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Accounting for Info
Cosis Essential 1o

By coliecting and presenting data about the cost
of information actlivities {collecting, inputting,

processing, storing it), and the clements of these
costs, better decisions can be made about them.

Morey J. Chick
U.S. Ge .cral Accounting Office

need exists tr. establish some
Amcchanism o methodology for
determining. measuring, and/or
estimating information costs. Such a
mechanism or methodology as a tool is of
primary importance to business and
governmental establishments for
effective and economical management of
information and organizations,
establishing measures {for hoiding
organizalions accountable for their
information determinations, and for
proper pricing of information products
sold to the public or other organizations.

There has been a growing recognition
and acceplance of the concept that data
and information are cosily and valuable
resources that should be nanaged in the
same mannc' as other costly and/er
valuable resources. This is evidenced by
the results of the work peri srmed by the
Federal Papérwork Commiision and by
the objeciives of the Pevnerwerk
Reduction Act of 1980. Early views on
-the subject go back as far as the early
[970s or before.

It is generally recognized that effective
management of resources depends on the
development and use of good informa-
tion about the resources being managed.
Cne of ghe principal types of informa-
tion required for effective management is
financial in nature. Financial (cost)
information, among other things, allows
managers 1o

(1) make planning decisions effec-
tively and economically;

(2) provide attention to deviations
from plans;

(3) direct day-to-day operations
economically, efficiently, and effectively;
and

(4) make effective decisions on the
best solutions to problems faced by the
organization.

Once it is accepted that (jnancial data
is needed for effective management, and
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that information should be managed asa
resource, it would scem logical that a
mechanism 10 develop financis! data
about the cost of obraining and
processing tnformation is needed.

How Does Financial Information
Facilitate Good Management?

Management can be defined as the
planning, organizing and dJirecting,
controlling and decisionmaking involved
in running an establishment.

Developing financial information
about how much information processing
activities cosl an organization facilitates
good management, By collecling and
presenting daia about the cost of
information activities, e.g. collecting,
inpulting, processing, storing it, and the
elements of these costs, c.g. persennel,
training, equipment, supplies; better
decisions can be made about these
activities.

For instance, with financial informa-
tion, management can betier deveiop
answers to necessary information
management questions such as:

® D~ e need the informationand is it
worth the cost?

& Arc we processing Lhe data in the
best way and at the least cost?

e Can we streamline or change
existing methods, save money, and
improvez operations?

e”Are there duplications or other
unnccessary processing steps and how
much can we save by eliminating them?

® Should we automate or use more

MOREY J. CHICK. a CPA, is Manager,
Compuer Technology. for the U.S.
General Acccunting Office. ‘where he
specializes In studies of computer
operations. He has identified and
reporied 1o Congress significam
probilems in auiomared decisionmaking.
computer security, end daia sianderd-
izstivn as well as problems in specific
computer applicetions.

recent technology and how much will we
save if we do?

e How else can we reduce information
cosls without compromising quality?

¢ How much should be charged foran
information product?

¢ What is the risk in dollars of taking
or not taking certain actions?

With cost information, a manager can
rationally look at altcrnatives, cost them
out, and make decisions about what to do
with the knowledge that certain actions
will result in a probuble dullar impact.
Managers, with this information, will be
able to determine

(1) where is management atiention
needed most,

(2) the clements of cach processing
step that need the most managemeni
attention, and

(3) whether certain information
activities should be continued or

changed.

How Much Does Information Cost

There are no effective mechanisms
availablc today to help answer this
question. Costs are accumulated, in
accounting records and through cost
estimating procedures, by standard
accounting classifications and these costs
are accumulated by organization.
program, and/or project; not by
information product, data storage
location. or data element. So no one
really knows for sure.

But, emerging leaders in the ficld of
information resources management
(IRM) estimate that a high percentage of
activity, and its costs, are related o
preparing for (design). obtaining.
processing. storing, and oulputting data
and information for use in running an
organization. One corporation which is
gaining experience in estimating infor-
mation costs under Federal contract
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believes that about 70 or 80 percent of
Federal personnel costs are incurred for
the purpose of performing some form of
data processing (information} activity.
Other estimates coincide with this
approximation, although the percen-
tages vary between organizations
because therr missions and functiors
vary Examples of other cost elements

that arc ircuired v organizations that
involve performing infermation
activities are shown in Table i.

The portions of the cost clements that
arc incurred for performing all of the
actual data 1o information processing. as
well ax those incurred for developing and
implemenung svstems to facilitate such
processing, are all part of information
costs that should be measured for
management purposes. Considering their
significance. the potennal for reduction
could be sigmiflicant with appropriste
management action.

Costly Information Management
Problems

Effective management of information
and information resources is essential (o
reducing costs. Mismanagement of infor-
mation and information resources
crecales cxcess and UnNnecessary costs.
Because of the potential massive costs
involved, improved informrtion
management could save significant
amounts of money.

Infor nation problems creating excess
costs arc loo numerous Lo fully delineate
here. However, some examples of
information problems and their costs can
be usclul bv demonstrating the enormily
of the problem and need for improved
management, The examples are taken
from my presentation of *Audit and
Management Responsibilities fot the
Paperwork Reduction Act of 19807
dated November 19, 1981. Most of the
examples are ta*en from various reports
of the U.S. General Accounting Office
{GAQ). Apgency names are deleted
because these problems are not peculiar
to just one agency. Information
management problems depicted include-

» duplicaic collection of informatioa

= the costs of unreliable information

e the costs of failing to obtain and/or
use pertinent information

e failure to use current information
processing technology

@ storage and/or retrieval problems

¢ collecting unneeded data
Duplicate collection of information

A classic example, although not very
current, involves two separate Federal
agencies, each employing its own shipsto
collect the samc and similar geophysical
data. This data could have .een collected
once and shared. GAO estimated unne-
cessary costs of $20 million because of
this duplication.

A more recent example ncludes
duplications of data in criminal
information systems. GAO estimated
that more than 600,000 duplicate files (44
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percent of the total files) existed in two
systems operaled by one agency.
resulting in unnecessary input and other
costly duplications.

Costs of unreliable information

Unreliable information, defined as
data that is not current. accurate, or
complele has three major cost impacts.
The first involves the unnecessary
informaticn processing steps applied to
the unreliable data, the second involves
the costs to correct the data whenand if it
is found 10 be unreliable. The third
impact, a major one, involves the excess
costs of poor managerial or operational
decisionmaking made based on
incorrected unreliable data.

Specific examples for the first two
impacts are rare because of the very
absence of accounting mechanisms to
measure the costs of information
activities. However, it is not difficult 10
comprehend that all activities involving
the collection. processing. storing. and
wsing of information requires resources
and resources applied to processing
incorrect data arc wasteful. In addition, it
takes resourbes to correct data when it is
found to be wrong and these resources
also cost moncy. Excessive incorrect
dala is costly to correct.

The processing and use of unreliable
information for managerial purposes can
result in incorrect decisivns and actions
potentially wasting billions of dollars.
For instance, GAO has reported:

e gvcrpayments of more than $I
billion by an agency because of missing
aid inaccurale data in avtomated Oles,
and

® unnccessary purchasc and overhaul
of equipment by another agency at an
excess cost of $10 million a year because
of data inaccuracies,

Cost of failing to obtain and/or
use pertinent information

Inl'orn‘aliun management,_ . includes
determining what data is needed and how
it should be used. Omissions in obtaining
and using pertinent and neéded data can
result in vnnecessary costs which far out-
weigh all of the costs of obtaining and
asing i1, For instance, an agency recently
made overpayments of $125 million in
benefits in a year because critical data
about the recipicnts were not collected.
Revised data collection procedures were
recommended by GAO.

Failure to use current information
processing

An information rcsources manage-
ment problem of current importance is

EXAMPLES OF COST ELEMENTS
INVOLVING INFORMATION ACTIVITIES
{In eddition to personnel costs)

DESCRIPTION AND/OR OTHER COMMENTS ABOUT
COSTS ALLOCABLE TO INFORMATION ACTIVITIES

All costs incurred for ADP are for information activities.
ADP costs have been estimated at more than $15 billion a
year. These, however, mayinclude some aspects of personnel
costs discussed previously,

COST ELEMENT
{Examples)

Automatic Data
Processing (ADP)

Telecommunications

Facilities (rent,
depreciation
utilities, etc.)

Supplies

Transportation

Travel Expenses

Maintenance

Training

These, like ADP costs, are fully accountable as an information
cost, because they are used entirely for information purposes.
The cost of facilities housing information activities are partially
or fully atiocable to information costs, depending on the use of
the facilities.

Suppiies obtained for the purpose of processing data (pencil,
pen, paper, forms. etc.) are information costs.

Costs for public or private transportation incurred for
obtaining, verifying, and/or correcting information or for
perfcrming other information activities are information costs.
Cost of hotel, meals, and other out-of-lown living costs
incurred for the purpose of obtaining, verifying, and/or
correcting information or for performing other information
activitics are allocable as information costs.

Cost of maintaining facilities snd equipment used for proces-
sing information are information costs. All costs involving
maintining ADP or other equipment used directly for
information processing are allocable. Costs of maintaining
equipment used partiaily for information activities, e.g. vehicles
used by officials to collect, verify, review data, are partislly
attributable to information.

Costs of training personnel involved in any aspect of informa-
tion processing are attributable to information costs,

TABLE 1 15
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thz use of the best information processing
technology possibic lo assurc economy,
efficiency, and effectivencss of opera-
tions. GAO addressed the use of obsolete
compulcers and suggested that millions of
dollars in savings were possible by
replacing older equipment. Dollar
savings involved lower operating and
mainicnaince costs, lower energy costs,
deereased personnel and lacility costs,
and other savings. Other benefits
includr Ectter reliability, faster speeds,
and greater capabilitics.

Storage and relrieval problems

Anower costly problem involves the
inability 1o retricve. duta from systems
when it is needed, Excess costs involve
resources used in unsuccessfully
attempting to obtain data from the
information system. and problems
involved in making decisions without the
necded informalion.

A Federal agercy had inadequate
numbers of communication parts at a
dista processing center. This resultes in
only 19,000 successful attempts at
accessing data from a system out of about
250,000 total atterapts (in a l-month
period). Resources used in unsuceessfully
attempting to access data  (people,
hardware, software) could involve
millions of dollars in waste. Further, as
stated previously, decisions made
withiout approprijate information can be
quite costly.

Collecting unneeded data

The probicm of collecting ¢ata that is
unneeded is not new, In many cases when
systems are designed there is o real need
for certain data. However, because of
changing circumstances, requirements
for data, once necded, may no longer be
velid. To continuz to collect and process
such data can be very cosily. Resources
shculd be applied toward reviewing
information needs and eliminating the
coflection and processing of data no
longer needed:

Other methods of reducing the data
collection function are >»ossible with
appropriale management direction. For
instance, statistical sampling and/or
reducing the frequency of data collected
can be achieved in certain instances, In
recent studies, GAO pointed to potential
savings of millions of dollars annually
involving just twe agencics by the use of
reduced collection frequency and
statistical sampling.

Other information and
information resource problems

The examples presented here mercly
scratch the surface of problems requiring
management  atlention. e can get
management’s altention, provide the
tools for measzuring the significance of
problem areas., and the mcans for
problem correction through analysis and
action, by providing a mechanism for
financial management through informa-
tion cost accounting and/or estimating.

There are many other information
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related problem areas that increasc
information cests and require manage-
ment attention. Some of them are listed
below but many other problems exit.
Other information problems

A partial list of other information and
information resource problems include:

® Excess dita oustput
Poor datx design
Unnecessary ditta disscmination
Inadequate data disscmination
Inadequate sofiware criteria
Inadequate cdits
Poor internal controls
Other information resources problems

® Acquisition considerations

& Software development problems

® Equiprment management problems

o Equipment maintenance consider-
ations

® Personnel management problems

® Processing standards needed

e Security and daws protection costs
and requirements.

e Records  management
tions

» Facilitics management problems

T'o summrize, because information is
probably very costly. and because there
arc many problems associnted with
collecting and processing it.a mechanism
is needed to measure

(1) total information costs,

(2) costs of processing by element, i.e.,
processing functions {collection, input,
etc.) and cost elemznt {personnel,
equipment, ete.). Such a mechanism is
needed as part of an effort to manage and
reduce the costs while petting pertinent,
accurate, timely, and useful information
to those that truly require it.

Without such financial cost informa-
tion, it is difficult 1o systematically
identify the significance of problem
situations, some of which were described,
to help determine which problems should
be addressed first (establishing manage-
ment priorities) and messure the costs
and benefits of apjiying resources to
correcling problems :dentified.

Such financial information is also
important to management in identifying
problems. Having knowledge of the
significant aspects and cost elements
involved in information processing
would allow management to center its
attention on the most significam
processes and cost elements first,
assuring that the most significant cost
reduction sieps are taken first. This way,
the largest savings could be achieved as
carly as possible, an important goal.
Such a mechanism would allow
managers to obiwain answers (o often
asked questions such as

e “How much is the information
product 1 am receiving costing me?”

® “How can these costs be reduced?”

® “Js the product worth the cost?”
Other Reasons for Determining
Information Costs

There are at least three other
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consicderi-

important reasons for detcrmining (he
costs of information. They arc

(1) Asswiing that prices charged 10
others for information products arc
correct.

(2) Maintaining accountability for
decisions made by manugement aboul
information activitics,

(3) Making cost vs. valuc decisions
about information activitics.
Accountability for decisions
about information activities

Accountabilily deals with holding
persons and organizations responsible
and answerable for the impacts of
decisions they make. Decisions made by
organizations and persons about what
systems and information are needed to
accomplish a mission or objective cost
moncy. Reclated decisions about how,
where, and how often to collect i, howto
rrocess it and whether it should continue
to be collected also have significant
monclary impacts.

Good management calls for bolding
persons and organizations responsbile
for justifying their decisions. In order to
do this, information nbout the monctary
impact of decisions thal could be and arc
made, should be available. A mechanism
to make such financial information
available is obviously necded for making
decisions about information activitics,
Cost vs. value decisions about
information

Many decisions to do or not do
somcthing should be based on whet! er
the value to be received from an action is
worth its cost, Regarding informition
activities, costs vs. benefit analyses is
needed in order to make sound decisions
about information processing aclivitics,
i.e., what, where, how, how often, cic.

Today, we acither have the mechan-
isms 1o adequately determine costs nor
the value of information and information
products. This document deals only with
the cost side of this equation. Quantifi-
able financial data is needed for both, but
the value of information is another
subject: a difficult Lut soluble one.

SUMMARY

Costs incurred for processing informa-
tion. although currently unknown, arc
significant enough and problems that

exist severe enough to warrant increased | |

managemem of information, The Paper-
work Keduction Act of 1980 bays called
for such increased aticntion. Some major
teois for managing resources arc
firancial in nature. No ool or
mechanism exists today to measure the
financial impact (cost) of information
processing. Managerial decisions, using
such & tool or mechanism could help
identify problems which, when correeted.
could result in actions that could save
vast #mounts of money. Financial tools
are also needed to assure accountability
and proper product pricing. A necd for
such a tool exists today. fir
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