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ABSTRACT

This paper presents an improvement plan for the cost management system of a military executive agency
in the supply field. The military introduced an executive agency system to improve the efficiency of
defense operations. As of 2022, 18 units, including the land, sea, and air general supply depots, are being
operated as military executive agencies. The first step in improving management efficiency is establishing
a cost management system. It is necessary to eliminate inefficient processes, redundant or unnecessary
work, and cost information is an approach to improve work efficiency. Currently, military executive
agencies manage costs based on arbitrary standards set by the cost manager of each institution instead
of systematic standards. Consequently, cost management is superficial and has not led to cost reduction.
Furthermore, because the cost management standards are inconsistent, it is impossible to use them for
comparing and analyzing the cost information of each institution. In particular, it is recommended that cost
information be synthesized and utilized without data omission by establishing a common standard
according to the guidelines for calculating corporate logistics costs announced by the Ministry of Land,
Infrastructure, and Transport and using the national defense-integrated financial information system.
Finally, the application of data-based analytical procedures can improve the efficiency of military operating
agencies by identifying abnormal areas and eliminating inefficient processes.
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<Table 1> The List of ROK Military Executive Agency

Ministry of National

Defense Army Navy Airforce
Defense Publishing Army Consolidated Navy Consolidated ROKAF Consolidated
Support Group Supply Depot Supply Depot Supply Depot
Armed Forces Daejeon Army Consolidated Navy Consolidated The 82 Aero
Hospital Maintenance Depot Maintenance Depot Maintenance Depot
Armed Forces . The 83 1&C
Capital Hospital Naval Repair Depot 1 Maintenance Depot
Defense Integrated Data .
Center Naval Repair Depot 2

Armed Forces Medical

Research Institute Naval Repair Depot 3

Korea Joint
Interoperability
Technology Center

Korea Armed Forces
Welfare Agency

Jeolla-Jeju
Installation Group
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®» Performance of rapid dissemination support, 60%
¥ Ability to receive and store supplies, 10%

Supply qudity control ability, 10%

External customer satisfacation, 10%

® Cost management ability. 5%

Enhancementt of stockpiling egaipment
management and oil test analysis capability, 2%
Management ability in specialized field of supply
aroup, 2%

- 4th industrial revolution technology application
and business innovation, 1%

<Figure 1> Proportion of Performance Evaluation of Military Executive
Agency in the Supply Field
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<Table 2> Detailed Evaluation in Cost Management of Supply

Detailed Evaluation

Efforts to establish an institutional foundation to manage the expenses currently being invested in
the performance of the agency’s mission, such as enactment and revision of related regulations

Efforts to estimate costs by cost management structure suitable for institutional characteristics

Efforts to raise employee cost awareness
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<Table 3> Logistic Cost Classification System

By Activity

By Category

By Area

By Payment Type

By Degree of
Operation

D Transportation
Cost

@ Storage Cost

@ Packaging Cost

@ Logistics

(D Material Cost
@ Labor Cost

(D Procurement
Logistics Cost

@ Internal
Logistics Cost

D Own Logistics
Cost

@ Consignment
Logistics Cost

D Fixed Logistics
Cost

@ Variable
Logistics Cost

@ Sales Logistics

Management Cost
Cost @ Reverse
Logistics Cost
= e 2 ek AEE ERTE At v Aol Y olF ERE Tk
Zo] nigrasitt. el EHle = AT T3S S Al ol Byshs vlgolt
(Table 4). F-&3 =571 JRE AEsH] eiM e 7 AT 502 gdes E7she 2ol
HFgHA SR Y, A7) Akl H]gol(ARE, 18, AR F) AQH PR AEY AVtRRE e gols
aeste] Alsh FEE Adsljof drh oA, 4] Eoll= Z1sE ] A A, EAE et
GE o] F A7 s H]EQl steln| e AR SHAINE Bt SEe AR o R AAE =
BF7E A flon, 2 fFoly B Vss FHshdA Tl FREHEE &5 W By &
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<Table 4> Definition of Logistic activities based costs

Logistic Activity

Definition

Shipping
Cost

Transportation cost refers to the cost consumed in the activity of moving goods
between logistics bases and to the final consumer, and includes the loading and
unloading of military materials and vehicle maintenance costs for transporting
supplies (replacement of consumables such as engine oil).

Storage
Cost

Storage cost refers to the cost consumed in the activity of storing materials in
storage facilities such as warehouses, and includes the cost of maintenance of
automated warehouses and the purchase of necessary items (masks, gloves, etc.)
for warehouse workers.

Packaging Cost

Packaging cost refers to the cost incurred in activities to facilitate movement
and storage before delivery to the end user. Packaging costs mainly include
costs incurred in the process of placing and wrapping products on a pallet
(purchase of pallets, Styrofoam, and packaging tape) and the salaries of
dedicated packaging personnel.

Logistics
Management Cost

Logistics management cost refers to the cost consumed for overall planning,
coordination, and control of logistics activities.
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<Table 5> Definition of Tax category based costs
Tax category Definition
Material cost is generated by consumption of materials related to logistics,
Material mainly in packaging and transportation functions. The types of materials related
Cost to logistics are very limited, and the composition ratio is also low. The material

cost component includes the purchase cost of packing goods.

Labor cost refers to the cost paid to manpower performing logistics activities.

Labor . .
Cost Labor expenses include payroll expenses such as flat-rate benefits, allowances,
severance pay and welfare expenses.
Expenses are related to logistics activities in addition to material and labor costs.
Expenses They are mainly incurred in the function of logistics management, and include
D items such as travel expenses, education and training expenses, and depreciation
expenses.
Logistics Logistics management cost refers to the cost consumed for overall planning,

Management Cost | coordination, and control of logistics activities.

A= )8 F WEREE Table 63} 2o] TR 4 QI w]ERUE BRNAY 5 /E
S woh AREE Qo) 227k v di] 1 Aejo] AXE 48 Aolt) webd B
BRAY A7 AA A9 2706l A7) B Ades B 48 F4 olF BRE 7

she glo] w4 sk

<Table 6> Definition of Non-Logistics Cost by Category

Division Definition

Military expenses refer to all expenses used for military purposes, and include items
Military such as ammunition, supply, clothing, and medical supplies. This item does not apply
Expenses to general companies, and was newly established to aggregate activities that occur
only in the military.

Other management cost refer to all expenses that are not classified as logistics and

Other . . .
Management military management expenses among the total expenses incurred, and include
Cis . expenses related to normal unit operation such as staff operation expenses and squad

leader activity expenses.

11) = E3l|2H2008). 713 EFHIPIAZA(EER 1A Al 2008-380%) 7|34, 15-23,
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<Table 7> Summary of Advanced Cost Breakdown Structure

Existing cost classification system

Division Classification by Activity Classification by Category
Material Cost
Labor Cost
Total cost Logistics cost Expenses

Depreciation Cost

Facility Interest

¢

Improved Cost Classification System

Division Classification by Activity Classification by Category
Material Cost
Logistics Cost Labor Cost
Total Cost Expenses

Military Expenses

Non-Logistics Cost

Other Management Cost

3 FHlE= ARG E Al vt 2
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<Figure 4> Example of Cost Transaction History of NDIFIS
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2 ek Bl BAA Axpe] /e HlE 9 FARA g8 T
FHH(Choi. Y. K., 2003) th ZollA] AlAgL) o] 5 B3
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<Table 8> Ratio and Trend Analysis of Tax Category

Division Current | Previous | Increase/Decrease | Current g;’tei:)ai? Difference
(100 million won) Amount | Amount | (Previous-Current) | Ratio o .
Similar Units
Material Cost 20 15 5 20% 14% 6%
Logistic Labor Cost 50 40 10 50% 45% 5%
Cost Expenses 30 35 aNs) 30% 41% 9%
Sum 100 90 10 100% 100% -
N Military Expenses 80 60 20 80% 55% 25%
on-
Logistic Other 20 15 5 206 45% £25%
Cost Management Cost
Sum 100 75 25 100% 100%
<Table 9> Ratio and Trend Analysis of Activitity based costs
Division Current | Previous | Increase/Decrease |Current| Average Ratio Difference
(100 million won) Amount| Amount | (Previous—Current) | Ratio |of Similar Units
Shipping Cost 20 25 A5 20% 25% A5%
Storage Cost 20 18 2 20% 18% 2%
Logistic| Packaging Cost 10 13 A3 109 13% A3%
Cost Logistics
O, [®) (0)
Management Cost 50 34 16 50% 34% 16%
Sum 100 90 10 100% 100% -




<Table 10> Number of Transports and Costs in 5 years

Year # of Transports Transport Costs (South Korea won)
2016 10,000 1,000,000
2017 10,378 1,234,389
2018 11,292 1,495,939
2019 10,480 1,393,239
2020 12,754 1,688,392
1,800,000
1,700,000 e ,
1,600,000
o 1500000 .
;.%l 1,400,000 .
1,300,000 y = 215.22x - 1,000,912
1,200,000
1100000 |
1,000,000 @
10,000 10,500 11,000 11,500 12,000 12500 13,000

e
<Figure 5> Linear regression graph of the number of

transports—costs relation in 5 years
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2021 28 &) = 2152278 x 13,000 - 1,000,912 8 = 1,796,948 F&
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