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Who will benefit from this presentation?

Managers who have previously struggled at
promoting rolling financial forecasts as an advance
to the annual budget process.

Managers who intend to “champion” driver-based
budgeting and rolling financial forecasts, and they
need a compelling call to action.
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AGENDA

= A basic primer on costing and EPM

= What is broken with budgeting?

The shift to rolling financial forecasts

= Dealing with resource capacity planning

Getting buy-in to overcome resistance
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Drowning in data but starving for information.

“Looks like you've got all the data -what’s the holdup?”
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Key Questions

What? So what? Then what?
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Direct and Absorption Costing

Ideally, all costs should be directly charged, but as variety, complexity, and
technology increases, more costs are indirect and shared.

Cost-Driver Table

1st Preference

R D D D 2nd Preference
esources

3rd Preference

X N
es\\eﬁ Last Resort
A Labor Estimates
Reporting
A Project Standard
Activities : :
accounting costing ABCI M O
Work Standard Activity
rder Routing, Driver
Bill of
Final material
Cost OUTPUTS, PROCESSES, PRODUCTS, SERVICE LINES, MARKETS, CHANNELS, ORDERS, CUSTOMERS
Objects
7

Copyright 2024 www.garycokins.com Analytics-Based Performance Management LLC



http://www.garycokins.com/

A simple explanation of AB

that you can explain to your
spouse (or boss) tonight.
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The Need for Tracing, not Allocating, Costs

Changes in Cost Structure

Broadly 100% )
averaged cost
allocation was
acceptable. C)Ve rh EE ad Cost
. . osterrors
i (indirect exp are large and
Cost Material misleading.
Components

Direct (recurring) Labor

0%
Old-fashioned Hierarchical Integrated

Stages in the Evolution of Businesses
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The Primary View of Most Managers

Resources

Appropriations, ..
approved budget This is
spending levels known.
Process Costs But ?

Output & But ?

Outcome Costs

Customers and
Service-recipients
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The General Ledger View is
Structurally Deficient for Decision Analysis.

Chart-of-Accounts View

Insurance Claims Processing Department

Favorable/
Actual Plan (unfavorable)
Salaries $621,400  $600,000  $(21,400)

Equipment 161,200 150,000 (11,200)

Travel expense 58,000 60,000 2,000
Supplies 43,900 40,000 (3,900)
Use and

occupancy 30,000 30,000 —
Total $914,500  $880,000  $(34,500)

When managers get this kind of report, they are
either happy or sad, but they are rarely any smarter!
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Each Activity Has Its Own Cost Driver

From: General Ledger To: ABC Data Base
wr : Activity
Chart-of-Accounts View TR R A cost
Claims Processing Dept dr‘l}ers
Claims Processing Department .
Key/scan claims $ 31,500 < f#of—
Favorable/ Analyze claims 121,000 0 e
Actual Plan (unfavorable) y ’ < f#of — | ©
_ - Suspend claims 32,500 < #of— S
Salaries $621,400 $600,000  $(21,400) Receive provider inquiries 101,500 < f#fof— -%
Equipment 161,200 150,000 (11,200) Resolve member problems 83,400 < #of— 3
> 060 Process batches 45,000 < #of — | —
Travel expense 58,000 60,000 ’ Determine eligibility 119,000 (__#Of— ﬂ
Supplies 43,900 40,000 (3,900) Make copies 145,500 |< #of— g
Writ d 77,1 O
S -
occupancy 30,000 30,000 — g : #of — | o
Total $914,500 $880,000 $(34,500) Total $914,500 —
$914,500
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Multiple-Stage Cost Flowing

Resources

Resources

Activities

Objects

‘ }Actvtes

Simple Expanded
ABC ABC

Objects
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ABC/M Cost Assignment Network

Resources
(general ledger view)

Work
Activities
(verb-noun)

Final Y13
Cost g°

. o| =
Objects g ¢
S| §

9l =
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Interest,
Tax

Phone, . .
Travel Depreciation
Supplies

Direct

Salary, Fringe
Benefits

Material

INAL 7 AR\
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Activities
Support
Activities

| I I Equipment

Activities

paths
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Products,
Services
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ABC/M Cost Assignment Network

Rent,
Depreciation Interest,

Resources s | Mateil | Sl e
(general ledger view)

Salary, Fringe Direct F}honel,

(NS AR /I

People
Work Activities
Activities
(verb-noun)
Equipment e COSE-tO-SEIVE”
Activities paths
N\
/)
. - Products,
Final g T Services
COSt E ;g . Business
ObjeCtS K Suppliers Sustaining
8t
gl §
5 ?’; Customers
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Further detall readings

To read in more detail about the multi-stage ABC cost assignment
network, below is a link to content that | have authored.

It is a titled “A Statement on Management Accounting —
Implementing ABC”.

| wrote it for the Institute of Management Accounting (IMA) at
www.imanet.org

https://www.imanet.org//-
/media/d5beff30c5864c7383e6ebb61556bab3.ashx?as=1&mh=200&mw=200&hash
=E34259B80CE1AC68ED6AB88363D05635AE19BAB91
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Standard Costing Over- and Under-Costs Products

1,000%+
A
% error
distortion
per Unlt Under-Costing
(Hidden Loss)
0% 0%
Over-Costi " .
_ Y (Hié%;n"ér'gﬁt) Traditional Costing
Compet_ltors grab 50-200% The sales force wins
sa_les W'th_a lower . volume with prices
price that is — Rank-ordered Products/Services — that in reality are
profitable to them. unprofitable.
« Simple Products and Services » Complex Products and Services
+ made through generic processes * made through specific processes

» High Volume of Production * Low Volume of Production
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The “Whale Curve” — More important than a better costing method
are its results. It is always a shock to the organization how many
products and service lines are unprofitable. This is real information.

PROFIT VOLUME PROFILE | § 30 sales

Commercial Market

- 28 expenses
Cumulative Profit {Millions)

= § 2 profit
Net $6 — L
Revenues
Minus »sts
ABCcosts = |34 |
profit
A 7 - $ 2 profit
$0 l l 1' # — Y | 1

&) 100 200 300 400 500 600 700 800
# of Products

Ranked from highest to lowest
ABC Profit Margin
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Rapid Prototyping with

lterative Remodeling (crawl, walk, run, fly)

Each iteration enhances the use of a ABC system.

| ABC System
| ABC Models > (repeatable, reliable, relevant)

| |||
B U

Make your mistakes early and often, not later
when the system is too hard to change.
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Balancing Levels of Accuracy with Effort

100%
Accuracy
of
Final Cost World Class
Objects ABC System Design

0%
Little

Level of Data Collection Effort

Is the higher climb worth the better view?
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Benefits from ABC/M Rapid Prototyping

- Accelerated learning
- Solving the thorny “leveling” problem
- Preventing “over-engineering” ABC model size

- Peer group: Pre-determining uses for the information

- Replacing misconceptions with reality.
- Getting ROl from earlier insights and decisions.
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Most CFOs take the left-side path!

GOCOM\GE . CON / NONGEQUITUR
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AGENDA

= A basic primer on costing and EPM

= What is broken with budgeting?

The shift to rolling financial forecasts

= Dealing with resource capacity planning

Getting buy-in to overcome resistance
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Why is the budgeting process broken?

The budget is typically a fiscal exercise by the
accountants that is:

-- disconnected from the executive team’s strategy.

-- not based on future driver volumes.
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A Quiz. “Our budgeting exercise ... “

IS Invasive and time-consuming ... with few benefits.

takes 6 months from start-to-end.

requires two or more executive “tweaks” at the end.

IS obsolete in two months due to events and re-organizations.

starves the departments with truly valid needs.

caves in to the “loudest voice” and “political muscle.”

rewards veteran sand-baggers who are experts at padding.

incorporates last year’s inefficiencies into this year’s budget.

|s over-stated from the prior year’s “Use-it-or-lose-it” spending.
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Spreadsheet Budgeting - It is Incremental !!

a b | c |
1 Current Year |Budget Year -
2|Wages $ 400,000.00 |Formula = Column B * 1.05
3|Supplies | $ 50,000.00
4 Rent $ 20,000.00 |Copy down
5|Computer | $ 40,000.00 .
6| Travel $ 30,000.00
7|Phone $ 20,000.00
® Total $ 560,000.00

[ > D] Sheetl | |14 | LA\
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AGENDA

= A basic primer on costing and EPM

= What is broken with budgeting?

The shift to rolling financial forecasts

= Dealing with resource capacity planning

Getting buy-in to overcome resistance
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Match the Budget Method to its Category
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Recurring Expenses // Future Volume & Mix

o

|
Past Now Future

= Activity-Based Costing = Activity-Based Planning

- Historical & Descriptive - Predictive

- Starts with known: - Requires capacity analysis
spending - Starts with estimated outputs
driver measures - Applies ABC/M rates

output quantities
- Calculates “costs” - Solves for Resource “expenses”
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(1) Operational Resource Capacity Planning

Resources

N

Resource
Process Costs
expenses can

be calculated
with
Output & “backwar,c,zls
QOutcome Costs ABC/M

Customers and
Service-recipients Start¥Here.
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Predictive Accounting

Palst ABC/M Ncl)w ABP Fu!u re
Known resources
; work Provides unit level
! activities consumption
rates
" c_ost
' objects

Copyright 2024 www.garycokins.com
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Predictive Accounting ...
... calculate the historical cost network backwards

e

| | |
Past ABC Now ABP Future
Industrial Engineering 101 resources ? C&ICUlated
(demand volume and mix) X /‘“'\
(unit level cost consumption rate) work "
= ) " activities -
capacity require 7y
pacity req t /< >\
COS :
(e.g., number and type of employees,
purchases with suppliers) objects Estimated
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(2) Non-Recurring
Expenses // Strategic

Initiatives

Financial

Vision

& Mission

Exceed shareholder

/

expectations \

Diversify income
stream

Increase sales Improve profit
volume margins

_I_]—T_

Customer

Diversify Increase sales to
customer base existing customers <

Test new

products

Internal
Process

Target profitable develop new Optimize internal
market segments products processes
S
Attract new
customers

Learning
& Growth

Develop Integrate
employee skills systems
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(2) Non-Recurring o
Expenses // Strategis -~
Initiatives Financial value

Financial

Customer

mterna Process excellence
rocess
Attral
custc

I
: I N
Learning

& Growth A learning environment I
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(2) Non-Recurring Expenses // Strategic Initiatives

7~ N\

( X ‘) X their score X

\ / <---e- period results ------- >
Budgeting is typically disconnected from

the strategy. But this problem is solved if
management funds the managers’ projects.
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(3) Risk Assessment Grid

... ERM is not just contingency planning

- () ©

Severity of impact on
event occurrence and
achievement

of objectives

‘ ‘ ‘ ‘ Budget
Low High ‘ Do not budget

probability of an event occurring

Low
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Match the Budget Method to its Category

Budget method

production
and
ABP/B

Demand-

Recurring

driven expenses

volume & mix

of drivers Integrated
Budget

(rolling
financial
forecasts)

strategy
map and
risk grid

Non-recurring
expenses

Strategic & risk
mitigation projects
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Linking Strategy and Risk to the Budget

Strategy Modeling Strategy methods
(by executives) (e.g., SWOT)

Define and adjust / :
Managerial

strategy and risk, and

create strategy map ' . . _ .
Stratedt knowledge Financial Modeling Operational Modeling
ra e |C e
objectises Identify and | (by employee teams)
|, manage strategic __priority projects and processes R Manage and
initiatives : improve core
S * KP| dashboard Driver consumption rates processes
.~ Create balanced feedback ¥
| redle baanced Traditional and Changes and
...... > scorecard . responses Results and
: Drlvaezr:&/%?)znes outcomes
KPI Forecast Idrlvers
g. sales) ,
targets deve&op roduction €g.
> plan Po:
#em
» Approve strategy
risk and capital
budget (1) Operational
budget ;
(2) capital budget Derived budget
(3) strategy budget Acceptable?
I = financial information (e.g. $) (4) risk budget Yes

Copyright 2024 www.garycokins.com
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Don’t treat forecasting as a “special event.”

i&
S

o ]
JEY,

We haven't forecasted in a while,
maybe we should try that again....

Forecasting should be an on-going part of
monitoring the business.



Continuous refreshing the rolling financial forecast

More frequent forecast intervals assure better accuracy.

100% 1

accuracy

0%

time
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AGENDA

= A basic primer on costing and EPM

= What is broken with budgeting?

The shift to rolling financial forecasts

= Dealing with resource capacity planning

Getting buy-in to overcome resistance
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Capacity only Exists as Resources

In the very short term, you would not fire employees on
Tuesday due to low work load, but hire them back on
Wednesday. But in the future you may replace full-time
employees with contractors, or lease assets you might have
purchased. In this way, so-called fixed costs behave variably.

Planning time
short-term —— Horizon — long-term

Effort level to €asy
adjust capacities manageable
difficult
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Predictive Accounting

Descriptive expensles

| Predictive expenses

Past

Traceable to
costs of
products,
service-lines,
channels,
customers,
and business
sustaining

-

unused

used

Copyright 2024 www.garycokins.com

Now

Future

sunk

unused

variable
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Marginal / Incremental Expense Analysis

Most savvy managers know that some expenses are
fixed short-term and variable long term.

They want to know the financial impact of a decision.

Decision Examples:

 Adding /dropping products, channels, or customers
« Make versus buy

« Qutsourcing or not

« Capital investment justification

« Budgeting / rolling financial forecasts
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Resource classifying dependencies

One-time order;
demanded price

---- type of decision =2

Large capital

Expenses expenditure
Variable
Step-fixed X
Fixed X
Sunk X X

operational

strategic

Copyright 2024 www.garycokins.com
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Cokins’ IFAC.org
Taxonomy of
Accounting

Managerial
Accounting

Cost Measurement

Decision Support/
Cost Planning

Cost Accounting

Financial Reporting
regulatory compliance

Cost Reporting &

Analysis
(feedback on performance)

The Domain of Costing

<€ History | —— Future —>

Low value-add Modest value-add High value-add
Source: PABC IGPG “Evaluating and Improving Costing in Organizations” published by the International Federation of Accountants, 2009
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AGENDA

= A basic primer on costing and EPM
= What is broken with budgeting?
= The shift to rolling financial forecasts

= Dealing with resource capacity planning

= CPM as a Value Multiplier through Integration

= Getting buy-in to overcome resistance
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How Will It All Fit Together?

Connecting customer value to shareholder value

Customer

‘ Strategy,

Supplier \
Organization

Resources Shareholders

(capacity) ~ Owners
$

'

\ 4
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In Summary ... first, we energize
with good managerial accounting.

‘ Strategy,

Customer

Organize .on

Supplier \
Resol ces

(cap .ity) Shareholders
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CPM is Circulatory and Simultaneous

Shareholder Wealth Creation is not a goal. It is a result!

needs

Strategy, Customer

Risk Mgmt., Targeting

Strategy map,
KPls

Order fulfillment

Supplier \
Resources

cores (capacity) Shareholders
Feedback

Organization
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CPM is Circulatory and Simultaneous

Shareholder Wealth Creation is not a goal. It is a result!

needs

Strategy,

Risk Mgmt., |4
Strategy map,
KPls

Order fulfillment

Supplier \
Organization

<P Resources
Scores (capacity) Shareholders

Feedback $

Less productivity reduces Shareholder Wealth \
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The Intelligence Hierarchy

Power of
Information

Standard
Raw  Reports

Data °

Descriptive
Modeling

(with analytics)

Ad hoc
Reports &
OLAP

Prescriptive Analytics
| Optimization

Predictive $ROI

Modeling

Data — Information

Copyright 2021 www.garycokins.com

— Knowledge — Insights — Decisions
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= What is broken with budgeting?

The shift to rolling financial forecasts

= Dealing with resource capacity planning

Getting buy-in to overcome resistance
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International Federation of Accountants Report

Information Paper

Evaluating the Costing
Journey:

A Costing Levels Continuum N
' Nizations ar
Maturity Model Most organizations are

By Gary Cokins typically at lower levels of
maturity in adopting
progressive managerial
accounting practices,
methods and systems.

http://www.garycokins.com/images/pd
fs/20131105-

IFAC Evaluating the Costing Journ
ey by Gary Cokins.pdf

1

International Federation
of Accountants

I
I
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Costing Continuum / Levels of Maturity

(most companies are Level 5D and 1P)

(1) Descriptive Continuum

EXPENSE TRACKING, COST

REPORTING

and CONSUMPTION RATES

A
<€
E = 3
©
>
(7]
-l
\l;rogelss
isibility
Blind
—  process and
bookkeepingLean accounting

Improved
Treatment
of Indirect
Costs
Improved
Output 6 D
Information/
Ar;\proximate Push
o Aceuracy Activity-
Output Visibility Based
costing
(ABC);
4 D Product
3 D costs
Standard
costing to
individual
Direct costs outputs;
without (3) and with
(4) support costs Project acct;
to output groups Job order
costing

>
Unused
Capacity
Aware
Customer D
Demand
Sensitive 38D
7 D Unused
capacity
. costs
Level 6D with timated
Channel and (estimated)
customer
profitability
Reporting;

Cost-to-serve

(2) Predictive Continuum
<€—— DEMAND DRIVEN PLANNING —>
with CAPACITY SENSITIVITY

Simulation
Resource
ansumption
ccounting 5 P
Pull Time-
Activity- riven
based ABC 4P Ultimate in
Resource consumption
Planning 3P rates;
% i dp
GIL acct. 2 P with
Incrementa (TDABC);  proportional
I Forecast costing at
driver direct and
(ABRP): quantities support
Forecast Xtime depts.
driver consumption
quantities rates;
X unit .
consumption  Direct cost
rates: focus;
Driver based Re@gtrilt(ive
budgeting conditions

Source: “A Costing Levels Continuum Maturity Model” by Gary Cokins published by the International Federation of Accountants, 2016



The Buy-in to Performance Management

Why has the adoption rate for driver-
based budgeting (and EPM methods)
been so slow?
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Why is the adoption rate so slow?
What are the barrier categories?

(1) Technical barriers include IT related issues.

(2) Perception barriers are excess complexity
and affordability.

(3) Organizational behavior barriers involve
resistance to change, culture, and leadership.
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Typical Excuses Preventing Being Progressive

We are profitable, so why does it matter?
We will purchase software that will fix our problems.

We already know our “true” costs from our general ledger financial reporting
system.

We have done it this way forever. And we don’t do that here. We already know
everything. It is in our heads.

We are a small organization. We’ll worry about better methods when we get larger.
All this hype is just made up stuff from highly paid consultants.

No one looks at the reports | create, so there is no point generating better reports.
We cannot afford better software to fix our problems.

We are way too busy doing other things.

We don’t know where to start or how to get started.

Source: William Vaughn Company CPAs; IMA conference, June 20, 2018
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The Complete Vision of Performance Management

this

PERFORMANCE
MANAGEMENIT

Make the RPM of the CPM and BA gears spin ...
... better, faster, cheaper ... safer and smarter
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Getting Started Actions and Resources

Action steps

= Get educated. Get buy-in.

= Rapid prototyping. Start small; think big.
= |Improve incentives. (Motivational theory)

Resources:

http://fpa-trends.com/article/exceptional-epmcpm-systems-are-exception

http://www.cfothoughtleader.com/driver-based-budgeting-look-hood-top-finance-consultant-
gary-cokins/

https://opexsociety.org/body-of-knowledge/enterprise-corporate-performance-management/

A suggestion: Have your management team read either or both of these
educational pieces. Then schedule a meeting for discussion. Have each manager
answer, “What did | learn? What issues and concerns do | have about EPM?” This
will stimulate needed conversations.
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From Theory to Practice

Your success depends
on how well and how fast
the right information and
Intelligence gets to the
right people.
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Thank You

Gary Cokins, CPIM

Analytics-Based Performance Management LLC
Cary, North Carolina USA
www.garycokins.com

919 720 2718

gcokins@garycokins.com
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