
©2017 BetterVu. ALL RIGHTS RESERVED.

Building the Foundation: 5 Steps for Effective Cost Analysis

Breaking the Cost Barrier
Part A: What Does It Cost?



Breaking the Cost Barrier
A Best Practices Trilogy

In financial management practice, new tools and ideas often emerge and blossom, but 
then frequently fade from prominence – often to surface again years later, sometimes 
with different branding and terminology.

Costing & Profitability, however, is one management principle that has remained core to 
companies of all sizes, even as it has repositioned to meet evolving objectives. Twenty 
years ago, a new positioning was to think of Three Views of Cost: Strategic, Financial 
and Operational. While this remains a powerful lens for applying cost information, it is 
invariably backwards-looking.

We’re now in the midst of a new evolution in costing – one that supports a more forward-
looking mindset.

Today’s environment demands that finance professionals consider and plan for outcomes 
under a variety of scenarios, and analyze those models quickly, almost in real time. The 
complexity of business requires analysis simultaneously across multiple dimensions 
– product, channel and customer. Most importantly, as CFOs and their organization 
become much more closely aligned with their internal business partners, financial 
planning models and operational planning models are becoming by design increasingly 
connected.

So, what’s the best approach for breaking the cost barrier with an eye to the future? It 
starts with taking a fresh look at the basics:

1. What DOES it Cost?
2. What WILL it Cost?
3. What SHOULD it Cost?

These questions are the key themes of our Costing Best Practices series. We will 
explore emerging models for costing that enable a cost-effective development of cost 
information, and then begin to apply that information to support planning for costs to 
meet goals. Finally we look at how target costing practices can support an agile planning 
environment.

We hope you enjoy this exploration and gain some new insights. We welcome your 
comments on our website, and as always look forward to opportunities to discuss specific 
situations directly.
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BUILDING THE FOUNDATION  |  STEP 1
Model costs with an eye towards Predictive Planning

The first step in building a usable, value-driven Costing solution is developing 
a model that can be extended to beyond pure costing to support predictive 
planning efforts. Why? The ability to easily get from “What Does it Cost?” to 
“What Will it Cost?” is truly the power behind effective Costing efforts. 

So, where is the best place to start your cost planning efforts?

In our experience, using an approach based on Resource 
Consumption Accounting (RCA) principles can set the stage 
for predictive costing success. 

According to the International Federation of Accountants, RCA is “a 
sophisticated approach at the upper levels of the continuum of costing 
techniques (that) provides the ability to derive costs directly from operational 
resource data, or to isolate and measure unused capacity costs. (Under this) 
approach, resources and their costs are considered as foundational to robust 
cost modeling and managerial decision support, because an organization’s 
costs and revenues are all a function of the resources and the individual 
capacities that produce them.”

In simpler terms, RCA is an evolved form of Activity-Based Costing (ABC). RCA 
measures resources consumed by products and customers through activities, 
whereas traditional ABC allocates all resource costs across the products and 
customers without considering capacity utilization. Using RCA, future costs 
can be computed as the resources that will be consumed by the activities 
needed to support projected product and customer demand.

Why model your Costing based on RCA? Because models built solely for 
cost development cannot easily be used for cost planning. But the reverse 
is not true: Using a form of RCA, models can be developed to support both 
cost analysis and cost planning, which gets you closer to the end-game of 
predictive costing as part of Demand Driven Planning.

[2]

A GREATER FOCUS ON PREDICTIVE COSTING
Today’s Costing requirements are shifting from “What Does it Cost” to “What Will it 
Cost”. Our colleague and friend, Gary Cokins, wrote in 2010 about the need for a greater 
focus on “Predictive Costing”:

In the predictive view of costs, changes in demand such as the volume and mix 
of products and services ordered from customers will drive the consumption 
of processes (and the work activities that belong to them). In turn, this will 
determine what level of both fixed and variable resource expenses are 
needed to supply capacity for future use.

Years later, he developed a Maturity Model for that shows Resource Consumption 
Accounting as the second-highest level in the Predictive Continuum. 

By building a model that uses RCA principles, you can set the stage for creating a Costing solution that goes beyond telling you what 
your company did. Your Costing efforts will now shed critical insight on what the costs of future actions will be. And implementation is 
easier than you think. Whereas RCA was highly complex when first identified, it can now be accomplished using advanced planning 
and modelling software such as Anaplan.
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BUILDING THE FOUNDATION  |  STEP 2
Focus on Biggest Bang for the Buck: LABOR

Most cost accountants take a precise approach to walking through the 
expense ledgers, finding a home to allocate each-and-every dollar of 
expense. In our experience, much of this is a wasted effort. Viewed through 
the Resource Consumption Accounting lens, organizations are a collection 
of Resource Pools that are consumed in work streams producing products 
and servicing customers.

The key Resource Pool that counts in Costing is labor.

For most organizations, labor and related costs comprise over 70% of the 
cost base excluding direct Cost of Goods (see chart). From a planning 
perspective, labor is a highly variable cost. As such, it is generally able to 
be adjusted earlier than other costs which are fixed or require large step 
functions. 

We have witnessed many organizations that focus on precision allocation 
methods for fixed costs and overhead support groups. Invariably the entire 
organization focuses on the allocation of the fixed pie. We can say with 
certainty that in over 25 years of practice in cost allocation, no one has 
ever complained that they were allocated an insufficient amount! And, 
unfortunately, this fixation on allocation percentages fails to demonstrate 
and communicate the work activities that drive labor consumption.

[3]

LABOR AS A PERCENTAGE OF COST
For most organizations, labor and related costs comprise over 70% of the cost base 
excluding direct Cost of Goods. 

Our approach is to focus first on labor – how is it consumed, 
utilized or lost as excess capacity – and then move on to 
other large resource pools. Simply put, understanding labor 
provides the biggest costing bang for the buck. Not only 
does it create a clean and understandable view of material 
cost amounts, it provides the ability for almost immediate 
action to optimize cost and profitability in future periods.

This is not to say that other costs aren’t important; just that the focus on 
them should be secondary and perhaps at a higher level. We often remind 
our clients that (within reason) precision is less important than actionable 
information.
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BUILDING THE FOUNDATION  |  STEP 3
Shift to Time-Based Labor Modelling

Time-Based ABC, which is central to an RCA 
approach, is widely applicable in transactional 
situations – such as customer service, back office 
transaction processing, and order fulfillment. For 
most companies, these are often a large portion 
of labor. (Traditional costing may still be used in 
other areas of the company).

A traditional ABC approach uses a percentage 
effort estimate as a Resource Driver to allocate 
100% of resource costs to activities, and from 
there uses an Activity Driver to assign costs to 
Cost Objects (e.g., products and customers). 
Estimates for Resource Drivers are typically 
gathered through inquiry or observation, and 
updated on a regular basis (usually annually 
or longer). While this method is appropriate for 
staff functions, the types of activities performed 
in transactional groups varies widely during the 
year, and as a result the allocations are often not 
meaningful or realistic.

In a Time-Driven model, Unit Time Standards for 
each activity are developed, and may be further 
differentiated by the attribute of the transaction 
itself, such as the product type, customer type, 
etc.  The Time Standards are then multiplied by 
the actual transaction volumes in each period to 
determine the total amount of time consumed in 
performing each activity, and on behalf of each 
product / customer. The difference between the 
total Time Consumed and the total Time Available 
in each Resource Pool is Unutilized Capacity. In 
this way, the unit cost of each activity does not 
vary based on the volume of throughput––an 
error in traditional costing approaches.

[4]

EXAMPLE
BVU Company sells 3 different products (A, B, C) and is organized into two major Resource Pools (RP1, RP2). These 
resource groups each process orders received electronically, handle inquiries, and authorize returns. The following 
tables show the assumptions for activity volume by product, the time standards for each activity by product, the 
number of FTE’s in each pool, their cost, and the minutes that each FTE works in a given month.

A)  Minutes consumed by product (i.e., for A: 2500
 orders @ 5 mins per order = 12,500 mins), 
 and 52,500 total minutes used 

B)  Cost Consumed (i.e., for A: $5000/8400 = $0.595  
 per minute x 12,500 minutes = $7,440

Using this data, the calculations below show:

Total minutes used by pool is then compared to total minutes available by pool to determine staff utilization (FTE and 
%) and to compute the cost of unused capacity, which can be allocated to products (C) based on consumed minutes 
for a fully-burdened cost (D) as needed.

In a Time-Driven model, the unit cost of each 
activity does not vary based on the volume 
of throughput, which corrects an error 
inherent in traditional costing approaches.
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BUILDING THE FOUNDATION  |  STEP 4
Focus on Improving Communication

One of the major advantages of a time-based approach is the 
effectiveness of communication. One can easily explain the 
origination of the cost of Product A ($12,546) as follows:

[5]

In our experience, explaining a cost allocation exercise to non-accountants (and yes, 
even to accountants) is often difficult. However, expressing cost as the product of 
time and rate is something that is naturally understandable to most of us. Moreover, 
one can easily see the value of understanding how reducing the volume of an 
activity, or the amount of time per activity instance, can directly reduce costs… and 
that it would then free up capacity. Managers can directly see that merely reducing 
effort without otherwise displacing the capacity has no impact on total costs. 

USE TECHNOLOGY TO GET VISUAL
Part of communication is the ability to deliver analytics in an easily consumable way 
to decision-makers. Creating simple interactive dashboards, such as the one below, 
can help users explore the underlying data to draw insights and test new ideas.

Costing without action rarely produces value. 
Effective communication provides the basis for 
understanding and action.
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BUILDING THE FOUNDATION  |  STEP 5
Choose the Right Tools

Costing and Profitability software tools have been around for decades now, 
and have undergone continuous evolution. “Easy ABC”, one of the earliest 
tools, came on a floppy drive  and cost about $500. Today, there are server-
based tools with costs in the tens of thousands, and programs that are part of 
the suite of tools from ERP vendors with costs in the hundreds of thousands.  
Some of these tools are migrating from on-premises solutions to cloud-
based SaaS solutions. 

Recently, we have been working to create costing analytics using Anaplan, 
a cloud-based planning application. We have used our ABC App to build 
costing capabilities for our clients, linking to other financial and operational 
models as part of an integrated planning platform. The illustrations in this 
paper were developed using this tool.

This integrated approach has a number of advantages over a standalone 
system:

•	 Data can be easily linked to operational driver data from multiple 
systems. 

•	 The tool is fully collaborative, which allows for driver data input across 
the organization and consumption of results in real-time by end users. 

•	 The application is fully customizable; in fact we are able to start with our 
standard “App” and add functionality for client-specific requirements in 
days. Models can be modified by internal teams, without IT involvement 
and with very limited consulting assistance. 

•	 Implementation time is quick. We are generally able to implement this 
tool within 8-10 weeks. Most standard tools take this long just to get set 
up on servers, configured and planned. 

•	 The cost is low. Ownership is usually under $100k as an annual 
license fee (without any hardware costs). Traditionally implementation 
costs for ABC software are 2-3x the purchase price of software. Initial 
implementation of an ABC App in Anaplan is often 1-1.5x the first-year 
license fee.

[6]

Though choosing the right tool is important, the most 
important differentiator for basing your costing activities 
on Resource Consumption Accounting (RCA) principles is 
that the same model becomes immediately usable for cost 
planning, not just cost analytics. In turn, this can link to other 
planning applications to help create an integrated business 
planning approach that extends to costing and profitability. 
This will be the topic of Parts B and C to this white paper.

BetterVu proudly uses Anaplan as our core platform to help companies 
innovate and create integrated business planning solutions that bring 
together all aspects of a company’s operations.
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BUILDING THE FOUNDATION 
Recap & Next Steps

To recap, developing a cost analytics capability for your 
organization is not a trivial exercise, so it’s vital to focus on 
creating a platform that yields high value relative to the effort. 
BetterVu’s 5-step approach resolves many of the issues set 
out at the beginning of this paper, delivering…

•	 A cost effective program that weights its effort on the most  
critical cost elements instead of trying to allocate every dollar  
in the most precise way 

•	 A modelling framework which can deliver and communicate  
results in a timely and easily consumable manner to facilitate 
decision-making 

•	 A costing methodology that enables effective cost planning,  
not just cost accounting

Done effectively, costing and profitability analytics can 
provide high value to organizations. To recap, key steps to 
success are as follows:

1. Develop cost models that can be extended to planning 

2. Focus on labor as the major cost element 

3. Utilize Time-Based ABC as the basis for costing in all  
transaction groups 

4. Communicate results to decision makers in an effective manner 

5. Select flexible software that delivers value in a short timeframe and 
can be tightly connected with data sources and other integrated 
business planning tools.

Take a New Look at Costing. Take The BetterVu Challenge.
Give us one hour and we’ll deliver a high-level prototype 
solution for tackling your toughest costing challenge. Without 
obligation, we’ll assess the level of complexity required, 
the effort and time needed, and provide a ballpark cost on 
implementation.

Let us show you what’s possible.
Let us show you the BetterVu difference. 

Give us a call at 1-844-423-8788 or visit www.BetterVu.com
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