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By collecting and presenting data about the cost
of Information acllvities (collecting, Inputting,
processing, storing it), and the elements of the.e
costs, belter decisions can be made about them.

I\ccounting for Info
COS'lS Essential to
Effective Managernent

Morey J. Chick
U.S. Ge .cral Accov"ting Office

An~d exists tr, eSlablish some
...... mecllanism 0;" methodology for

determining. measuring. and/or
e~,ir:latjng informa:ion costs. Such a
mechanism or mClhodologyasa tool is or
primary importance to bu~ine5s and
governmental eSl8blishments for
effective and cl.:onomical management of
inform81ion and organizations.
establishing measures for holding
organizations accountable for their
information dcterminat: 105, Bnd (or
proper pricing of in(ormulion products
sold to the public or other organizations.

There has been ". 3cowing recognition
and acceptance: Jf t:'e coJnctpt that data
and informalio':1 tore: cosi.ly and valuable
resources that should be managed in the
same manoc" liS Nhcr (ostly undlor
valuable resources. This is evidenced by
the results of 'hi: work )..'Crt ')rmed by the:
Feder~l PaptrNork Commi.:sion and by
the objectives of the ~ ...~erwork
Reduction Act of 1980. Ear)y views on

·the subjec1 iO back as far as the carty
1970s or before.

It is generally recognized that effective
management of rcsources de~nds on the
dC'vclopmc:nt and use of good informa~

tion allout the resources being managed.
One .of Ihe principal types of informa~

tion required for effective management is
financial in nature. Financial (COSI)
information. among olher thinas. allows
managers to

(I) make plannir.g decisions effec~

tively and economically;
(2) provide attention to devwlions

from plans;
(3) direct day.to-.day operations

economicany. cfTtcicntly. and effectively;
ond

(4) make dfect:ive deeisiolU on the
bal 101.,;ons 10 problems roced by lhe
orpniution,

0 i. is _plod 11Io1 liMaciol dota
is od ror effective ......_1. ond

14

thai informacion shoukl be manlpd asa
resource. it would Kcm 10.icDI dUal a
mechanism to de\'elop finlDCiAI data
abou~ the ~ost of obtllining Ind
procrui,.,4nformation is needed.

How Does Fl...ntlool InrOfJJUlt.....
Facllitot. Good M....C.1MIlI!

Management can be defined as the
planning. ora_nizin, and oitirectina.
controllinsand decisionmakin, involved
in runnin, an establishment.

Developing financial information
aboul how much information proccuin,
activities cosl an orpniution facilitates
good m:anagcmcnl. By c:olk:ctina and
presentinl data about the cost of
information activities. e.l. collectin,.
icputtina. proccssina. storina it. and the
ele"ments of these costl. e.l. pcncnncl,
training. equipment. supplies; bener
decisions can be made about these
activities.

For instance. with fj~ncial informa­
tion, manaacmcnt can beller deYCk»p
answen to oecenary information
manaacment questions luch as:

• D'" .tIC need the informatiOD aDd is it
wonh the~?

• Arc we proc:nsina the da.. in ,be
bat way and at the least COlt?

• Can we streamline or chanae
existins· methods. saw moDC)'. and
improvl: operations?

...Are there duplications or other
unncccswary proc:cssinc stcps aDd how
much can we Ave by eJimiuti.. ,baD?

• Should we lutomate or ute more

MOREY J. CHICK.. C'A.IJ M_.
Cumpuln TrrlmuIoI,t'. fill tlw U,S.
_ A<"'-" O[JW '"
~",d.II~~J I" It.i" 01 ",,,,
o,,".lItm~. N, h, ItJrlt,'r"tI .ruI
r~po"rtl to CD"wrru .",,'/I ,.t""""",IIf __~"tt , .
"""fJfIHr II'f'wU.J'. MIl .,. ""'8 ~

i:Miwr ., aorll ...~ '" JPrrfr..
~ .,,1w-1oIu.

rcant u:chltOlOI)' and how muda will we
"ve if we do?

• How else t8n we reduce information
cosh; withoul comprom~ina qu.,lily?

• How much shoukl be charged for an
information product?

• What is the rilk in dollars or takin,
or not lakin, cenain Ictionl?

With COlt information. a mana.r can
rationally look ot allcrniltives. cost them
out. and make decisioJ1sabout what to do
wilh the knowled,e that certain actions
!t'if1 n.."5ult in a prob.abl4: dullur ill1pm:t.
ManalCfI, with Ihil information. wilr be
able to determine

(I) when: is IOaMlcmcnt .ucntion
nooiIed mosl.

(2) the c'emen's of C'OIC'h pf(t(l.."sin~

lIep thai need the moll rnaaaFmcnt
attention. and

(3) whether certain information
activities should be continued or...........
How M" Does IIIf_tlotI Cost

There: are DO efTective mechanisms
8vailtlbk tud"y '0 help albw.:r Ihi~

q'ICStion. Costs are KCumuJated. in
lCCountina records and Ihrou,h cost
esaimatinc procedures. by standard
acc:ountinl c"suationsand tbesc costs
are accumulated by oraanilation.
prOlram. andl or projc~t: nol by
information produci. data storale
location. or data clement. So no one
tully kAOWS for ,un:.

But. cenerli... leaden in tbe faekl of
information reSOUrce, manac.emc:nl
(IRM) nlima,••loola hiah pc_Ala.. of
aetivity. oDd lu eost.. o~ rdo'ed Ie
prc:,.,iD, (or (desisn). obtaining.
processina. stonna. and outpunina data
aDd information ror 11K in running an
orpniulion. One corporation whtch is
pininl experience in estimatin, infor~

..don costs uDder Federal contract

INFORMATION & RECORDS MANAGEMENT



EXAMPLES OF COST ELEMENTS
INVOLVING INFORMATION ACTIVITIES

(I" HllillM 10 paID 11I11 etnts)

percent of the total files) cxisled in two
systems operated by one asency,
resulting in unnecessary inpul and other
costly duplications:
Costs oj un,e/i4bfe ''''0"".,1011

Unreliable inform..~on, defined as
data lhal is not current. accuraU. or
complel\'" hilS 11lf\.~ m."\jor COlo1 imp...cts.
The firsl involves the unnecessary
informalicil proccs$ing sleps applied to
the unrcliDbl~ lJatu. lilt Kcond invol~

the costs to corTCcttM data whenand irit
is round 10 be unreliable. The third
impact, a major one. involves the excess
costs of poor manlserill or operational
dccisionmaking made bailcd on
incorrected unreliable data.

Specific examples for the first two
impacts are rare buause of the very
absence or accounlina mechanisms to
measure the costs of informalion
aClivitics. However, il is DOl difficulc tu
comprehend that an activities invoM",
lhe colleclion. processin,. Slorin.. and
using of inforrrnation requires resources
and resoUKCS applied '0 proceuina
incorrect dati are wasteful. In additiOft. it
takes mouJf.es 10 correct data wheft it is
found to be wrong and these resources
D hiO cost mOrh:)'. ExC\.'S"ivc incorrec:t
dala is costly 10 correct.

The processin, and UIC of unreliable
inrormation for manaacrial p.....poscs-can
re.ult in incorreCt deciaiont atld actions
potentially waSlins bUIiCH" of dollars.
For instance. GAO hili reported:

• ovcf.,.ymcnts of more lhan SI
billion by an apney kt:ause of mas."in"
atkl ir~"''''tlnlh..' d..,,, i. autt,luaatcd fik.-s,
.nd

• unneCC5SAty purc:haK and overhaul
of Cf.IUipnlCnl by another a,.:nt:y al lin
eacess COIl of SID miUion. )Urhecause
of data inxcuraeles.
Ctnt oJ /alIIJtIlo _ ~.,

_ pmlrHIIt~11tM
InforR¥Jliun manap:lIICnt_. incluth:s

del.rmim", whal cia.. iI_cd.nd bow
it .hould be used. OmioIiono ill obtaini",
.nd IIIin& perti.....t .nd ..eded cia.. eon
rcsull in urll'teccuary cOI1I wltida far eMIt·
weish .n of ,he COllI of obtaWnc .nd
using it. Fur ilUta~...n uJCIIC)' n:a:ncly
made overpay_ of 112' ..~Iion i.
benefits in a year beausc crilitat data
aboul tbe n:c:ipit:nll wcn IKM~.
Reviled cia.. colleetiool procedures WCR
recommended by GAO.
FfIIIwe,. ..~ '(we....
1". Jill'" Id••1ou

An information 1'CIOtIt«i manaac·
ment problem of curRnt importance i.

1STMLI'

DESCRlnlON AND/OR OTHER COMMENTS AaoVT
COSTS ALLOCAILE TO INFORMATION ACTIVITIES

All COlts incurred for ADP an for informalion aclivities.
ADP COlli have been estimated at mOR than SIS billion a
year. T...... however....»"includ. lOme I.pecll of penonnel
COlti dilCuued previously.

Thete. lit. ADP .00u••n fully aceou....... u I. wonnalioll.011. beca.... lhey ........atinly ror iafor...ti.._.

The COlI of facilities hc>uIift& i.forma.ioIllCIi_ partiall)'
or rully IU-ble 10 inl_lion....... dependi tho .... of
,he facilities.

Supplies obtained ror tho ....rpose of pi c i'l cia.. (penciL
pen. ".per. fOrlRl. ete.l." infonna,ioIl COllI.

c..ou for pooblie or prinle tn~'ion ineumol for
obtaininl. wrifyiaa. .ad'or correcti.. iafonoalion or for
perlc....... odIC$' inl.-tion activities an inlormation COllI.

COlI of hoteL -. .... _ oul-<lf.._ livi.. COllI
...urred ror tho poorpost of obtai.ina. verifyi......., or-uoa i1Ilomation or for performi.. nt.r inrar-,ion
lCIi¥ilia .n a1Ioeable u inronnalioll COlli.

COlI of .....itliq racilititl .ad ...uip...... _ for _
line i.fotrMtioet .re illfonultoa COllI. All COllI involvin&
-ielai,i.. ADP • odret equipment .... clilecdy for
inr_1ion PI ."' ..........bIe. e- of _iMaiIli..
....... _ peniell)'foriaformalion...ivitieo..... wehieIes
_ by 10-.wrily. rniew cia... an paniaUy
.ltriIaota 10 inlormatioll.

e- 01 tnilliIta ...-1 invohed in ..y upect of infonna­
tiM~.. an .Ilributa.... 10 iniorma,ioIl_.

COST ELEMENT
{E..mples,

Automatic o.t.
Processing (AOP)

Trai'"

Transporution

facilities (rent.
depreciation

ulililia. elc.)

Suppli..

TclecommuniQlionl

believe~ t}lal about 70 or 80 percent of
Federal personnel costs are incurred for
the purpose of performing some form of
data processing (Information) activity.
Other eSlimaleo; coincide with this
apprOJOmstlon. although the percen·
lages vary between organizations
bccOlu!>C lIt\,"" mi!>slon!> :Jnd funchops
vary EJtamples of other cost elements
thai :uc ir~ul red ... ., organin'llions Ihill
In~olvc performing information
activities are shown in Table i.

Thc ponions of the cost ch:ments that
are incurred for performing all of Ihe
81:"tual dala 10 information processing. as
well <.1.\ those incurrcu for dcvclopingand
implemenung systems to facilitate such
processing. are all part of information
costs thai should bt: measured for
managemenl purposes. Considering their
slgmficance. the potenllal for reduction
could b\'" !>ignlfl~nl wllh OIppropriOilc
management action.

Costly InfQrmation Mana2~m~nt

Problems
Effective management of inform31ion

and information resources is essential to
reducing costs. Mi5management of infor­
malio" and informalion resources
crc,Hcs CltCC!>S and unnecessary costs.
Because of the potential massive costs
involved. impro .... ed informrtion
management cOlJld save Significant
amounts of money.

Infor na'ion problems creating. excess
costs lHC 100 numerous to fully delineate
here. However. some examples of
information rroblems <lnd their costs can
be useful b~ demonstrating the enormity
of the problem and need for improved
management. The examples are taken
from my presC:n1ation of "Audit and
Managerr.ent Responsibilities for the
Paperwork Reduction Act of 1980,"
dated November 19, 1981. Most of the
e.x.amples are tal'en from various repons
of Ihe U.S. General Accounfing Office
(GAO). Agency names are deletcd
because l!"lese problems are not peculiar
to just one agency. Information
management problems depicted includr'

• dup~icah; collection of informatio.1
.. ~ho.' '":O!>l!> of unreliable informalion
• the costs of failing to obtain and/ or

use pertinent information
• failure to use current information

processing technology
• storage and/or rctrieval problems
• collecting unneeded daLH

Dup/iclltr coll«lkm o} iItJ~tiolt
A classic example. although not very

current, involves two separate Federal
aaencies. each employing its own Ihips to
collcct Iht samc and similar gcophysal
data. This data could have .an co1kc1ed
0''" and shared. GAO estimated UORe­
ccssory co... of 520 million because of
this duplicalion.

A more recent example Includes
duplica'ions of da'a in criminal
information I)'IIeml. GAO ntimated
lhal mo.. lh.n 600.000 duplicate files(44
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tJ-.t: use of the best information processing
technology possible 10 assure economy.
efficiency. and effectiveness of opera­
lions. GAO addressed the use ofobsolele
computers and sugg~stcd that millions of
dollars in savings were possible by
replacing older equipment. Dollar
silvings invulvcd lowcr opcrutinlt ;lnd

main~;;l1ai::(,c costs. lower energy costs.
decreased p:rsonncl and facilil)' COSIS.
and olher suvings. Olher bCl1ditli
includr-:t teller reliability. faster speeds.
and gr..alcr capabilities.
Stt).l·OI~ lind ,d,ietJlll p,oblrms

Another costly problem involyes the
inability to rCldcvc. dal;t 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 wichout the
needed infnrnl:llinll.

A t:cdcral ugcncy httd inadcquatc
numbers of communication parts .n a
tlil1a pmccssilllt cenlcr. Thb rcSlIlh.",1 in
only 19.000 successful attempts at
uccessing duta from a system out ofabout
250.000 total attempts (in a I-month
period), Resources used in unsuccessfully
attemptinG 10 ;lCC.'CSS dill;' (people.
h'Hdwarc. soflware) could involve
millions of dollars in waste. Further. as
5tated previously. decisions made
without approprjate inform;ttion can be
quite costly.
Collecling unneeded dOla

The problem of collecting ~ilta thaI. is
unneeded is not new. In many cases when
systems arc ,",csigtlcd Ihere is 01 rCil1 neetl
for certain ditta. However. because of
changing circumscances. requiremenls
for dliitl. oncc nct:tled. mllY no longer be
valid. To continu::: to collect and process
such data ctn be very costly, Resources
shc.ufd be applied toward reviewing
information needs and eliminating the
coHection and processing of data no
longer needed':

Other methods of reducing the data
colleclion function are )ossible with
appropriate mw,nagement direction. For
instance. scalistical sampling and! or
reducing Ihe frequency of dat~ collected
can be achieved in cerlain instances. In
recent studies. GAO pointed to potential
savings of millions o( dollars annually
involving just twe agencies by the usc of
reduced collection frequency and
stalistical sompling.

Olhu ltf/onnillion .lId
In/oTtnIIlloII nfouru pToblems

The examples pn:Knletl herc mcn:ly
scratch the surface of problem» requirin,
manngement Buention. We can eet
r:nanagement\ aller-tion. provide the
tools (or mea~urin& the lianificance of
problem areali. and lhe means for
problem correction throuah Inalysis and
ect!on. by providina a mechlnism for
financial managemenl lhrou,h informa­
lion cost lcx:oUntillllnd/or atimatin•.

There Ire many other information

16

relaled problem areas thai ~ncrease

informalion cests and require manage­
ment Bllenlion. Some of them are liSlc:d
below but man)' other problems exit.
Olhr, inJoTmQtion piobkmJ

A piHtiullist of olher information and
information resource problems include:

• Excess dill .. output
• Poor data design
• Unncccss<tn' d.na dissemination
• Inadc.'1.tUlltc·cJill;l dis.·M.'mir.:lIion
• Inadequate software criteria
• Inadequate edits
• Poor internal controls

Otht, i,qo,mtllion T~sou,cnprobkmJ
• Acquisition considcr:llianli
• Software development problems
• Equipment management problems
• equipment maintenance consider-

ations
• Personnel management probkms
• Prtll""s!j;in~ sl:mdllnls m.'l·dl·d
• Security and dala prolection COSIS

and requirements.
• Rccun's IlI;Ul;IgCUlCIlI CtUlliidenl a

lions
• Facilities management problems
'fa sumnt.tril.c. bccause infurmation is

probably very COSily. and because there
i$rl: mAny I'rnhlcms US."'UCi:llcd with
collecling and proccssinsit.a mcch.,n;sm
is nteded to measure

(I) lotal information costs.
(2) costs of prlXCssing by element. i.e.•

processing functions (Colleclion. input.
etc.) and cost elem~nt (personnel.
equipmcnt. etc.). Such a mcchanism is
needed as part ofan effort to manage and
rcduce Ihe cosls whilc l!ellinlt pcrlilWlll.
accurate. timely. and useful information
10 those that truly require it.

Wilhout such fimmcinl COlil informa­
tion. it is difficult 10 systematically
identify the significance of problem
siluations. some ofwhich weredescribcd.
to help determine which problems should
be addressed first (establishina manage­
ment priorities) and mCl5ure the costs
and bcnefils of apvi,.in, resources to
correcting problems:denlified.

SU(h financill information it Iiso
important Hl manaaement in idmtifyina
problems. t-~aving knowlcd£e of Ihe
significant aspecls and cost clements
ir.volved in information processinJ
would IUOW rnanl£emcnt to center its
alle.ntion on the most sianificaot
processes and cost elemenu first.
a~suring 1hllt the most signirlCnnl cost
reduc1ion sleps are taken first This way.
the larc~t savin&! could be achieved as
early as possible. an imporl..nl ,oal.
Such a rMchanism would allow
manaaers to obllin answef$ to often
Iskcd qUC11ions such as

• ·How much is the information
product I am reccivina coslin~ me?"

• ·How can these COSlt be reduced?"
• ".. the product worth the co.t?"

Other R_. for DtltnnlnlnJ
laronulion COllI

There Ire It lelst three other

imporlanl r,,-asons (or deiCrmininp. lhc
COSt5 ()f il,rormalion. Thc)· uri.:_

(I) Auul';,ng that prices charged to
others for information producls arc
eotn:cl.

(2) Mainlaining accountability (ur
decisions made by management ..holll
inrllrll111liun :Icti,'ilil's,

(3) Makin&: cosl vs, value dccisiulls
ahoul inftlrma1ion aClivities.
If(count.bilit,. JIlT d«isiu".
abour infor_lion acrMrln

Acc:ountabililY dC-oils with huldill~

persons and orpnizations rC5ponsibh:
and answerable (or t!\e impacts or
dccisionllo thcy m.,kc. Ikcisiu!.!~ 1U1idl' hy
organilJuions and penons about whal
systems and in(orm.lion arc needed to
accomplish a mission or bbjective cost
monc:y. Rclaled dcciuons aboul hu\\'.
where. Ind how often to coltccl it. how to
r"tlt"'sll il. :lnd \\'I""lh~r il lIhould l'llUlilUk.·
10 be collcetl.'d also havc sia;nilir.:oll1t
mORClary impolcts.

G(tlkI nllu...~·ntl:nt "'ulls (ur ht,lIIins
persons and organiJ.atioRli rcsponsbile
for justifyin~ their decisklRs. In order to
do this. infurmation about thc monclary
impact ofdecisions thai could be and ure
m....lc. XhllUlll1tt: availahk, A nM.ochanism
to mate such finuRe",1 inrormation
availabk is obviously ftecded for m.tIking
decisions about information aClivilies.
Ctnt .1.../u._'-r
itl/tJnrN11on

Many decisions to do or not do
somelhina: should be ~sed on Whl:l: er
the value to be received from an action is
worlh its cns," Keg:mlinlt infurm:llittl1
,etiviliCIO. costs V5. benefit analyS4.'S is
needed in order to make sound-decisions
abuut il1(t»rmalion proccs."ing ilcliyilics.
i.e•• "''''t. where. how. how often, elc.

Today. we neilher have the mcchnn·
hims 10 adc4fuulcly deh:rminc C01Hs nor
the value ofinformltionand information
products. This documcnl deals only with
the cost side of this equation. Quanlifi­
able fi~ncial data is needed for both. but
the value of information is anothcr
subject; it diCrtc\llt I,u" soluble one,

SUMMARY
Costs i~urrcd for proccssins informa­

tion. ahhouah currently unknown. urc
lil.nificant enoul.h and problems thai
exist severe 'enough to warrant incrused
managerr.cnl of information. The Parer­
work !(l.'tJuclion ACI ur If/gO Ims c.111I:1I
for iOlch incrca~d ~llention. Some major
toots for managing resources arc
(irJanc:iul in n~ll.lrc. No loot ur
I!'.echanism ubcs today 10 measure the
financi.:tl iml'.u:1 (COSI) of infummlion
processina. Managerial decisions. using
such I tool or met:hanism could help
identify problems which. whcncorrcctcd.
could result in actions that could lIia\'C

vast .-mounts of money. Financial tools
an: also l')Cedcd 10 a~-surc uccoL:Plabilil)'
and proper produel pricing. A need for
such a tOClI exists today. ~
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