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COST PER UNIT:
TIME-DRIVEN ABC
Why time surveys always add up to 100%, one
department costed twice, two numbers per resource,
what studies of activity-based costing found, the
minutes no one used, and a card for one activity.

83%
of the practical capacity of a customer service department was used
for productive work in a quarter, in the example that introduced time-
driven ABC.
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In this issue
Every price, every quote and every decision to keep a customer rests on a cost
per unit. In most operations a large part of that cost is people's time and the
capacity around them. This issue asks how to put a fair price on a minute, and
what to do with the minutes no one used.

Activity-based costing traced overhead to the work that uses it, but its interviews and surveys
were costly, and many firms gave it up. Kaplan and Anderson replaced the survey with two
numbers per resource: the cost of a minute of practical capacity and the minutes each job
takes. In their example a department used 83% of its capacity. Studies link ABC with better
quality and cycle times, not with profit on average.
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Figure
Every figure has its source
and year at the foot of its
page.

Our reading
Where the editors interpret
rather than the research, it
says so.

Practice
The steps and the card are
proposals to try, not
research results.
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C O V E R  S T O R Y

Two questions
instead of a survey
In 1988 Robin Cooper and Robert Kaplan argued that traditional cost systems
distort product costs: they weight direct labour and materials more heavily than
the support work in the factory. Activity-based costing (ABC) traced overhead to
activities, then to products.

To learn how time was split between activities, ABC teams interviewed and surveyed staff. In
2004 Kaplan and Steven Anderson wrote that many managers who had tried it on any
significant scale had abandoned it, in the face of rising costs and employee irritation.

01
Costly
interviews and surveys
in every department,
again after every change

02
Subjective
people's own estimates
of their time, costly to
check

03
Always 100%
the shares add up to a
full day, so idle time
vanishes into the rates

O U R  R E A D I N G

Ask people how they spend their day and the answer always fills the day. Ask how
long one order takes, and you can watch it.
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Sources: Robin Cooper & Robert S. Kaplan, Harvard Business Review 66(5), 1988; Robert S. Kaplan & Steven R.
Anderson, Harvard Business Review 82(11), 2004; Robert S. Kaplan & Steven R. Anderson, Harvard Business
School, 2003

The three problems follow Kaplan and Anderson's 2003 working paper and their 2004 article; the grouping is
ours.



T H E  N U M B E R S

One department,
two prices
Kaplan and Anderson's example is a customer service department that costs
$560,000 a quarter. In a quarter it handles 49,000 orders, 1,400 customer
inquiries and 2,500 credit checks. A survey splits the staff's time 70%, 10% and
20%.

C O S T  P E R  T R A N S AC T I O N  I N  T H E  E X A M P L E ,  $  ( 2 0 0 4 )

Survey-based ABC Time-driven ABC

Process an order
$8.00

$6.40

Handle an inquiry
$40.00

$35.20

Run a credit check
$44.80

$40.00

The survey spreads all $560,000 over the work done. The time-driven version takes how long
each job lasts, 8, 44 and 50 minutes, times $0.80 a minute. All three rates fall: the survey-
based ones also carry the cost of time no one used.

O U R  R E A D I N G

A rate that includes idle time looks like a fact. It makes every order look more
expensive than the work it takes.
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Source: Robert S. Kaplan & Steven R. Anderson, Harvard Business Review 82(11), 2004

An illustration from the source, not a measured company; later versions use slightly different figures. The time-
driven rates are the source's too: minutes × $0.80.



T H E  M O D E L

Two numbers
per resource
Time-driven ABC needs two estimates: what a unit of capacity costs, and how
many units each job uses. Capacity is practical, not theoretical, often 80% or
85% of it: people need breaks and training, machines maintenance.

T H E  E X A M P L E ,  S T E P  B Y  S T E P  ( 2 0 0 4 )

Where jobs differ, a time equation replaces new activities. In the working paper, packing
takes 0.5 minutes, plus 6.5 for special handling, plus 0.2 if it goes by air; the data are in the
order system.

O U R  R E A D I N G

Capacity on paper is not capacity. A plan built on every hour paid is wrong, and so
is the price built on it.
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01
Cost of capacity
$560,000 a quarter:
staff, supervision, IT,
telecoms

02
Practical capacity
700,000 minutes a
quarter, about 80% of
the time paid

03
Cost per minute
$560,000 ÷ 700,000 =
$0.80

04
Minutes per job
order 8, inquiry 44,
credit check 50

Sources: Robert S. Kaplan & Steven R. Anderson, Harvard Business Review 82(11), 2004; Robert S. Kaplan &
Steven R. Anderson, Harvard Business School, 2003

The 80–85% is the authors' rule of thumb, not a measurement. The chain follows the 2004 example.

More in the essay High-volume days: the standard under pressure



W H AT  T H E  R E S E A R C H  S AY S

What better costs
change
In 2011 Kaplan and Michael Porter took time-driven ABC to hospitals: existing
systems could not measure the cost of one patient's condition over the whole
cycle of care. Their seven steps run from choosing the condition, through time
estimates and a cost rate per resource, to the total cost of care.

01 Manufacturing plants, 2002
Ittner, Lanen and Larcker: extensive ABC use went with higher quality and faster
cycle times, and through them lower costs; on average, not with return on assets.

02 Health care, 2017
Keel and colleagues: time-driven ABC can cost processes efficiently, but many
studies deviated from the seven steps; its role in bundled payments was not yet
shown.

O U R  R E A D I N G

A more accurate cost helps where someone acts on it: a process redesigned, a price
changed. On its own it changes nothing.
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Sources: Robert S. Kaplan & Michael E. Porter, Harvard Business Review 89(9), 2011; Christopher D. Ittner, William
N. Lanen & David F. Larcker, Journal of Accounting Research 40(3), 2002 (via Abstract (IDEAS/RePEc)); George
Keel, Carl Savage, Muhammad Rafiq & Pamela Mazzocato, Health Policy 121(7), 2017 (via Abstract (PubMed,
ScienceDirect) and later reviews)

Ittner et al.: one cross-section of plants, links not causes. Ittner et al. and Keel et al. seen through their abstracts
only.



H O W  I T  I S  M E A S U R E D

Used
and unused
The time-driven report shows what the survey hid. In the quarter, the three jobs
used 578,600 of the 700,000 minutes of practical capacity: 83%. Only that share
of the cost, $462,880, goes to orders and customers.

W H E R E  T H E  7 0 0 , 0 0 0  M I N U T E S  W E N T ,  O N E  Q U A R T E R  ( E X A M P L E )

Orders: 49,000 × 8 min
56%

Credit checks: 2,500 × 50 min
17.9%

Inquiries: 1,400 × 44 min
8.8%

Unused: 121,400 min
17.3%

The unused minutes, about $97,120 of the quarter's cost, are capacity paid for and not used.
Kaplan and Anderson do not spread them over the work done; they report them, so that
managers can act on the excess capacity.

O U R  R E A D I N G

Unused capacity is not an error to hide in the rates. It is a decision: cut it, fill it, or
keep it on purpose for the peak.
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Source: Robert S. Kaplan & Steven R. Anderson, Harvard Business Review 82(11), 2004

Volumes, minutes, 578,600, $462,880 and the $97,120 of unused capacity (121,400 × $0.80) are from the source;
the shares of 700,000 are our arithmetic.



T O O L  O F  T H E  I S S U E

The cost per
minute card
One card per activity or team. Start from the cost of one period and the minutes
really available, then time the jobs instead of asking for percentages. At the end,
rank them by minutes.

01 Resource and period a team or a machine; a month or a quarter

02 Cost of capacity people, supervision, equipment, space, systems

03 Practical capacity minutes paid, minus breaks, training, meetings, maintenance

04 Cost per minute line 2 divided by line 3

05 Time equation minutes for the standard job, plus what each variant adds

06 Used and unused volumes × minutes; what is left, and what you will do with it

M A N AG E M E N T  R E V I E W  ·  N O.  7 3  ·  N OV E M B E R  2 0 2 6 K P I S

stivencatalyst.com Stiven Catalyst 8

Sources: Robert S. Kaplan & Steven R. Anderson, Harvard Business Review 82(11), 2004; Robert S. Kaplan &
Steven R. Anderson, Harvard Business School, 2003

A practice proposed by the editors, after Kaplan and Anderson (2004, 2003). Rank the job types with the Pareto
tool.

Open the tool: Pareto 80/20 stivencatalyst.com/tools/pareto/



S O U R C E S  A N D  M E T H O D

Every figure
has a source.
The figures in this issue come from the sources below. The year shows how
recent each one is.

Measure Costs Right: Make the Right
Decisions
Robin Cooper & Robert S. Kaplan, Harvard
Business Review 66(5), 1988
https://store.hbr.org/product/measure-costs-right-make-t
he-right-decisions/88503

Time-Driven Activity-Based Costing
Robert S. Kaplan & Steven R. Anderson,
Harvard Business Review 82(11), 2004
https://hbr.org/2004/11/time-driven-activity-based-costin
g

Time-Driven Activity-Based Costing
(Working Paper 04-045)
Robert S. Kaplan & Steven R. Anderson,
Harvard Business School, 2003
https://papers.ssrn.com/abstract=485443

How to Solve the Cost Crisis in Health Care
Robert S. Kaplan & Michael E. Porter, Harvard
Business Review 89(9), 2011
https://hbr.org/2011/09/how-to-solve-the-cost-crisis-in-h
ealth-care

The Association Between Activity-Based
Costing and Manufacturing Performance
Christopher D. Ittner, William N. Lanen & David
F. Larcker, Journal of Accounting Research
40(3), 2002 · via Abstract (IDEAS/RePEc)
https://doi.org/10.1111/1475-679X.00068

Time-Driven Activity-Based Costing in Health
Care: A Systematic Review of the Literature
George Keel, Carl Savage, Muhammad Rafiq &
Pamela Mazzocato, Health Policy 121(7), 2017
· via Abstract (PubMed, ScienceDirect) and
later reviews
https://doi.org/10.1016/j.healthpol.2017.04.013
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E D I T O R I A L  M E T H O D

Each figure was checked for its year, its publisher and what exactly it measures.
Where the publisher's page could not be opened, the figure was checked against
independent summaries and is marked “via”. The editors' interpretation is marked
“Our reading”. Figures that could not be confirmed are not in the issue.
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