An Introduction to Activity-Based Cost Management

At the Fish and Wildlife Service

Budget deficits and mandates such as the President’s Management Agenda (PMA) have placed increasing pressure on government agencies, such as the FWS, to better understand, explain, and control its costs while improving performance. Like many federal organizations, FWS has found that its traditional information systems do not always provide a clear picture of the information FWS needs to support strategic decisions, operational improvements, and reengineering efforts—information FWS needs to stay productive and competitive. 

Coordinating with various DOI initiatives, FWS leadership resolved this missing link between financial and operational information through its Activity-Based Cost Management (ABC/M) initiative. ABC/M provides greater insight into true operational costs and illuminates options to improve ways of doing business. Rather than report costs just by object class or division, ABC/M goes a step further by assigning resource types to work activities so they can be viewed from a process perspective (see Figure 1). With ABC/M, operational and front-line managers no longer need an accounting degree or MBA to understand and manage costs effectively. 
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Figure 1:  Traditional Costing vs. ABC/M Costing

Fundamental ABC/M Concepts

ABC/M is comprised of two components: Activity-Based Costing (ABC) and Activity-Based Management (ABM). ABC is not a financial accounting system, but an approach that provides a more effective way to view and interpret information by measuring the cost and performance of business processes and their outputs. ABM is the active use of ABC information to help organizations perform their missions more efficiently while improving the quality and delivery of products and services.

Like traditional cost accounting, ABC/M is a cost allocation methodology. Unlike traditional cost accounting, however, ABC/M operates on the premise that activities incur costs through the consumption of resources, while customer demand for products and services causes activities to be performed. Figure 2 illustrates how ABC traces costs from an organization’s general ledger to the work it performs, and then to its products, services, and customers (i.e., cost objects). Resource drivers determine the degree to which a resource is consumed by each activity, while activity drivers determine how products, services, and customers consume those same activity costs. Examples of resource drivers are the percent of time employees spent on each activity or the square feet dedicated to particular activities. Examples of activity drivers are the number of services or products generated or customers served.
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Figure 2:  ABC/M Methodology

Drivers are often determined by a survey of organization workers or managers who have subject matter expertise. Active and honest participation from employees in such surveys is critical to producing ABC information that truly reflects how an organization consumes its resources at both the activity and cost object levels. FWS management makes decisions based on the results of this methodology.
Why ABC/M is Important to FWS

ABC/M is an important business process improvement (BPI) tool that links elements of other BPI initiatives such process flow analysis, and performance management. BPI focuses on opportunities and supports ongoing evaluation of effectiveness of improvement initiatives, including the ABC/M effort. These linkages can be achieved through the normalized activity dictionary provided by the FWS ABC model. Even without such linkages, ABC/M aids FWS’ BPI efforts through its ability to:

· Model business operations. ABC/M provides the quantitative baseline information that helps managers measure the success of process improvement initiatives in terms of financial and operational impact.

· Perform what-if analysis. ABC/M enables FWS to forecast the financial requirements of new initiatives. 

· Verify that processes are aligned with strategic goals. ABC/M helps identify activities that are consuming too many resources relative to their strategic importance or value to the customer. It also directly supports the strategic information requirements of the Balanced Scorecard, which FWS will implement in the near future.

· Achieve a cross-functional perspective on costs. ABC recognizes that, in reality, most business processes transcend functionally stovepiped organizational structures to serve the same customers and contribute to the same products and services. Thus, ABC promotes a team-oriented approach to cost management that is customer-focused and begins with the end in mind. 

· Identify process inefficiencies. Today’s organizations are expected to work smarter, faster, and better. ABC/M can identify instances of activity redundancy by way of its cross-functional perspective on operations. ABC/M employee surveys can also illuminate areas for process improvement.

· Comply with external demands. ABC/M provides FWS the vital cost and activity information required to fulfill federal inquiries and to objectively analyze outsourcing initiatives such as A-76. It also enables FWS to comply with requirements for performance-based budgeting outlined in the Office of Management and Budget’s (OMB) PMA. In fact, OMB has cited ABC as the only cost methodology that complies with the budgeting requirements of the Government Performance and Results Act (GPRA).

Roles and Responsibilities with ABC/M

Today, FWS is developing a robust, enterprise-wide ABC/M model that captures and reports on the costs of processes and activities for all product lines. Using the results of ABC models from 2003 and earlier, leaders are making important resource allocation and budget decisions for fiscal years 2004 and beyond. The model is maintained at FWS’ Planning and Evaluation Division, by a dedicated ABC/M team. But the task of sustaining a viable, useful ABC/M model doesn’t end there. It is the responsibility of every individual across FWS to champion ABC, for the success of ABC/M at FWS depends on everyone’s involvement. 

An ABC Working Group comprised of representatives from each region and division has been established so that concerns can be voiced, questions can be answered, and the workforce can have a say in model development and provide input to business briefings. All FWS personnel are encouraged to access the ABC site by way of the FWS intranet and communicate issues, concerns, and questions with their regional representative.







