
“Ti D i ABC i l l i h l f“Time-Driven ABC is an elegant solution that leapfrogs 
traditional ABC and eliminates the traditional 
cost/benefit trade-off. Bob Kaplan and Steven Anderson 
provide a diverse set of case studies that clearly illustrate 
h h f TDABC d i l bl i i h ithe strengths of TDABC and give valuable insights into 

its implementation.”

—Jeffrey Nachowitz, CFO for Citigroup IT

“Time-Driven ABC shows managers how this 
new and improved ABC will help control 

d b
“As companies grow more complex and markets 

costs, prioritize investments, and better 
manage internal and external service levels. 
With this book, managers can begin to 
implement a TDABC system and begin to 

k b d ”

p g p
grow more intensely competitive, lack of good 
cost information is becoming increasingly 
dangerous. This book shows you how to simply 
and easily mobilize cost data for maximum 

make better decisions.”

—Dave Martin, CFO of Janus Capital Group

y
management impact.”

—Benson P. Shapiro, Malcolm P. McNair 
Professor of Marketing, Emeritus, Harvard 
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Activity-Based Costing Reveals Hidden Profit And Cost CustomersActivity-Based Costing Reveals Hidden Profit And Cost Customers

Traditional Costing Accurate Costing
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Hidden Profits Drive The Opportunities From Time-Driven ABCHidden Profits Drive The Opportunities From Time-Driven ABC

20% most profitable 
generate 180% of 

profits

20% least 
profitable lose 

80% of net profits

Operating Profit Profile

p p

* Benchmark data across 100 companies, 400 facilities, 10 industries ranging from $25M to $20B

***
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Customer Administration Department: Activities Performed

Conventional ABC Requires Extensive Interviews And SurveysConventional ABC Requires Extensive Interviews And Surveys

Customer Administration Department: Activities Performed
• Process Customer Orders
• Handle Customer Inquiries
• Perform Customer Credit Checks

Traditional ABC System
1. Estimate Costs of Resources Supplied   $567,000
2. Estimate Percentage of Time on Each Activity
3. Determine Quantity of Activity Performed
4. Calculate Activity Cost Driver Rates

A i d C Activity Cost Activity Cost 

Process Customer Orders 70% $396,900 49,000 $  8.10 /order

Activity Percentage Assigned Cost Activity Cost 
Driver Quantity

Activity Cost 
Driver Rate

Handle Customer Inquiries

Perform Credit Checks

10%

20%

$56,700

$113,400

1,400

2,500

$  40.50 /inquiry

$  45.36 /credit check
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Problems With Conventional ABCProblems With Conventional ABC

Resource Intensive
• Costly to interview and survey people for initial ABC model
• Costly and difficult to maintain and update the ABC model as • Costly and difficult to maintain and update the ABC model as 

processes and resource spending change, and new activities 
added

N  S l blNot Scalable
• Can only handle relatively few activities; masks diversity and 

complexity of demands from individual orders, channels or 
customers

Inaccurate
• Percentage allocations are subjective; difficult to validate g j ;

estimates
• Assumes resources are at 100% of capacity
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Wilson Mohr And ABC, Circa 1996/97Wilson Mohr And ABC, Circa 1996/97

F tFacts:
• Process controls and systems supplier, servicing Texas
• Revenue (1996): $15 million
• Number of locations: 5
• Number of employees: 100
• Model run every month

Dimension Conventional ABC Model TDABC

# Cost Centers / Departments 50 50
# Activities 500 40 processes
# Interviews or surveys per year 1,200 40-60

Time to Build 40 FTE days (includes 
aggregating survey results)

50 FTE days (includes time 
equations)

Monthly effort to run 10 FTE days (monthly surveys, 
run time on software)

1 hour
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Summary: Time-Driven ABC Provides Multiple BenefitsSummary: Time-Driven ABC Provides Multiple Benefits

1. Easy and fast to implement, validate and audit 

2. Integrates well with data from ERP and CRM systems

3. Inexpensive to maintain and update

4. Scales to enterprise-wide modelsp

5. Incorporates specific features for particular orders, processes, 
suppliers, and customers

6. Provides visible opportunities for process efficiencies and capacity 
utilization

7. Forecasts future resource demands based on predicted order 
quantities and complexity
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Easier To Handle Business ComplexityEasier To Handle Business Complexity

Make sure your model matches what 
you are trying to accomplish

This is what Kemps needed:
• company wide customer M
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• SKU profitability
• Pricing
• Supply chain analysis
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How TDABC Works At  A High Level How TDABC Works At  A High Level 

Step 1: Calculate the cost per unit time of supplying 
capacity in processes or departments

Unit Cost = Cost of capacity supplied
Practical capacity of resources supplied

28 customer service employees do the front-line work. 
Each employee shows up for work 60 days per quarter (240 days per year), 7.5 
hours per day and 60 minutes per hour or 27 000 minutes per quarterhours per day, and 60 minutes per hour, or 27,000 minutes per quarter.
Employees spend about 75 minutes per day in breaks, training and education 
leaving 375 minutes per day or ~22,500 minutes per quarter per employee for 
productive work. The unit cost of supplying capacity is easily calculated as:

Unit Cost = $567,000 = $0.90 per minute
22,500 * 28 = 630,000 minutes

Copyright 2007   I   Acorn Systems, Coca Cola Enterprises, Robert S. Kaplan, Palladium Group   I   www.acornsys.com
14

, ,



How TDABC Works At  A High Level How TDABC Works At  A High Level 

Step 2:  Calculate the capacity used – typically unit times –
by each transaction on each capacity resource.

P  t  d 8 i t

Observe directly the time required by 
each type of transaction or order:

Process customer orders 8 minutes
Handle customer inquiries 44 minutes
Perform credit check 50 minutesPerform credit check 50 minutes
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TDABC Calculates Cost Driver Rates Based On Capacity ConsumptionTDABC Calculates Cost Driver Rates Based On Capacity Consumption

TDABC combines unit cost and unit time estimates; it also reveals the 

1. Estimate Costs of Resources Supplied $567,000

TDABC combines unit cost and unit time estimates; it also reveals the 
quantity and cost of unused capacity each period.

2. Estimate Practical Capacity of Resources Supplied 630,000 minutes
3. Calculate Cost of Capacity Time $0.90 per minute
4. Estimate Unit Times to Perform Each Activity
5 C l l t C it B d A ti it C t D i R t5. Calculate Capacity-Based Activity-Cost Driver Rates

Activity Unit Time
(minutes)

Activity Cost
Driver Rate

Activity Cost 
Driver Quantity

Activity
Time

Activity
Cost

$7.20 / Order

$39.60 / Complaint

8

44

49,000

1,400

392,000

61,600

Process Customer Orders

Handle Customer Inquiries

$352,800

$55,440

$45.00 / Check50 2,500 125,000

578,600
51,400

Perform Credit Checks

Used Capacity
Unused Capacity (8.2%)

$112,500

$520,740
$46,260
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TDABC Focuses On Processes TDABC Focuses On Processes 

Wilson Mohr Example (Chapter 2)

Step 1:  Understand the process steps for each department (e.g. Inside Sales) 

Wilson Mohr Example (Chapter 2)

Step 2:  Estimate the typical time it takes to complete each step.  Incorporate complexity 
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Step 2:  Estimate the typical time it takes to complete each step.  Incorporate complexity 
(e.g. rush) by merely adding available drivers and estimating times to complete



Building The Time EquationBuilding The Time Equation

Step 3:  Aggregate activity steps and times to form time equation

Inside Sales Process Time  = 2 + 2 * LI  +1 + 5 {if NEW} + 1 {if CONF}  +

1 {if QUOTE} * (1 + 5 {NS}) * 6 {if QCONF}*LI)

LI…………..…# of line item items on an order

NEW………….indicates that customer is new

CONF…...……indicates if order is confirmedCONF…...……indicates if order is confirmed

QUOTE………indicates if the order was quoted

NS……………indicates that product is not in stock

QCONF…...…indicates that quote was confirmed

Note: each of the fields in the equation are captured in their order entry system  which  
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Note: each of the fields in the equation are captured in their order entry system, which  
supports the inside sales process.



Benefits Of Using Time EquationsBenefits Of Using Time Equations

• Greater organizational buy-in (Chapter 2)

• Dynamic (no more interviews / surveys) (Chapter 2)

• Ability to model complexity (Chapter 2)

• Greater accuracy (Chapter 2)

• Rapid roll-out (Chapter 4)

• Isolates inefficiency (Chapter 7)

• Estimates capacity utilization (Chapter 5, 10, 13)

• Predictive analysis (Chapter 5 and 6)
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Strategic Fit For Time-Driven ABCStrategic Fit For Time-Driven ABC

Not all sectors are equally good fits!
Investment 

Banking
Insurance Retail Education Healthcare

Example Citigroup, 
D h B k

Global 
I

Simmon’s, 
T

JSU Alliance, BC 
Bi d

q y g

p
Clients Deutsche Bank, 

HSBC
Insurance, 
AON, York

Target, 
Petco, 

Safeway

Biomed, 
Pharmanet

Labor 
Intensity High High High High Highy High High High High High

Processes
Diverse

Standard / 
Repeatable

Standard / 
Repeatable

Modellable

Variability by 
professor

Modellable, some 
consistency

Variability by 
h i iphysician

Data Quality Poor - too many 
diverse systems

Strong

Accessible

Strong

Accessible

Good

Getting better

Good

Getting Better

Transaction 
Volume Low, infrequent High High High High

Organization Sprawling / Branches Retail 
B h

Single entity Hospitals with 
direct service
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Structure Divisional Branches Schools / 
Departments

direct service 
departments



Kemps Foods: Example Of Menu-Based PricingKemps Foods: Example Of Menu-Based Pricing

Kemps CEO offers customers the choice among three options:

1. Institute a 11 percent price increase to continue the status quo

2. Maintain existing pricing, but use Kemps-branded ice cream: standard 
recipes, large production runs, standard packaging, and weekly 
deliveries

3 Find another ice cream supplier3. Find another ice cream supplier
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Kemps’ Diverse Actions Generated Substantial Near-Term Profitability 
Improvements
Kemps’ Diverse Actions Generated Substantial Near-Term Profitability 
Improvements

Process Improvements Product and Pricing Redefine Customer Process Improvements Product and Pricing 
Decisions

Redefine Customer 
Relationships 

Accumulated customer 
orders weekly leading to 
fewer production 

Formed senior executive 
SKU rationalization 
team, which met 

Consolidated labeling 
across three store 
chains; fewer deliveries fewer production 

runs/product; 

Saved 2 hours per product 
per month plus reduced 
materials loss at start and 

team, which met 
monthly. 

Repriced or dropped 
unprofitable products, 
increased production volumes 

chains; fewer deliveries 
of larger quantities.

Lowered price to customer 
and retained business 
without competitive bidding 

stop of each run

Standardized ingredients 

p
of remaining products.

Shut down one plant by 
consolidating production into 

p g
SSS

Cross-docked orders with 
– such as label to reduce 
changeovers 

Reduced overtime and 
eliminated 1 shift/week

consolidating production into 
headquarters plant

large sophisticated 
customers (Super-Valu)

Enhanced value creation with 
strategic supply chain 

tpartners

“ABC enabled us to reduce complexity across all our operations, especially 
complexity that customers did not want to pay for. Today, we do not do any new 
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contract without first going through an ABC analysis.”

Jim Green, CEO Kemps



Initiatives Made Stronger By TDABCInitiatives Made Stronger By TDABC

Profit = —Revenues CostsProfit = —Revenues Costs

• Activity-based Pricing
(Chapter 10, 11, 13)

Revenue Growth
Initiatives:

Profit Initiatives:
• Order / transaction 

profitability (various)

Cost Initiatives:
• Staffing & Capacity Planning

(Chapter 6, 7, 10, 13)

• Cost to Serve (Chapter 8 9 11)( p , , )

• M&A modeling (Chapter 6)

• Price de-bundling
(Chapter 10)

• Cost to Serve (Chapter 8, 9, 11)

• Supply Chain Optimization
(Chapter 7, 8, 9)

• Shared Services & IT Value
M t• Vendor & Customer 

Negotiations (Chapter 8, 9)
Management (Chapter 12, 14)

• Lean Management / Process 
Improvement (Chapter 7)
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How Financial Service Clients Use TDABCHow Financial Service Clients Use TDABC

P
roduct C

ost /
P

rofitability

C
ustom

er
P

rofitability

C
hannel 

P
rofitability / 

C
osts

B
ranch /  P

rofit 
/ C

osts

O
perations 

Im
prove-m

ent

Shared 
S

ervices / 
IT C

harge-
back

A
ctivity B

ased 
C

osting

C
apacity 

Planning
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Transaction AnalysisTransaction Analysis

Drill-down becomes much more powerful!

Accuracy is generated at the 
lowest level of detail, 
ensuring the high-level 
numbers are accurate

Spot the loser!

• CS customer category?
• Specific CS customer?Specific CS customer?
• Specific CS order?
• Specific CS product?
• Specific CS activity? 
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Capacity Analysis By DepartmentCapacity Analysis By Department

Compton Financial (Chapter 10): 

7000

6000

5000
Strategic &
Unsold

How can we smooth at this graph?

Wh ill b h i h d ?
p ( p )

TDABC tracks capacity utilization 
of departments like IT, Trading, 
and the Call Center, with the 
goal of optimizing staff levels

4000

3000

2000

Unsold 
CapacityWhat will be the impact on headcount?

goal of optimizing staff levels. 2000

1000

0
0 200 400 600 800 10001200140016001800200022002400

Productive 
Capacity

Retail Example:  TDABC tracks store labor capacity

Process
FTEs 

Available
FTEs 
Used FTEs Idle

FTE 
Utilization

FTE 
Utilization

Capacity 
Rate

Actual 
Rate

Capacity 
Cost Actual Cost 

Customer Consultants 36 34.86 1.14 1.14 97% 1.21 1.25 422657.43 436,530.86
Cashiers 24 3.96 20.04 20.04 17% 0.91 5.5 36005.78 217,996.64
Customer Service / Returns 8 4.32 3.68 3.68 54% 0.84 1.56 36382.29 67,394.11
Inventory Control 1 0.79 0.21 0.21 79% 6.68 8.43 52978.57 66,824.64
Receiving 6 6 42 0 42 0 107% 0 91 0 85 58561 6 54 696 39
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Receiving 6 6.42 -0.42 0 107% 0.91 0.85 58561.6 54,696.39
Facility Management 4 2.58 1.42 1.42 64% 1.12 1.73 28766.53 44,658.12



Using TDABC For Rapid Due Diligence In M&A (Chapter 6)Using TDABC For Rapid Due Diligence In M&A (Chapter 6)

 d  d  l   kl  b ld  d l  C  Leverage time-driven industry template to quickly build a model. Customize 
time equations as necessary

Load actual data from target company

Run numbers to identify profit improvement opportunities. Run what-if 
scenarios

Example:  Wayland Foods, $175 MM prepared foods company

Facts:
10 l i

Wayland EBITDA Improvements ($K)
• 10 locations
• 10,000 customers
• 20,000 SKUs
• 2 million transactions/ month 1000

1000

1000

1000

8500

• Time to build: 3 weeks
• Size of model: 85 GBytes
• Opportunity identified = 3x EBITDA

2300

2200
8500

Starting
EBITDA

Headcount
Reduction

Facility
Consolidation

New Policies Vendor
Negotiations

Customer
Negotiations

Ending
EBITDA
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Link Strategic Planning To Resource Allocation With A TDABC ModelLink Strategic Planning To Resource Allocation With A TDABC Model

1. Develop an “as-is” cost and profitability model using time-
driven activity-based costing. Refine near-term direction 

2. Use the model to modify strategy2. Use the model to modify strategy

3. Use driver-based revenue planning to obtain next quarter’s 
sales forecast (Q1 in the 5 period “rolling forecast”)

4. Translate the sales forecast into more detailed sales and 
operating plans

5 Re-run the TDABC model  with the updated sales and operating 5. Re run the TDABC model, with the updated sales and operating 
plans, and forecasted process efficiencies, to forecast next-
period’s resource needs 

6 Develop forecast (budget) for next period’s operational and 6. Develop forecast (budget) for next period s operational and 
capital spending 

7. Calculate pro-forma profitability, with detailed breakdown by 
product  customer  channel  and region
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product, customer, channel, and region



Summary: Time-Driven ABC Provides Multiple Benefits.Summary: Time-Driven ABC Provides Multiple Benefits.

1. Easy and fast to implement, validate and audit 

2. Integrates well with data from ERP and CRM systems

3. Inexpensive to maintain and update

4. Scales to enterprise-wide models

5. Incorporates specific features for particular orders, 
processes  suppliers  and customersprocesses, suppliers, and customers

6. Provides visible opportunities for process efficiencies and 
capacity utilizationcapacity utilization

7. Forecasts future resource demands based on predicted order 
quantities and complexity
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Thank YouThank You

If your question was not addressed, please send it to kbox@acornsys.com

The recorded webcast will be available On-Demand at www.acornsys.com
starting April 2. We encourage you to share it with your colleagues.

You may request a copy of the presentation by emailing kbox@acornsys.com or 
calling 713-963-9000 ext. 2017

To purchase a copy of Time-Driven Activity-Based Costing, visit: 
www.harvardbusinessonline.com, www.amazon.com or Barnes & Nobel
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