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Dear Reader, 
 
The journey towards the fulfillment of ISMA vision of 
development of CMA Profession is moving to an inflexion 
point. ISMA has successfully conducted many events in past 
and also in continuations of organizing few more knowledge 
sessions in coming months.  
 
ISMA also realized need of qualitative contributions in area of 
management accounting for development of CMA profession. 
To achieve this objective we invite articles , case study , 
research papers  with specific focus to the application of 
Management Accounting tools and techniques from Authors , 
Industry  professionals , CMA/MBA students or Academicians 
of reputed Management Institutes/ Colleges. 
 
We are also looking local Volunteers / Coordinators who could 
act as a local chapter organizer of ISMA to conduct 
professional activities in their respective areas. ISMA would 
provide them necessary knowledge & functional support. 
Please bring this notice to the attention of who-so-ever 
Finance professionals to be interested to take up this activity. 
Interested person should drop a mail on 
cmaindiaonline@gmail.com 
  
We wish to share current publication of ISMA eJournal and 
await your feedback to make it more interesting and 
informative. 
 
Let's transform CMA Profession together.  
 
Change is beautiful!!! 
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ISMA is dedicated to promoting best practices in area of cost & 
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Gary Cokins 

 

    

The only value a company will ever create for its shareholders and owners is the value that comes from its customersτcurrent ones 

and new ones acquired in the future. To remain competitive, companies must determine how to keep customers longer, grow them 

into bigger customers, make them more profitable, serve them more efficiently, and acquire more profitable customers. 

.ǳǘ ǘƘŜǊŜΩǎ ŀ ǇǊƻōƭŜƳ ǿƛǘƘ ǇǳǊǎƛƴƎ ǘƘŜǎŜ ƛŘŜŀƭǎΦ /ǳǎǘƻƳŜǊǎ ƛƴŎǊŜŀǎƛƴƎƭȅ ǾƛŜǿ ǎǳǇǇƭƛŜǊǎΩ ǇǊƻŘǳŎǘǎ ŀƴŘ ǎǘŀƴŘŀǊŘ ǎŜǊǾƛŎŜ ƭƛƴŜǎ ŀs 

commodities. This means that suppliers must shift their actions toward differentiating their services, offers, discounts, and deals to 

different types of existing customers to retain and grow them. Further, they should concentrate their marketing and sales efforts on 

acquiring new customers who have traits comparable to those of their relatively more profitable customers. 

As companies shift from a product-centric focus to a customer-centric focus, a myth that almost all current customers are profitable 

needs to be replaced with the truth. Some high-demanding customers may indeed be unǇǊƻŦƛǘŀōƭŜΗ ¦ƴŦƻǊǘǳƴŀǘŜƭȅΣ Ƴŀƴȅ ŎƻƳǇŀƴƛŜǎΩ 

ƳŀƴŀƎŜǊƛŀƭ ŀŎŎƻǳƴǘƛƴƎ ǎȅǎǘŜƳǎ ŀǊŜƴΩǘ ŀōƭŜ ǘƻ ǊŜǇƻǊǘ ŎǳǎǘƻƳŜǊ ǇǊƻŦƛǘŀōƛƭƛǘȅ ƛƴŦƻǊƳŀǘƛƻƴ ǘƻ ǎǳǇǇƻǊǘ ŀƴŀƭȅǎƛǎ ŦƻǊ Ƙƻǿ ǘƻ Ǌŀǘƛƻƴŀlize which 

types of customers to retain, grow, or win back and which types of new customers to acquire. With this shift in attention from products 

to customers, managers are increasingly seeking granular nonproduct-associated costs to serve customer-related information as well as 

information about intangibles, such as customer loyalty and social media messaging about their company and its competitors. Today in 

Ƴŀƴȅ ŎƻƳǇŀƴƛŜǎ ǘƘŜǊŜΩǎ ŀ ǿƛŘŜ ƎŀǇ ōŜǘǿŜŜƴ ǘƘŜ /ChΩǎ ŦǳƴŎǘƛƻƴ ŀƴŘ ǘƘŜ ƳŀǊƪŜǘƛƴƎ ŀƴŘ ǎŀƭŜǎ ŦǳƴŎǘƛƻƴΦ ¢Ƙŀǘ ƎŀǇ ƴŜŜŘǎ ǘƻ ōŜ ŎƭƻǎŜd 

IŜǊŜΩǎ ǘƘŜ ōŀǎƛŎ ǇǊƻōƭŜƳΦ ²ƛǘƘ ŀŎŎƻǳƴǘƛƴƎΩǎ ǘǊŀŘƛǘƛƻƴŀƭ ǇǊƻŘǳŎǘ ƎǊƻǎǎ ǇǊƻŦƛǘ ƳŀǊƎƛƴ ǊŜǇƻǊǘƛƴƎΣ ƳŀƴŀƎŜǊǎ ŎŀƴΩǘ ǎŜŜ ǘƘŜ ƳƻǊŜ ƛƳǇƻǊǘŀƴǘ 

ŀƴŘ ǊŜƭŜǾŀƴǘ άōƻǘǘƻƳ ƘŀƭŦέ ƻŦ ǘƘŜ ǘƻǘŀƭ ƛƴŎƻƳŜ ǎǘŀǘŜƳŜƴǘ ǇƛŎǘǳǊŜτall the profit margin layers that exist and should be reported from 

customer-related expenses such as distribution channel, selling, customer service, credit, and marketing expenses. 

The marketing and sales functions already intuitively suspect that there are highly profitable and highly unprofitable customers, but 

management accountants have been slow to reform their measurement practices and systems to support marketing and sales by 

providing the evidence. To complicate matters, the compensation incentives for a sales force (e.g., commissions) typically are based 

exclusively on revenues. Companies need to not just increase market share and grow sales but to grow profitable sales. Compensation 

incentives should be a blend of both customer sales volume and profits.  

Who are the troublesome customers, and how much do they drag down profit margins? Who are the valuable custoƳŜǊǎΚ ²ƘŀǘΩǎ ǘƘŜ 

difference between a valuable customer and a profitable one? More important, once these questions are answered, what corrective 

actions should managers and employees take to increase the profit from a customer? Measurements are the key. 

Good vs. Bad Customers 

Some customers purchase a mix of mainly low-profit margin products. After adding the nonproduct-related costs to serve for those 

customers, apart from the costs of the mix of products and standard service lines they purchase, these customers may be unprofitable 

to a supplier. But customers who purchase a mix of relatively high profit- margin products may demand so much in extra services that 

they also could potentially be unprofitable. How does a company measure customer profitability properly? In extreme cases, how does 

ƛǘ ŘŜǎŜƭŜŎǘ ƻǊ άŦƛǊŜέ ŀ ŎǳǎǘƻƳŜǊ ǘƘŀǘ ǎƘƻǿǎ ƴƻ ǇǊƻƳƛǎŜ ƻŦ ŜǾŜǊ ōŜƛƴƎ ǇǊƻŦƛǘŀōƭŜΚ 

Every supplier has what I call good and bad customers. Low-ƳŀƛƴǘŜƴŀƴŎŜ άƎƻƻŘέ ŎǳǎǘƻƳŜǊǎ ǇƭŀŎŜ ǎǘŀƴŘŀǊŘ ƻǊŘŜǊǎ ǿƛǘƘ ƴƻ ŦǳǎǎΣ ǿƘŜǊŜŀǎ 

high-ƳŀƛƴǘŜƴŀƴŎŜ άōŀŘέ ŎǳǎǘƻƳŜǊǎ ŀƭǿŀȅǎ ŘŜƳŀƴŘ ƴƻƴǎǘŀƴŘŀǊŘ ƻŦŦŜǊǎ ŀƴŘ ǎŜǊǾƛŎŜǎΣ ǎǳŎƘ ŀǎ ǎǇŜŎƛŀƭ ŘŜƭƛǾŜǊȅ ǊŜǉǳƛǊŜƳŜƴǘǎΦ CƻǊ 

ŜȄŀƳǇƭŜΣ ǘƘŜ ƭŀǘǘŜǊ Ŏƻƴǎǘŀƴǘƭȅ ǊŜǘǳǊƴǎ ƎƻƻŘǎ ƻǊ ŎƻƴǘŀŎǘǎ ǘƘŜ ǎǳǇǇƭƛŜǊΩǎ ƘŜƭǇ ŘŜǎƪΦ Lƴ ŎƻƴǘǊŀǎǘΣ ǘƘŜ ŦƻǊƳŜǊ Ƨǳǎǘ ǇǳǊŎƘŀǎŜǎ ŀ ŎƻƳǇŀƴȅΩǎ 

products or service lines and is rarely bothersome to the supplier. The extra expenses for high- maintenance customers add up. What 

can be done? After the level of profitability for all customers is measured, they all can be migrated toward higher profits usiƴƎ άǇǊƻŦƛǘ 

ƳŀǊƎƛƴ ƳŀƴŀƎŜƳŜƴǘέ ǘŜŎƘƴƛǉǳŜǎΣ ǿƘƛŎƘ LΩƭƭ ŘƛǎŎǳǎǎ ƭŀǘŜǊΦ¢ƘŜǎŜ ƻōǎŜǊǾŀǘƛƻƴǎ ƘŀǾŜ ōŜŜƴ ŀǊƻǳƴŘ ŦƻǊ ŘŜŎŀŘŜǎΦ .ŀŎƪ ƛƴ мфннΣ ²ƛƭƭƛŀm B. 

/ŀǎǘŜƴƘƻƭǘȊ ǿǊƻǘŜ ƛƴ ά¢ƘŜ !ǇǇƭƛŎŀǘƛƻƴ ƻŦ {ŜƭƭƛƴƎ ŀƴŘ !ŘƳƛƴƛǎǘǊŀǘƛǾŜ 9ȄǇŜƴǎŜ ǘƻ tǊƻŘǳŎǘέ ƛƴ ǘƘŜ National Association of Cost Accountants 

(NACA) Yearbook: 
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ά±ŜǊȅ ƻŦǘŜƴΣ ŀƭǘƘƻǳƎƘ ŀ Ŏƻǎǘ ǎȅǎǘŜƳ Ƴŀȅ ōŜ ƴŜŀǊƭȅ ǇŜǊŦŜŎǘ ŀƴŘ ŀƭƭ ǇƻǎǎƛōƭŜ factory economies may have been effected, a 

manufacturer may nevertheless show losses due to inadequate control over his selling and administrative expenses. In fact, 

unless the same (costing) principles are applied in controlling selling and administrative costs (as for production), the entire 

advantage gained through efficient low-Ŏƻǎǘ ǇǊƻŘǳŎǘƛƻƴ Ƴŀȅ ōŜ ƭƻǎǘΦέ 

Pursuit of Truth About Profits 

Why would a company want to know the answers to the questions about customer profitability levels? Possibly to answer more 

direct questions about its customers, such as: 

¶ Do we push for volume or for margin with a specific customer? 

¶ Are there ways to improve profitability by altering the way we package, sell, deliver, or generally service a customer? 

¶ 5ƻŜǎ ǘƘŜ ŎǳǎǘƻƳŜǊΩǎ sales volume justify the discounts, rebates, or promotion structure we provide to that customer? 

¶ Can we influence our customers to alter their behavior to interact differently (and more profitably) with us? 

¶ Can we shift work to or from some of our customers based on who, them or us, is more capable or has lower process 
expenses? 

To be competitive, a company must know its sources of profit and understand its own expenses and cost structure. With the 

facts, what actions can be taken to increase profits? For outright unprofitable customers, a company can explore passive options 

of gradually raising prices or surcharging for extra work, hoping the customer will go elsewhere. For profitable customers, a 

company may want to reduce customer-related causes of extra work for its employees (e.g., unneeded extra product packaging), 

ǎǘǊŜŀƳƭƛƴŜ ƛǘǎ ŘŜƭƛǾŜǊȅ ǇǊƻŎŜǎǎΣ ƻǊ ŀƭǘŜǊ ǘƘŜ ŎǳǎǘƻƳŜǊǎΩ ōŜƘŀǾƛƻǊ ǿƛǘƘ ǇǊƛŎƛƴƎ ƛƴŎŜƴǘƛǾŜǎ ǎƻ ǘƘƻǎŜ ŎǳǎǘƻƳŜǊǎ ǇƭŀŎŜ ŦŜǿŜǊ ǿƻǊƪload 

demands on the company. 

Activity-based costing (ABC) is the mŜǘƘƻŘ ǘƘŀǘ ǿƛƭƭ ŜŎƻƴƻƳƛŎŀƭƭȅ ŀƴŘ ŀŎŎǳǊŀǘŜƭȅ ǘǊŀŎŜ ǘƘŜ ŎƻƴǎǳƳǇǘƛƻƴ ƻŦ ŀƴ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ 

resource expenses (e.g., salaries, supplies) to products and to the types and kinds of channels and customer segments that place 

varying degrees of workload demand on the company. It should no longer be acceptable not to have a rational system of 

assigning so-ŎŀƭƭŜŘ ƴƻƴǘǊŀŎŜŀōƭŜ Ŏƻǎǘǎ ǘƻ ǘƘŜƛǊ ǎƻǳǊŎŜǎ ƻŦ ƻǊƛƎƛƴΦ !./ ƛǎ ǘƘŀǘ ǎȅǎǘŜƳΦ ¸Ŝǘ Ƴŀƴȅ ŎƻƳǇŀƴƛŜǎ ǎǘƛƭƭ ŘƻƴΩǘ ǳǎŜ ƛǘΦ 

ABC Is a Multilevel Cost Reassignment Network 

ABC uses multiple stages to trace and segment all the resource expenses as calculated costs through a network of cost 

assignments into the final cost objects: products, service lines, channels, and customers. It facilitates more accurate reporting 

because it honƻǊǎ ŎƻǎǘƛƴƎΩǎ causality principle 

(i.e., the relationship between cause and effect) for expense consumption relationships. 

In complex, support-intensive organizations, there can be a substantial chain of indirect work activities that occur prior to the 

direct ones that eventually trace into the final cost objects. These chains result in activity-to-activity cost assignments, and they 

rely on intermediate activity cost drivers traced to consuming activities in the same way that final cost objects rely on activity 

cost drivers to reassign costs into final cost objects based on their diversity and variation. 

Turning indirect costs into direct costs is no longer as insurmountable a problem as it was in the past. Integrated ABC software 

allows intermediate direct costing to a local process or to an internal customer or required component that is causing the 

demand for work. It further allows tracing costs among the final cost objects. Resource and activity cost drivers reassign 

expenses into costs with a more locaƭΣ ƎǊŀƴǳƭŀǊ ǿƻǊƪ ŀŎǘƛǾƛǘȅ ƭŜǾŜƭ ǘƘŀƴ ƛƴ ǘǊŀŘƛǘƛƻƴŀƭ ǎȅǎǘŜƳǎΣ ǎǳŎƘ ŀǎ ǘƘŜ ŀŎŎƻǳƴǘŀƴǘΩǎ ǊƛƎƛŘ 

cost center stepdown cost allocation method that reduces costing accuracy by relying on a single cost allocation factor for an 

entire support department. 

ABC software is arterial in design, so it flows costs flexibly and proportionately. Eventually via this expense assignment and 

tracing network, ABC reassigns 100% of the resource expenses into the final accumulated costs of products, service lines, 

channels, customers, and business sustaining work. Visibility of costs is provided everywhere throughout the cost assignment 

ƴŜǘǿƻǊƪΣ ƛƴŎƭǳŘƛƴƎ ŦƻǊ Ƙƻǿ Ŏƻǎǘǎ ŀǊŜ άŘǊƛǾŜƴέ ōȅ ǘƘŜ ŀŎǘƛǾƛǘȅ Ŏƻǎǘ ŘǊƛǾŜǊǎ ǘƘŀǘ ŎƻƳǇƭȅ ǿƛǘƘ ǘƘŜ ŎŀǳǎŜ-and-effect relationships. 

This visibility aids in identifying where to focus improvement efforts. 
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Examine the ABC cost assignment network in Figure 1 that consists of three modules connected by cost assignment paths. ABC 

ǇǊƻǾƛŘŜǎ ŀ ǎƴŀǇǎƘƻǘ ǾƛŜǿ ƻŦ ŀ ǘƛƳŜ ǇŜǊƛƻŘΩǎ Ŏƻǎǘǎ όŜΦƎΦΣ ŀ ƳƻƴǘƘύΦ LƳŀƎƛƴŜ ǘƘŜ Ŏƻǎǘ ŀǎǎƛƎƴƳŜƴǘ ǇŀǘƘǎ ŀs wide pipes and thin straws 

where the diameter of each path reflects the amount of cost flowing. The power of an ABC model is that the cost assignment 

paths and their destinations trace costs from beginning to endτ from resource expenses to each type of customer (and optionally 

ǘƻ ŜŀŎƘ ǎǇŜŎƛŦƛŎ ŎǳǎǘƻƳŜǊύΦ /ǳǎǘƻƳŜǊǎ ŀǊŜ ǘƘŜ ƻǊƛƎƛƴ ǘƘŀǘ ǊŜǎǳƭǘǎ ƛƴ ǘƘŜ ŎƻƴǎǳƳǇǘƛƻƴ ƻŦ ŀƭƭ ƻŦ ŀ ǎǳǇǇƭƛŜǊΩǎ ŜȄǇŜƴǎŜǎ ŀƴŘ ǎǳōǎequent 

costs. 

To understand why customers are the origin for costs, mentally reverse all the path arrowheads in Figure 1 from bottom to top. 

This polar-opposite switch reveals that all expenses originate with a demand-pull from customersτ and the calculated costs 

simply measure the effect in the reverse direction. 

Resources, at the top of the cost assignment network in Figure 1, provide the available capacity to perform work. Think of 

ǊŜǎƻǳǊŎŜ ŜȄǇŜƴǎŜǎ ŀǎ ŎƻƳƛƴƎ ŦǊƻƳ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ŎƘŜŎƪōƻƻƪ ƛƴ ǘƘŜ ŦƻǊƳ ƻŦ ǇǊƻŎǳǊŜƳŜƴǘ ǇǳǊŎƘŀǎŜǎ ŀƴŘ ŜƳǇƭƻȅŜŜ ǇŀȅǊƻƭƭΦ 

Cash is exiting the treasury. Examples of resources are salaries, operating supplies, or electrical power. (Amortized cash outlays, 

ǎǳŎƘ ŀǎ ŦƻǊ ŘŜǇǊŜŎƛŀǘƛƻƴ ŦǊƻƳ ŀ ǇǊƛƻǊ ǇŜǊƛƻŘΣ Ŏŀƴ ŀƭǎƻ ōŜ ƳƻŘŜƭŜŘΦύ LǘΩǎ ŘǳǊƛƴƎ ǘƘƛǎ ǎǘŜǇ ǘƘŀǘ άǊŜǎƻǳǊŎŜ Ŏƻǎǘ ŘǊƛǾŜǊǎέ ŀǊŜ ƛŘentified 

and measured as the mechanism to convert resource expenses into activity costs. One basis for tracing or assigning resource 

expenses is the time (e.g., number of minutes) that people or equipment spend on performing work activities. A more popular 

basis is to use percentage splits of time from the resources totaling 100% among the work activities.  

Work is performed by employees or assets, and resources are converted into some type of output in the work activities module. 

Activity cost drivers are the mechanism to accomplish this assignment. An example in a warehouse is the number of stocked 

ƛǘŜƳǎ ǇƛŎƪŜŘΦ Lƴ ŀ ōŀƴƪΣ ƛǘΩǎ ǘƘŜ ƴǳƳōŜǊ ƻŦ ŀǳǘƻƳƻōƛƭŜ ƭƻŀƴǎ ǇǊƻŎŜǎǎŜŘΦ Lƴ ŀ ƘƻǎǇƛǘŀƭΣ ƛǘΩǎ ǘƘŜ ƴǳƳōŜǊ ƻŦ ōƭƻƻŘ ǘŜǎǘǎ ŀŘƳƛƴƛǎtered 
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A bonus from ABC is the unit-level cost consumption rates, which are useful for comparative benchmarking studies as well as for 

projecting future expenses and costs such as with rolling financial forecasts, what-if scenario analysis, and outsourcing decisions. 

όCƻǊ ǘƘŜ ƭŀǘǘŜǊΣ άǇǊŜŘƛŎǘƛǾŜ ŀŎŎƻǳƴǘƛƴƎέ Ŝƴǘŀƛƭǎ ŀ ŘƛŦŦŜǊŜƴǘ ŀǎǇŜŎǘ ǘƻ ƳŀƴŀƎŜƳŜƴǘ ŀŎŎƻǳƴǘƛƴƎ ƛƴǾƻƭǾƛƴƎ ǘƘŜ ŎƭŀǎǎƛŦƛŎŀǘƛƻƴ ƻŦ 

resource capacity expenses as sunk, fixed, step-fixed, or variable relative to changes, and the classification depends on the time 

ƭŜƴƎǘƘ ǇƭŀƴƴƛƴƎ ƘƻǊƛȊƻƴ ŀƴŘ ǘȅǇŜ ƻŦ ŘŜŎƛǎƛƻƴΦ ¢ƘŜǎŜ ŎƻƴŎŜǇǘǎ ŀǊŜƴΩǘ ŘƛǎŎǳǎǎŜŘ ƛƴ ǘƘƛǎ ŀǊǘƛŎƭŜΣ ōǳǘ ǘƘŜȅ ŀǊŜ ƛƳǇƻǊǘŀƴǘ ƻƴŜǎΦύ 

Final cost objects, at the bottom of the cost assignment network, represent the broad variety of outputs and services where 

costs eventually accumulate. Customers are the final-final cost objects. They create the need for resource expenses to be 

ǎǳǇǇƭƛŜŘΦ Cƛƴŀƭ Ŏƻǎǘ ƻōƧŜŎǘǎ Ŏŀƴ ōŜ ǘƘƻǳƎƘǘ ƻŦ ŀǎ άǘƘŜ ǿƘŀǘ ƻǊ ŦƻǊ ǿƘƻƳέ ǘƘŀt work activities are performed. In advanced costing 

ƳƻŘŜƭǎΣ ōŀƭŀƴŎŜ ǎƘŜŜǘ ƛǘŜƳǎΣ ǎǳŎƘ ŀǎ ƛƴǾŜƴǘƻǊƛŜǎ ƻǊ ŎǳǎǘƻƳŜǊ ǊŜŎŜƛǾŀōƭŜǎΣ Ŏŀƴ ōŜ ǘǊŀŎŜŘ ǳǎƛƴƎ άŎƻǎǘ ƻŦ ŎŀǇƛǘŀƭ ŘǊƛǾŜǊǎΣέ ǎǳŎƘ as a 

ǇǊƻŘǳŎǘΩǎ ŀǾŜǊŀƎŜ ƛƴǾŜƴǘƻǊȅ ƭŜǾŜƭ ƻǊ ŀ ŎǳǎǘƻƳŜǊΩǎ ŘŀȅǎΩ ǎŀƭŜǎ ƻǳǘǎǘŀƴŘƛƴg (DSO). 

{ƻƳŜ ŀŎǘƛǾƛǘƛŜǎ ƛƴ ŀƴ ƻǊƎŀƴƛȊŀǘƛƻƴ ŘƻƴΩǘ ŎƻƴǘǊƛōǳǘŜ ŘƛǊŜŎǘƭȅ ǘƻ ŎǳǎǘƻƳŜǊ ǾŀƭǳŜΣ ǊŜǎǇƻƴǎƛǾŜƴŜǎǎΣ ŀƴŘ ǉǳŀƭƛǘȅΦ ¢Ƙŀǘ ŘƻŜǎƴΩǘ ƳŜŀn 

those activities can be eliminated or even reduced without doing harm to the business. For example, preparing required 

rŜƎǳƭŀǘƻǊȅ ǊŜǇƻǊǘǎ ŎŜǊǘŀƛƴƭȅ ŘƻŜǎƴΩǘ ŀŘŘ ǘƻ ǘƘŜ ǾŀƭǳŜ ƻŦ ŀƴȅ ǇǊƻŘǳŎǘ ƻǊ ǘƻ ǘƘŜ ǎŀǘƛǎŦŀŎǘƛƻƴ ƻŦ ǘƘŜ ŎǳǎǘƻƳŜǊΦ ¸Ŝǘ ǘƘŀǘ ǘȅǇŜ ƻŦ work 

activity is valuable to the organization because it enables the company to function in a proper legal manner. These types of 

aŎǘƛǾƛǘȅ Ŏƻǎǘǎ ŀǊŜ ǳǎǳŀƭƭȅ ǘǊŀŎŜŘ ǘƻ ŀ άǎǳǎǘŀƛƴƛƴƎ Ŏƻǎǘ ƻōƧŜŎǘέ ƎǊƻǳǇ ǇƻǇǳƭŀǊƭȅ ŎŀƭƭŜŘ business sustaining costs. These business 

ǎǳǎǘŀƛƴƛƴƎ Ŏƻǎǘǎ ŀǊŜƴΩǘ ƛƴǾƻƭǾŜŘ ǿƛǘƘ ƳŀƪƛƴƎ ƻǊ ŘŜƭƛǾŜǊƛƴƎ ŀ ǇǊƻŘǳŎǘ ƻǊ ǎŜǊǾƛŎƛƴƎ ŀ ŎǳǎǘƻƳŜǊΣ ōǳǘ ǘƘŜ Ŏƻǎǘǎ Řƻ ƴŜŜŘ ǘƻ ōŜ ŎƻǾered 

with revenues for the total company bottom line profit. 

¢ƘŜ ƪŜȅ ǘƻ ŀ ƎƻƻŘ !./ ǎȅǎǘŜƳ ƛǎ ǘƘŜ ŘŜǎƛƎƴ ŀƴŘ ŀǊŎƘƛǘŜŎǘǳǊŜ ƻŦ ƛǘǎ Ŏƻǎǘ ŀǎǎƛƎƴƳŜƴǘ ƴŜǘǿƻǊƪΦ ¢ƘŜ άƴƻŘŜǎέ ƛƴ ǘƘŜ ƴŜǘǿƻǊƪ ŀǊŜ ǘƘe 

sources and destinations through which all the expenses are reassigned via calculated costs. The network with its nodes delivers 

the utility and value of the data for decision making. 
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$   30.0 sales

- 27.8 expenses

=  $  1.8 profit

 

Beneath the Iceberg: Unrealized Profits 

With a valid cost model, Figure 2 displays a graph line referred to as ǘƘŜ άǇǊƻŦƛǘ ŎƭƛŦŦέ όŀƴŘ ǎƻƳŜǘƛƳŜǎ ǘƘŜ άƘǳƳǇōŀŎƪ ǿƘŀƭŜέ 

ŎǳǊǾŜύΦ ¢Ƙƛǎ ƭƛƴŜ ƛǎ ǘƘŜ ŎǳƳǳƭŀǘƛǾŜ ōǳƛƭŘǳǇ ƻŦ ŜŀŎƘ ŎǳǎǘƻƳŜǊΩǎ ǇǊƻŦƛǘΦ /ǳǎǘƻƳŜǊǎ ŀǊŜ Ǌŀƴƪ-ordered from the most profitable to 

the least profitable, including those who are unprofitable (i.e., customers with a financial loss where their costs exceed their 

ǊŜǾŜƴǳŜǎύΦ ¢ƘŜ ƭŀǎǘ Řŀǘŀ Ǉƻƛƴǘ ǊŜŎƻƴŎƛƭŜǎ ŜȄŀŎǘƭȅ ǿƛǘƘ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǘƻǘŀƭ ǇǊƻŦƛǘ ŀƴŘ ƭƻǎǎ όtϧ[ύ ǎǘŀǘŜƳŜƴǘΦ 

The graph illustrates how a substantial amount of unrealized profits can be hidden because of inadequate existing (and 

traditional) cost allocation methods and incomplete costing below the product gross profit margin line. Managers usually 

believe that the curve would be relatively flat. 
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 The broad averaging of traditional non-causal overhead cost allocations is crushing the cost accuracy and results in this flat-

curve belief. ABC detects the unique variations of ǘƘŜ Ŧƛƴŀƭ Ŏƻǎǘ ƻōƧŜŎǘǎΩ ŎƻƴǎǳƳǇǘƛƻƴ ƻŦ ǘƘŜ ǿƻǊƪ ŀŎǘƛǾƛǘƛŜǎ ŀƴŘ ǘƘŜƛǊ ǊŜƭŀǘŜŘ 

capacity-providing resource expenses. ABC information usually shocks executives and managers the first time they see it 

because they have typically presumed that almost all but a few of their customers are profitable. Instead, they have large profit 

makers and profit takers. 

By using ABC, there can now be a valid P&L statement for each customer as well as for logical segments or groupings of similar 

types of customers. The shape of this graph is typical for most companies. From left to right, the graph line reveals the company 

earns a substantial amount of profit from a minority of customers, roughly breaks even on some, and then loses profits on the 

remainder. 

Future Profit Potential Via Customer Lifetime Value (CLV) 

For business-to-consumer (B2C) companies, such as banking and telecommunications, customers pass through life cycles. This 

ƳŜŀƴǎ ǘƘŜǊŜΩǎ ŀ ŘƛŦŦŜǊŜƴŎŜ ōŜǘǿŜŜƴ ŀ ŎǳǊǊŜƴǘƭȅ ǇǊƻŦƛǘŀōƭŜ ŎǳǎǘƻƳŜǊ ŀƴŘ ŀ ŎǳǎǘƻƳŜǊ ǿƘƻ Ƴŀȅ ōŜ more valuable in the future. 

This difference shifts attention from the current run rate of past-period profit levels from their consumers to their future 

ǇƻǘŜƴǘƛŀƭ ǇǊƻŦƛǘ ƭŜǾŜƭΦ CƻǊ .н/ ŎƻƳǇŀƴƛŜǎΣ ŀŎŎƻǳƴǘŀƴǘǎ Ŏŀƴ ŎŀƭŎǳƭŀǘŜ ŜŀŎƘ ŎǳǎǘƻƳŜǊΩǎ /[± ōŜŦƻǊŜ ŀƴŘ after various marketing 

campaigns and targeted offers and deals. This provides sales and marketing the ability to apply return on investment (ROI) 

measures to evaluate which customers can achieve the highest profit increase from actions. 

5

High
(Creamy)

Low
(Low Fat)

Low High

Cost-to-Serve

Product Mix
Gross Profit

Margin

Very

Profitable

Very

unprofitable

Types of Customers

Migrating Customers to Higher Profitability

Copyright 2019  www.garycokins.com Analytics-Based Performance Management LLC

 

Migrating Customers to Higher Profitability 

The crucial challenge is not to use ABC just to calculate valid customer profitability information from transactional data but to 

really use the informationτand use it wisely. The benefit comes from identifying the profit-lift potential from customers and 

then realizing the potential with smart decisions and actions. 

CƛƎǳǊŜ о ŘŜŎƻƳǇƻǎŜǎ ǘƘŜ !./ Ŏƻǎǘ ŀǎǎƛƎƴƳŜƴǘ ƴŜǘǿƻǊƪΩǎ Ŧƛƴŀƭ Ŏƻǎǘ ƻōƧŜŎǘ ƳƻŘǳƭŜ ƛƴ CƛƎǳǊŜ м ǿƛǘƘ ƳƻǊŜ ƎǊŀƴǳƭŀǊƛǘȅΦ Lǘ ŘƛǎǇƭŀȅǎ 

two layerǎ ƻŦ ŀ άƴŜǎǘŜŘέ ŎƻƴǎǳƳǇtion sequence of costs in the bottom final cost objects module. The metaphor for this 

consumption sequence is the predator food chain where large mammals eat small mammals and small mammals eat plants. 

The final-final cost objectτthe customerτ ultimately consumes all the other final cost object costs except for the business 

sustaining costs. 

Within each of the major final cost object categories (e.g., supplier, product/service line, and customer), each has its own type 

ƻŦ άǎǳǎǘŀƛƴƛƴƎ ŎƻǎǘǎΣέ ǿƘƛŎƘ ŀǊŜ ŀƭǎƻ ŀǎǎƛƎƴŀōƭŜ ǘƻ ƛǘǎ ŜƴŘ-product or end-customer using a cost object cost driver to reflect 

the diverse consumption relationship 
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The left-to-ǊƛƎƘǘ ǎŜǉǳŜƴŎŜ ƻŦ ǘƘŜ ŀŎǘƛǾƛǘȅ Ŏƻǎǘ ŘǊƛǾŜǊǎ ŎǊŜŀǘŜǎ ǇǊƻŦƛǘ ƳŀǊƎƛƴ ƭŀȅŜǊǎ ƭƛƪŜ ƭŀȅŜǊǎ ƛƴ ŀƴ ƻƴƛƻƴΩǎ ǎƪƛƴΦ !ǎ ŀ ǊŜǎǳƭǘΣ 

there can now be a valid P&L statement for each customer as well as logical segments or groupings of customers. Figure 4 is 

an example of an individual customer profitability statement. 

4

CUSTOMER: XYZ CORPORATION (CUSTOMER #1270)

Sales $$$ Margin $ Margin

(Sales -SCosts)                         % of Sales

Product-Related

Supplier-Related costs (TCO)    $ xxx                           $ xxx                         98%

Direct Material xxx xxx 50%

Brand Sustaining xxx xxx 48%

Product Sustaining xxx xxx 46%

Unit, Batch* xxx xxx 30%

Distribution-Related

Outbound Freight Type* xxx xxx 28%

Order Type* xxx xxx 26%

Channel Type* xxx xxx 24%

Customer-Related

Customer-Sustaining xxx xxx 22%

Unit-Batch* xxx xxx                                          10%

Business Sustaining                                  xxx                                     xxx 8%

Operating Profit xxx 8%

* Activity Cost Driver Assignments use measurable quantity volume of Activity Output

(Other ActvityAssignments traced based on informed (subjective) %s)

Product-

related

costs

Channel & 

Customer-

related

costs

ABC Customer Profit & Loss Statement
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With an ABC P&L, managers can examine the individual products and service lines purchased in greater detail. They are a mix 

of high- and low-product-profit-margin purchases, based on their own unit costs and prices, as a composite average. 

Managers also can drill into details about the product-mix profit margins for more visibility. In addition, within each product or 

standard service line, the user can further examine the content and cost of the work activities and materials for each product 

and service line. This customer P&L information quantifies what many employees already may have suspected. All customers 

ŀǊŜƴΩǘ ǘƘŜ ǎŀƳŜ ǿƛǘƘ ǘƘŜƛǊ ǇǊƻŦƛǘ ƭŜǾŜƭǎ ŜȄŎƭǳŘƛƴƎ ǎŀƭŜǎ ǾƻƭǳƳŜΦ 

Although customer satisfaction and loyalty are important, a longer-term goal is to increase corporate profitability for the 

shareholders derived from increasing profits from customers as if each customer were an investment in a stock portfolio. 

¢Ƙƛƴƪ ǘƘŀǘ ǘƘŜ ǇǳǊǇƻǎŜ ƻŦ ŀŎǘƛƻƴǎ ǘŀƪŜƴ ƛǎ ǘƻ ƛƴŎǊŜŀǎŜ ǘƘŜ ŦƛƴŀƴŎƛŀƭ άǊŜǘǳǊƴ ƻƴ ŎǳǎǘƻƳŜǊ όwh/ύΦέ ¢ƘŜǊŜ ǎƘƻǳƭŘ ŀƭǿŀȅǎ ōŜ ŀ 

balance between managing the level of customer service to earn customer loyalty and the spending impact that doing that will 

have on shareholder wealth. 
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Lƴ ŀƴȅ ŎƻƳǇŀƴȅΩǎ tϧ[ ǘƘŜǊŜ ŀǊŜ ǘǿƻ ƳŀƧƻǊ άƭŀȅŜǊǎέ ƻŦ ǇǊƻŦƛǘ ƳŀǊƎƛƴΥ 

1. By the mix of products and service lines purchased. 
2. .ȅ ǘƘŜ άŎƻǎǘǎ ǘƻ ǎŜǊǾŜέ ŀǇŀǊǘ ŦǊƻƳ ǘƘŜ ǳƴƛǉǳŜ ƳƛȄ ƻŦ ǇǊƻŘǳŎǘǎ ŀƴŘ ǎŜǊǾƛŎŜ ƭƛƴŜǎΦ ό¢Ƙƛǎ ƛǎ ǘƘŀǘ άōƻǘǘƻƳ ƘŀƭŦ ƻŦ ǘƘŜ ǇƛŎǘǳǊŜέ 

I referred to earlier.) 
Figure 5 combines these two layers as a two-ŀȄƛǎ ƎǊƛŘΥ όмύ ǘƘŜ άŎƻƳǇƻǎƛǘŜ ǇǊƻŘǳŎǘ ǇǊƻŦƛǘ ƳŀǊƎƛƴέ ƻŦ ǿƘŀǘ ŜŀŎƘ ŎǳǎǘƻƳŜǊ 

purchases (reflecting net prices to the customer) and (2) their costs to serve. Individual customers (or grouped cluster of 

ŎǳǎǘƻƳŜǊǎ ǿƛǘƘ ǎƛƳƛƭŀǊ ǘǊŀƛǘǎύ ŀǊŜ ƭƻŎŀǘŜŘ ŀǘ ŀƴ ƛƴǘŜǊǎŜŎǘƛƻƴ ǿƘŜǊŜ ǘƘŜ ŎƛǊŎƭŜ ŘƛŀƳŜǘŜǊǎ ǊŜŦƭŜŎǘ ŜŀŎƘ ŎǳǎǘƻƳŜǊΩǎ ǊŜǾŜƴǳŜǎΦ Cƛgure 

5 debunks the myth that customers with the highest sales volume are also generating the highest profits. The objective is to 

generate more profits from all customers regardless of their intersection location. This is represented by driving customers to 

the upper-left corner of the grid. Examples of actions that will do this are surcharge pricing, upselling, and cross-selling. 

²ƘŜƴ ŀƴŀƭȅǘƛŎǎ ǎƻŦǘǿŀǊŜ ƛǎ ŀǇǇƭƛŜŘΣ ŦƛƴŀƴŎŜ ŀƴŘ ƳŀǊƪŜǘƛƴƎ ǘŜŀƳǎ ǘƻƎŜǘƘŜǊ Ŏŀƴ ŘŜǘŜǊƳƛƴŜ άƴŜȄǘ-best-ƻŦŦŜǊ ǊŜŎƻƳƳŜƴŘŀǘƛƻƴǎέ 

based on a market basket analysis of product or service transactions. The analysis uǎŜǎ άŀǎǎƻŎƛŀǘƛƻƴ ǊǳƭŜǎΣέ ǿƘƛŎƘ ƛŘŜƴǘƛŦƛŜǎ ƛǘŜƳǎ 

that frequently follow other items in transaction-based data. For example, if customers have purchased items A and B, they 

often also purchase item C. With that insight, companies can recommend offers to customers who have only purchased items 

A and B. 

bƻǘŜ ǘƘŀǘ ƳƛƎǊŀǘƛƴƎ ŎǳǎǘƻƳŜǊǎ ǘƻ ǘƘŜ ƎǊƛŘΩǎ ǳǇǇŜǊ-ƭŜŦǘ ŎƻǊƴŜǊ ƛǎ ŜǉǳƛǾŀƭŜƴǘ ǘƻ ƳƻǾƛƴƎ ƛƴŘƛǾƛŘǳŀƭ Řŀǘŀ Ǉƻƛƴǘǎ ƛƴ ǘƘŜ άǇǊƻŦƛǘ ŎƭƛŦŦέ 

profile in Figure 2 from right to left. Knowing where customers are located on the matrix requires ABC data. A critical reason for 

knowing where each customer is located on the profit matrix is to protect the most profitable customers from competitors. 

Because so few customers typically account for a significant portion of the profits, the risk exposure from losing them is 

ǎǳōǎǘŀƴǘƛŀƭΦ Lƴ CƛƎǳǊŜ нΣ ǘƘŜ ŦŀǊǘƘŜǊ ǘƻ ǘƘŜ ƭŜŦǘ ǎƛŘŜ ƻŦ ǘƘŜ άǇǊƻŦƛǘ ŎƭƛŦŦέ ǇǊƻŦƛƭŜ ŘƛǎǘǊƛōǳǘƛƻƴ ŎǳǊǾŜ ǘƘŀǘ ǘƘŜ ŎǳǊǾŜΩǎ ǇŜŀƪ is located, 

the more sensitive the bottom line corporate profit is to competitor attacks fǊƻƳ ǿƛƴƴƛƴƎ ŀ ŎƻƳǇŀƴȅΩǎ ƪŜȅ ŎǳǎǘƻƳŜǊǎΦ 

Options to Raise the Profit Cliff Curve 
What does a company do with the customer profit information? In other words, what actions can an organization take to 

increase profits from its customers?  

Although this is only a partial list, a company can increase profitability by doing the following: 

¶ aŀƴŀƎŜ ŜŀŎƘ ŎǳǎǘƻƳŜǊΩǎ άŎƻǎǘǎ ǘƻ ǎŜǊǾŜέ ǘƻ ŀ ƭƻǿŜǊ ƭŜǾŜƭΤ 

¶ 9ǎǘŀōƭƛǎƘ ŀ ǎǳǊŎƘŀǊƎŜ ŦƻǊ ƻǊ ǊŜǇǊƛŎŜ ŜȄǇŜƴǎƛǾŜ άŎƻǎǘǎ-to-ǎŜǊǾŜέ ŀŎǘƛǾƛǘƛŜǎΤ 

¶ Reduce services minimally valued by customers; 

¶ Introduce new products and standard service lines; 

¶ Raise prices (which may not be feasible in competitive markets); 

¶ Abandon unprofitable products, services, or customers; 

¶ Improve business processes with higher productivity; 

¶ Offer the customer profit-positive service-level options; 

¶ Increase costs on activities for which a customer shows a preference; 

¶ Up-sell and cross-ǎŜƭƭ ǘƘŜ ŎǳǎǘƻƳŜǊΩǎ ǇǳǊŎƘŀǎŜ ƳƛȄ ǘƻǿŀǊŘ ǊƛŎƘŜǊΣ ƘƛƎƘŜǊ-margin products and service lines; or 

¶ Discount to gain more volume with low άŎƻǎǘǎ-to-ǎŜǊǾŜέ ŎǳǎǘƻƳŜǊǎΦ 

LǘΩǎ ƛƳǇƻǊǘŀƴǘ ŦƻǊ ŀƴȅƻƴŜ ƛƴǘŜǊǇǊŜǘƛƴƎ ǘƘŜ ǇǊƻŦƛǘ ŘƛǎǘǊƛōǳǘƛƻƴ ŘƛŀƎǊŀƳ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ƪŜȅ ƛǎǎǳŜǎ ŀōƻǳǘ ƛǘ ōŜŦƻǊŜ 

acting hastily, which can result in bad decisions: 

¶ ¢Ƙƛǎ ǎƴŀǇǎƘƻǘ ǾƛŜǿ ƻŦ ŀ ǘƛƳŜ ǇŜǊƛƻŘΩǎ Ŏƻǎǘ ŘƻŜǎƴΩǘ reflect the life-cycle costs of the products, service lines, or customers 
that have consumed the resource and activity costs for that particular time span. For example, a new product may be 
in its shake-out period with imminent cost reductions to it and loǿ ǎŀƭŜǎ ǾƻƭǳƳŜ ǘƘŀǘ ǿƛƭƭ ƎǊƻǿΦ Lƴ ǘƘŜ ƴŜȄǘ ǘƛƳŜ ǇŜǊƛƻŘΩǎ 
ǎƴŀǇǎƘƻǘΣ ǘƘŜ ǇǊƻŘǳŎǘ ǿƛƭƭ ƳƻǾŜ ǘƻ ǘƘŜ ƭŜŦǘ ƻŦ ǘƘŜ άǇǊƻŦƛǘ ŎƭƛŦŦΦέ 

¶ In some cases, some products deliberately are sold as a loss to generate higher sales of the more profitable products. 

Expand the Function 
¶ Much has been written about the increasing role of CFOs as strategic advisors and their shift from bean counter to bean 

ƎǊƻǿŜǊΦ bƻǿ ƛǎ ǘƘŜ ǘƛƳŜ ŦƻǊ ǘƘŜ /ChΩǎ ŀŎŎƻǳƴǘƛƴƎ ŀƴŘ ŦƛƴŀƴŎŜ ŦǳƴŎǘƛƻƴ ǘƻ ŜȄǇŀƴŘ ōŜȅƻƴŘ ŦƛƴŀƴŎƛŀƭ ŀŎŎƻǳƴǘƛƴƎΣ ǊŜǇƻǊǘƛƴƎΣ 

governance responsibilities, and cost control. They can support sales and marketing by helping them target the more 

attractive customers to retain, grow, and win back and to acquire the relatively more profitable and valuable ones.  

"Copyright 2015 by IMA®, Montvale, N.J.,  www.imanet.org , used with permission  ."  
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Responsibility of F P & A Role is Similar like a CFO. Financial Analysts are also directed towards decision support and performance 

ƳŀƴŀƎŜƳŜƴǘ ŀŎǘƛǾƛǘƛŜǎΦ ¢ƘŀǘΩǎ ǿƘŜǊŜ ŦƛƴŀƴŎƛŀƭ YtLǎ τ key performance indicators τ come in picture.  

We might be aware of responsibility Centers within an organization e.g. Profit center, Investment center. F P & A Professionals 

are responsible to manage Financial Performance of a responsibility center i.e. generally called a profit center or Investment 

Center (e.g. Account, Region, SBU, COE, and Corporate). This is as similar a responsible role of CFO managing Financial 

Performance of the Organization. 

F P & A professionals generate value. No other function except general management has a full P&L scope like Finance. Sales 

professionals focus on the top-line. If anyone works in Operations or Procurement or any other cost centers their focus is on cost 

only, etc. Hence being able to put it all together and drive value creation where the potential is highest should be interesting is 

what F P & A professionals do. 

- Do You Have A Finance Business Partner Mindset? 

Why do we ƘŀǾŜ ōǊŀƪŜǎ ƛƴ ǘƘŜ ŎŀǊΚ aƻǎǘ ǇŜƻǇƭŜ ǿƻǳƭŘ ǎŀȅ ǘƻ ǎǘƻǇ ǘƘŜ ŎŀǊΦ ¢ƘŀǘΩǎ ŀ ǿǊƻƴƎ ƳƛƴŘǎŜǘΦ ²Ŝ ƘŀǾŜ ōǊŀƪŜǎ ƛƴ ǘƘŜ ŎŀǊ 

ǎƻ ǿŜ Ŏŀƴ ŘǊƛǾŜ ǘƘŜ ŎŀǊ ŦŀǎǘŜǊΦ LǘΩǎ ŀ ǎǳǇǇƻǊǘƛƴƎ ŘŜǾƛŎŜΣ ƴƻǘ ŀ ŎƻƴǘǊƻƭƭƛƴƎ ŘŜǾƛŎŜΦ {ƛƳƛƭŀǊƭȅΣ ƛƴ ōǳǎƛƴŜǎǎŜǎ ǿŜ ƘŀǾŜ ŎƻƴǘǊƻƭǎ to 

support the business performance and avoid or minimize damage. The role of finance is to maintain the brakes (controls) in 

superb condition and apply when required. Develop a supportive mindset and become a business partner 

- Are You Providing Insight or Just Information 

!ŎŎƻǳƴǘƛƴƎ  ǿƛƭƭ ƭƛƳƛǘ ȅƻǳ ǿƘŜǘƘŜǊ ȅƻǳ ŘƛŘ ōŜǘǘŜǊ ƻǊ ǿƻǊǎŜΦ ²ƘŜǘƘŜǊ ȅƻǳ ǎƘƻǳƭŘ ōŜ ƘŀǇǇȅ ƻǊ ǎŀŘΦ .ǳǘ ǘƘŜȅ ŘƻƴΩǘ ƎƛǾŜ ȅƻǳ ǘƘŜ 

ƛƴǎƛƎƘǘ ŀǎ ǘƻ ǿƘȅΣέ άCtϧ! ƎƛǾŜǎ ǘƘŀǘ ƛƴǎƛƎƘǘΦ LǘΩǎ ƳǳŎƘ ƳƻǊŜ ƛƳǇƻǊǘŀƴǘ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ǿƘȅ ȅƻǳΩǊŜ ƘŀǇǇȅ ƻǊ ǎŀŘΣέ ¢ƻ ōŜ ǎǳŎŎŜǎǎŦul 

in ǘƘŜ Ctϧ! ŦƛŜƭŘΣ C!ǎ ƘŀǾŜ ǘƻ ƘŀǾŜ ŀ ŎŜǊǘŀƛƴ ƭŜǾŜƭ ƻŦ ƛƴǘŜƭƭŜŎǘǳŀƭ ŎǳǊƛƻǎƛǘȅ ǘƻ ŀǎƪ ǘƘŜ ǉǳŜǎǘƛƻƴǎ ŀōƻǳǘ ǿƘŀǘΩǎ ōŜƘƛƴŘ ǘƘŜ ƴǳƳōŜrs 

or the situation. 

One of the biggest transformations in Modern finance recently, has been the shift for an Accountant to move from a compliance 

and governance based individual, to an insight driven value added business partner. They now Provide insights/analysis and 

executive summaries on key analytics and reporting. Finance needs to know what data is important, how to interpret that data, 

and then provide guidance on what it means for the business 

Finance will also shift more into the role of storyteller, able to interpret data and communicate what it means back to other 

business stakeholders.  

Next if we truly want to help someone become more successful themselves we must have an in-depth understanding of what 

ōǳǎƛƴŜǎǎ ǇŀǊǘƴŜǊǎ ŘƻΦ LŦ ǿŜ ŘƻƴΩǘ ƪƴƻǿ ŀƴȅǘƘƛƴƎ ŀōƻǳǘ {ŀƭŜǎ Ƙƻǿ Ŏŀƴ ǿŜ ǎǳǇǇƻǊǘ ŀ {ŀƭŜǎ aŀƴŀƎŜǊǎΣ ƛŦ ȅƻǳ ŘƻƴΩǘ ƪƴƻǿ ŀƴȅǘƘƛƴƎ 

about Delivery how can we support a Delivery Manager? In essence, you need to at least know and understand what they do 

and ideally, we should ŀƭǎƻ ōŜ ƎƻƻŘ ŀǘ ƛǘΦ LŦ ǿŜ ŘƻƴΩǘ ŘŜǾŜƭƻǇ ǘƘƛǎ ŦǳƴŎǘƛƻƴŀƭ ŜȄǇŜǊǘƛǎŜ ƛǘ ǿƛƭƭ ōŜ ŦƛƴŘ ƘŀǊŘ ǘƻ Ǝŀƛƴ ǘƘŜƛǊ ǘǊǳǎǘ ŀƴŘ 

buy-in which is so crucial for being a finance business partner.  

Financial Planning & Analysis: CFO Mindset  

 

 

CMA Dr Amarendra Kumar   
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F P & A professionals are partners of business. They collaborate with Business and they speak to business. They have 

collaborative plans / actions taken on P/L Improvements -implement joint cost reduction ideas with Business Partners, focus 

how to improve operational efficiency, They Try to participate with Business in Growth- Sales Pipeline discussion to drive sales 

Growth, Understand the Sales funnel, they look at the sales opportunities, New Sales and also participate with Deal pricing 

team / Solution consultants. Wherever they look at possibilities to find means and ways to create value within the business, 

they join them and help the business to deliver value creating growth. They develop a big picture mindset and deeply 

understand the value creation model of the business. And also the increasingly important thing is communicating value (Story 

tellers / Effective Communications).  The important is how do F P & A Professionals communicate value to stakeholders; 

Stakeholders are increasing anywhere by any numbers  , today business are live 24/7 anywhere in the world , so this kind of 

frequency of demands on the way . 

If we want to be successful finance business partners then acquiring business knowledge is very essential. Not just general 

ōǳǎƛƴŜǎǎ ƪƴƻǿƭŜŘƎŜ ōǳǘ ǎƻƳŜ ǘƛƳŜ ŘŜŜǇ ŦǳƴŎǘƛƻƴŀƭ ŜȄǇŜǊǘƛǎŜ ƛƴ ǘƘŜ ŀǊŜŀ ǿŜ ǎǳǇǇƻǊǘΦ Ctϧ! ǘŜŀƳǎ ƴŜŜŘ ǘƻ ōŜ άōƛƭƛƴƎǳŀƭέ τ 

ǘƘŀǘ ƛǎΣ άǎǇŜŀƪƛƴƎ ōƻǘƘ ǘƘŜ ƭŀƴƎǳŀƎŜ ƻŦ ŀŎŎƻǳƴǘƛƴƎ ŀƴŘ ŦƛƴŀƴŎŜΣ ŀƴŘ ǘƘŜ ƭŀƴƎǳŀƎŜ ƻŦ ǘƘŜ ōǳǎƛƴŜǎǎ ƻǇŜǊŀǘƛƻƴǎΦέ ǿŜ ƴŜŜŘ ǘƻ 

develop understanding of Business and delivery model. Product / Services consume the cost as well generate revenue, so our 

understanding on Product / Services will help us to manage the cost effectively and drive revenue growth. Once we develop 

the understanding the Kind of Services or Products our company offers then we could be easy to identify Cost driver that will 

help us to manage the cost effectively.   

The most fundamental difference between accounting and FP&A professionals is that accounǘŀƴǘǎΣ άŀǊŜ ŎƻƴŎŜǊƴŜŘ ǿƛǘƘ ŘŜǘŀƛƭΣ 

ŀŎŎǳǊŀŎȅ ŀƴŘ ōŜƛƴƎ ǊƛƎƘǘΦέ IƻǿŜǾŜǊΣ άŀǎ ǎƻƻƴ ŀǎ ǿŜ ǎǘŀǊǘ ƭƻƻƪƛƴƎ ŦƻǊǿŀǊŘΣ ŘŜǘŀƛƭ ōŜŎƻƳŜǎ ƭŜǎǎ ƛƳǇƻǊǘŀƴǘΦ 

We have to focus on Big Picture. Deciding wƘŀǘ ƳŀǘŜǊƛŀƭ ƛǎΦ bƻǘ ǘƻƻ ǎƳŀƭƭ ǘƻ ŎŀǊŜ ǎƻƳŜǘƛƳŜǎ ǘƻƻ ǎƳŀƭƭ ǘƻ ŎŀǊŜ ά!ǎ ȅƻǳ ǿƻǊƪ 

ƛƴǘƻ Ctϧ!Σ ƛǘΩǎ ƳƻǊŜ ŀōƻǳǘ ƛŘŜƴǘƛŦȅƛƴƎ ƻǇǇƻǊǘǳƴƛǘƛŜǎ ǘƘŀƴ ǊŜǇƻǊǘƛƴƎ ǿƘŀǘ ƘŀǇǇŜƴŜŘΣέ ¸ƻǳ ƴŜŜŘ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ǘƘŜ ōǳǎƛƴŜǎǎ 

drivers and care less about decimal point. Your true value is aligning yourself with the business perspective. Historically, 

accountants have been focused on getting the numbers right versus driving insight, whereas FP&A is less about the results and 

more about understanding the drivers of the business both historically and prospectively. We should develop ability to see the 

big picture and focus on areas that create value. 

Business are particularly interested in those FAs who are able to articulate a strategic vision, who can articulate what the future 

might look like, and who are great at seeing around corners. We offer strategic support to an organization. We are often 

pressured to drive cost efficiencies while identifying new business opportunities, and ensure that plans are aligned and 

executed in accordance to business Management strategy. In a changing business condition we have to think beyond numbers. 

The sales team is responsible for revenue and the CFO ƛǎ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ ŜǾŜǊȅǘƘƛƴƎ ŜƭǎŜΧ wƛƎƘǘΚ ¢ƘŀǘΩǎ ǘƘŜ ŎƻƳƳƻƴ 

misconception among the financial Team. The financial function needs to be more involved in sales than they are right now. 

Cutting costs does not equal success. Focusing on only cutting costs is a very short-term strategy. If your organization is a going 

concern you want a long-term strategy which includes cutting the right costs as well as revenue growth, improved margins and 

ultimately profitability. 

We need to be change agent or develop skills and have patience to manage organizational change, System change, 

Technological change, Process change, We are at age of disruption. We are under more undiscovered threats than any time in 

the past. You do not have the luxury of waiting for a disruption to arrive before reacting. You need to have a befitting response 

ǊŜŀŘȅ ŜǾŜƴ ōŜŦƻǊŜ ŀ ŘƛǎǊǳǇǘƛƻƴ ŀǊǊƛǾŜǎ ƻƴ ȅƻǳǊ ƘƻǊƛȊƻƴΦ ¢ƻ ǊŜǎǇƻƴŘ ŜŦŦŜŎǘƛǾŜƭȅΣ ƛǘΩǎ ŎǊƛǘƛŎŀƭ ǘƘŀǘ C! ƴƻǘ ƻƴƭȅ ƪŜŜǇ ŎǳǊǊŜƴǘ ǿith a 

range of rapidly evolving technology and business trends but, as important, ensure that they have the skills required to provide 

to manage effective otherwise survival is difficult. 

 Invitation from Thought leaders 

 ISMA invites experts and thought leaders in management accounting to share their real life recognized contributions in area of cost & 

management accounting to publish in ISMA newsletter. The same are reviewed in a two-stage process by ISMA Advisory and governing 

council to determine if these are appropriate for consideration. Best contribution after evaluation will also be consider to cover in ISMA 

website under section of ISMA Management Accounting resource person to build up their own personnel brand and recognitions among 

corporate world. For more details please email us cmaindiaonline@gmail.com 

 

https://strategiccfo.com/deferred-revenue/
https://strategiccfo.com/how-does-a-cfo-bring-value-to-a-company/
https://strategiccfo.com/unearned-revenue/
https://strategiccfo.com/profitability-index-method-formula/
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ISMA EVENTS 

 

 
Career awareness program conducted for CMA final students on 

GST registration, filing of ITR 1 and ITR 2. 

 


