changed?

•What revolutionary changes did occur during the same time?
•What were the enablers to the evolution?

–Funding:  Central funding by the Fiscal Director of the Marine Corps was critical.

–Time:  The commitment we make to training our business professionals.  We also send new installation commanders to business training at Penn State University.

–People – Resources

–Leadership buy-in:  The Assistant Commandant of the Marine Corps, the Director of Programs, the Fiscal Director  and Resources, and the Director of Installations and Logistics  have all been committed and their leadership has been instrumental.  Commitment by installation commanders around the Marine Corps has generally been good.   The biggest challenge are the managers just below the top level, who have not bought into the change in a universal way.

–Systems integration.  This is very difficult.  We've gotten good cooperation from the Director of DFAS Accounting.  Without his support it would have been very difficult.

•What were the constraints to the current process evolution?

–Skill sets.    All computer and IT skills were seriously deficient.  TQ training had helped us get a process understanding/approach.

–Funding   Funding was adequate.

–Resources 

–Leadership buy-in.  At the next level below the top leadership, we have had serious challenge in buy in that has impeded progress.

–Systems integration.  Legacy systems are not very standards or disciplined.  This has made it extremely difficult to collect standard cost and performance data.  The legacy system managers are not universally supportive of initiatives and permitting access.

–Home land security (war) 9/11

-  Other:  Navy Audit Service conducted a very hostile audit of our program.  While their findings were extremely helpful, the manner in which the audit was conducted was a serious set back to the program.  The requirement to meet nebulous BMMP requirements was also extremely time consuming.  

•How long have the current processes been in place?

–When did they start?  April 1999 for the enterprise, although several individual locations had been using ABC for 2-3 years prior.

–Estimated time?  4 years.  

–Estimated costs?  About $1.2M per year.

•What is the current status?

–Mature process.  Maturing. 

–Implementing .  Still developing cost object module standards.  Buy in and promotion is a never ending requirement. 

–Planning

•What are the triggers that caused / created/ influenced the processes to evolve?  This is a duplicate question.

–External changes

–Internal changes

3.  What are the desired practices (future practices)? 

•What are the key Cost and Performance Management practices that should be emphasized?


-  The activity based information system described in chapter 3 of value quest is essential.  Added to that are the following practices, in order of priority:  process management, cost management, performance management, extended enterprise management, asset management, target costing, and capacity management.  We also add the following two practices:  strategic planning and project management to the skill list.

–What CAMI and other strategic business processes should we concentrate on in the future?  More automated, more integrated, standardization (same measurement, same format for comparison), enterprise enabled, web based


For the armed forces there is an enormous investment required to increase the knowledge of our civilian business managers in how to manage information and data.  


Secondarily, we have to use all the tools in a way that concentrates on management of the extended enterprise.

–Why?


We are significantly lacking in business intelligence and must become much wiser and effective in developing business intelligence systems, focused on management accounting type information.  We have to carefully decide whether to build new systems, buy COTS products off the shelf, or change existing legacy systems (perhaps using a data warehouse) to build the information based on what is already available.


With regard to extended enterprise:  the DoD now spends more money on purchasing services than hardware.  Perhaps the single most critical skill deficiency in the department is the complete lack of systematic training for those government employees (mostly civilians) who are needed to manage service contracts provided by external providers.  We are generally not happy with our extended enterprise, and the main reason is patently clear:  we don't train our workforce to succeed (as we do in acquisition of hardware).  The Section 912C study completed by Air Force General Frank Anderson in 1998 lays out the right direction - but it has not been implemented.

–What kind of cost and performance management tools should we be concentrating on?


Already answered

•What are the necessary guiding principles?


We need to adopt formally the concepts and principles in SFFAS #4.

–Should link to strategic plan


Yes.

•What are the outcomes/decisions that these practices will enhance? (Gap that will be filled)


More informed decision making.  Less uncertainty.  More cost-effective business processes.  Better management of assets and relationships with external service providers.

•What is the framework? What kind of decisions should leaders be making?

I think this question is duplicative of others.

–What kind of outcome should cost and performance management be making on management processes?

–What kind of common cost and performance management frameworks are needed?

–What kind of skill sets are required? What kind of education do we need?

–How should we organize to achieve these practices?

•What kind of planning has/is your organization doing to achieve desired future state?

•Should your organization re-organize to enhance Cost and Performance Management?
My organization needs a strong managerial accounting function throughout the organization. But has none.

What are the principles that need to be adopted/or emphasized in the ideal future state?

Already answered.

–CAMI Concepts?

–Case study concepts?

4.  How will the institution get there?

•What Change Management Concepts will facilitate future state?


We have not done a very good job emphasizing change management concepts.  A few of the items that we have done that contributed somewhat to our success:  some instances of good communication,  significant top down support, investment in training of our workforce, central funding of COTS cost systems, dedicated effort to reduce the workload associated with data collection, development of specific organizational structure to support.


In the future, greater emphasis on promotion will be required, due to constant turnover in leadership.  We also need to continue the investment in the skills of our civil servants in order to equip them to achieve the level of business skills desired.
–Must make CAMI concepts (already discussed in cases) resonate with Armed Services 

–CAMI change management tools

•ADF tool (assessment and risk mitigation)

•Change Management CAMI group

5.  How will this future state be sustained? 

•How will Cost and Performance Management influence the success of the organization?


Cost and performance information will be used to reduce uncertainty in decision making.  The armed forces are notable in their use of information on the battlefield.  American forces dominate the battlefield, in no small part, due to information systems that deliver timely, relevant information.  Those business processes that support our warfigthers need to deliver more timely and more relevant information to decision makers -- in context of the planning, programming, budgeting and execution system.  The primary information needed to support business processes is standard cost and performance information that has been mandated by the President, the Congress, the GASB, and the CFO of the DoD.  


The objectives of cost and performance information are to improve understanding and reduce uncertainty about operating performance (and may also support budgetary information and financial status information).  Questions answered by cost and performance information primarily include:  How much do programs cost and how were they financed?  What outputs and outcomes were achieved? What and where are the important assets, and how effectively are they managed?  


In DoD, there is virtually no management accounting function.  The Federal Accounting Standards Advisory Board was established in October 1990 to consider and recommend accounting principles for the federal government.  These standards are recommended after considering the financial and budgetary information needs of the Congress, executive agencies, other users of federal financial information, and comments from the government.  Treasury, OMB, and the General Accounting Office then decide whether to adopt the recommended standards.   


The GASB issued  Statement of Federal Financial Accounting Standards No.4:  Managerial Cost Accounting Standards on 31 July 1995.  The purpose of the standards are "aimed at providing reliable and timely information on the full cost of federal programs, their activities, and outputs.  The concepts of managerial cost accounting contained in this statement describe the relationship among cost accounting, financial reporting, and budgeting."   SFFAS #4 established  5 Managerial Cost Accounting Standards:


1.  accumulating and reporting costs of activities on a regular basis for management information purposes


2.  establishing responsibility segments to match costs with outputs


3.  determining full costs of government goods and services


4.  recognizing the costs of goods and services provided among federal entities


5.  using appropriate costing methodologies to accumulate and assign costs to outputs.

•What are the key actions you think need to be taken to influence success of Cost and Performance Management in your organization for the future?


The CFO of DoD needs to issue a policy to reinforce SFFAS #4.  Individual armed services need to organize and dedicate the resources to provide managerial cost accounting information aimed at providing reliable and timely information on the full cost of our programs, their activities, and outputs. 


That information needs to be used in a strategic context to ensure the most cost-effective business processes are in place (process improvement) and that these processes are clearly linked (integrated performance management) to the strategic goals of the organization and that those linkages cascade from the headquarters all the way down to individual performance objectives and contract deliverables..  The information will also be instrumental in supporting relationship development and maintenance between the armed services and external service providers (extended enterprise).   

–Have business objectives been identified?  The business objectives of the information are to 

–Have funding and buy-in been obtained at each level?

–Has a champion and core team supporting the effort been identified?

–Who will communicate the business objectives supporting Cost and Performance Management at each level of organization?  


The CFO clearly has the inherent and statutory responsibility (CFO Act (PL 101-576, 15 November 1990:  Section 205.  Agency CFO's shall provide for (1) complete, reliable, consistent, and timely information which is prepared ona uniform basis and which is responsible to the financial information of agency management (2) the development and reporting of cost information (3) the integration of accounting and budgeting information; and (4) the systematic measurement of performance

•What are the tactical and strategic implementation enablers?

–Top level buy-in obtained?


Top level buy in is essential.  The second most important enabler are the capabilities and skills of the civil servants who primarily manage the business enterprise.  They must be highly skilled at managerial cost accounting and management information systems.  They must be able to convert business information into timely business intelligence that the executives and managers throughout the organization can use.

–Have defined resources, skill sets, methodology, and training requirements been identified?


The primary resource for success are the civil servants.  The armed services do NOT want to create uniformed business management specialists.  Those skills are the core competencies and primary contribution of the civilians.  The CAMI strategic management processes form the primary basis for the skill sets, augmented by two additional skills:  strategic planning and project management.

–Has the appropriate tools/technology for organization been implemented?


In the Marine Corps, we have begun to implement the appropriate tools.  

–Development of consistent language and policies?


Consistent language is being developed slowly.

–Integration with other management processes?


Yes, we are linking with the planning, programming, budgeting and execution process.  Which is the most important business process.

•How are those enablers developed and implemented?


Corporate policy established small business offices and allocated resources to support the Activity Based Information System.
•What metrics do we use to measure the degree of Cost and Performance Management success?


Metrics used are:



(1)  Compliance of field models with HQ standards.



(2)  Completeness of the resource module and it's consistency with legacy resource systems (+/- 1% is standard at the object class level)



(3)  Completeness of the cost object module (just beginning)



(4)  Development and delivery of management reports (not done yet at the HQ level)



(5)  Amount of information pushed into models by automatic extraction from legacy systems.

–Use of data is systemic to organization at all levels.



Resource module - yes.  Cost object module - no.

–Customer of satisfaction.



Unknown.  We don't measure.
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