














Case Study 2: Costing For Profit

Brian Fish knows more than most about job costing. A trained accountant, Brian spent time as Managing Director for
the family business, John Fish and Sons, a container haulier based in Avonmouth. Now as a Partner in leading
logistics consultancy company DFF International Ltd, Brian has managed a variety of projects aimed at improving
efficiency in the freight transport industry. One of his roles is to advise the RHA on vehicle/job costing and to compile

its annual Goods Vehicle Operating Costs guide.

When it comes to job costing, Brian has some straightforward advice.

“Operators must know their costs. This is always the starting point to job costing. | am still confronted
regularly by operators who have only a limited grasp of what their true costs are.”

According to Brian, it may be tempting to price from experience, but this is a highly risky strategy.

“All too often in this highly competitive industry, the method of rate setting consists of merely finding out
what is currently being paid and undercutting it! This suicidal approach has always been prevalent in our
industry, accounting for a generally unacceptably low level of rates. | would advise operators to spend time
studying their costs. All you need is a mechanism to properly understand your costs and apply this to the

work to be undertaken.”

However, Brian warns:

“Many transport companies have, in recent years, begun to employ increasingly sophisticated systems for
management purposes. Unhappily, it must also be said that many of the systems used suffer from being
unsound in principle and/or inappropriate to the specific needs of a particular operation. Few take adequate
account of the ability of a business to produce the detailed inputs required and then effectively use the

resulting output information.”

Using this guide will help all operators to understand the principles of job costing and to choose the most appropriate

type of system for their circumstances and requirements.

3.1

To develop a successful cost model, you will need a good
system for recording:

Records

=) \Vehicle mileages
=) Fuel consumption
«=) \Vehicle wear and expenditure

=) Vehicle and driver utilisation

This information is vital for successful business
performance. Even if you do not intend to have a cost
model, it is advisable to hold this information for the
purpose of performance management.

«=) Keep your record keeping simple; the more
information you collect and the more complicated it
becomes, the harder it will be to manage. You may
find the spreadsheet provided as part of the ‘Fleet
Performance Management Tool’, developed by
Freight Best Practice, helpful in recording fleet
information. The manual and spreadsheet are
available free of charge from the Hotline
0845 877 0 877 or via the website
www.freightbestpractice.org.uk

<) Discuss record keeping with your accounts
department or accountant (depending on your
business’s circumstances)

3.2 Management Accounts

An effective job costing system depends on your business
having:

«=) A competent financial accounting procedure

<) Meaningful management accounts from which to
generate detailed vehicle costings

A good working relationship with your accounts
department or accountant based on experience, skill and
communication will create the conditions necessary for
reliable job costing.

Management accounts provide a documented report of
your company’s financial health. They need to be
up-to-date and easy to comprehend. If you do not have
accurate management accounts, you will not be able to
build a reliable cost model.



Table 1 shows an example set of management accounts
given to a haulier by his accountant. On their own, such
accounts may not tell you a great deal. The process of
reviewing and understanding management accounts can
be daunting if you are not familiar with financial

terminology. If this is the case, ask your accounts
department or accountant to explain how they are set out
and what each heading and figure means. Spending time
with you will benefit them as well, as the more you

understand the easier their job will be.

Table 1 Example Set of Management Accounts (As Presented by the Accountant)

TURNOVER

Less cost of sales:

Wages and National Insurance contributions (NIC)
Drivers’ reimbursed expenses
Subcontractors
Ferries
Hire and rentals
Motor expenses
Fuel
Repair and parts
Tax and insurance

GROSS PROFIT
Less overheads:
Rent
Heat, light and power
Use of home as office
Leases:- Lifter/copier

- Units

- Trailers

- Tracking systems
Contract hire
Telephones
Repairs and renewals
Postage, stationery and adverts
Accountancy and auditing
Insurancet
Fines
Legal and professional fees
Hire purchase interest
Bank charges
Bank interest
Pension contributions
Office expenses/uniforms/cleaning
Computer updates
Sundries
Depreciation

Net profit before directors’ remuneration
Interest received

Profit/loss on sale of unit

Directors’ remuneration

Net profit before tax

Dividend

Corporation tax

2004 2003
% of turnover* £ % of turnover* g
2,790,921 2,183,988
22 626,124 29 622,920

1 15,906

21 579,478 16 350,605
0 889 0 4,204
27,562 27,966
20 548,179 20 436,107
7 201,212 7 163,481
5 140,758 5 119,142
77  (2,140,108) 79 1,724,425
23 650,813 21 459,563
1 31,754 1 24,697
0 1,221 0 1,946
0 100
0 1,341 0 2,156
5 136,301 8 68,011
0 10,680 0 10,680
1 16,220 0 6,550
1 33,088 1 27,888
1 16,256 1 11,915
0 2,763 0 2,122
0 2,552 0 2,885
1 15,000 0 10,700
1 28,912 1 15,562
0 104 0 160
0 7,919 0 1,873
0 9,866 0 6,329
0 2,292 0 1,769
0 47 0 1,129
0 11,470 0 9,238
0 3,137 0 1,382
0 1,137 0 1,716
0 4,438 0 4,454
1 33,939 3 70,944
13 (370,617) 13 (284,206)
10 280,196 8 175,357
0 1,500 0 1,169
1,800
1 (18,468) 1 (17,653)
9 263,228 7 160,673
2 (60,000) 2 (45,000)
2 (50,000) 2 (35,956)
5 153,228 4 79,717

NET PROFIT

* Rounded to nearest percentage point. T Buildings, contents, public liability, etc.

Source: Fish, B. H. ‘Know Your Costs. Costing and Management Accounting for Road Haulage Operations’. March 2005.
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3.3 Breaking Down Your Costs into
Meaningful Information

When you are confident with the information contained
in your management accounts, break them down into
more manageable headings. In the format shown in
Table 1, the accounts are not very useful for
understanding true performance. They only tell you
whether you made or lost money. To price work based
on costs, you need more detailed information that you
can analyse and build into a cost model.

Combining all revenues and expenses for different
parts of the business into one common pot can be
confusing and even misleading. It is therefore best to
divide your different activities into separate headings,
i.e. transport, warehousing, training, maintenance, etc.
This avoids cost lumping and makes analysis and
allocation per vehicle much easier.

Table 2 shows the management accounts for 2004
given in Table 1 re-organised into group information
relating to time related costs, overheads and distance
related costs. These categories and other terms used
in Table 2 are explained below:

Table 2 Management Accounts for 2004 Re-organised for Easier Analysis

£ £ £
Turnover (all) 2,790,921
Subcontract revenue 740,000 740,000
Subcontract cost 579,478
Subcontract profit 21.7%* 160,522
Turnover (own vehicles) 2,050,921
Time related cost (fixed costs) %t
Drivers’ wages and NIC 28.1 576,124
Drivers’ expenses 0.8 15,906
Ferries 889
Hire and rentals 1.3 27,562
Tax, insurance (vehicle, GIT) 6.9 140,758
Leasing: units and trailers 71 146,981
Depreciation (vehicles) 1 20,100 167,081
45.2 928,320 928,320
Distance related costs (variable costs)
Fuel 548,179
Repairs and parts 201,212
749,391 749,391
1,677,711 1,677,711
Operating margin 373,210
Overheads 370,617
Less: Leasing (units and trailers) 146,981
Depreciation 20,100
Interest 1,500
168,581
202,036
Add:  Non-drivers’ salaries 50,000
Directors’ remuneration 18,468
Dividend 60,000
128,468
16.2%7t 330,504 330,504 330,504
Profit own vehicles 2.1%t 42,706
Profit subcontract 160,522
Net profit before tax 203,228

* Of subcontract revenue. T Of turnover (own vehicles)

(Please note the dividend
of £60,000 is removed
from the profit figure here
unlike in the
management accounts)

Source: Fish, B. H. ‘Know Your Costs. Costing and Management Accounting for Road Haulage Operation’. March 2005.



Note the following about Table 2:

=) You will need to research subcontract revenue.
Sometimes it can be determined accurately, but
often it has to be estimated

-

In Table 1, the value for wages and NI includes
£50,000 for non-drivers’ salaries (i.e. traffic office
staff). Drivers’ wages and non-drivers’ salaries are
shown separately in Table 2 under overheads

Depreciation of £20,100 in Table 2 relates to
vehicles. It is shown under overheads in Table 1
but is moved to vehicle time costs in Table 2. The
balance is non-vehicle depreciation and remains in
overheads

Fixed or Time Related Costs

Fixed or time related costs are paid whether or not the
vehicle’s wheels are moving. They include:

=) Finance payments on equipment
=) Drivers’ wages

«=) \ehicle depreciation

If you decided to stop running a vehicle for a day, you
would be able to remove the variable costs but not the
fixed. We will refer to these costs as time related costs.

Variable or Distance Related Costs

Variable or distance related costs are costs that only ocur
when the vehicle is moving. They include:

«) Fuel

«=) \Vehicle repairs and maintenance
«) Tyres

If the vehicle is not in use these costs do not ocur. We will
refer to them as distance related costs.

Operating Margin

The operating margin is the total turnover less your ‘direct
costs’, i.e. distance related costs and time related costs. It
tells you what income you will receive from operating your
vehicles, and is a useful tool for understanding your
overall financial performance.

Overheads

A common cause of confusion when analysing costs is to
consider only your operating costs. But you will have other
business costs, overheads, which do not fit this category.
These include the cost of:

Your office heating, lighting and power
Advertising the business

Telephone and postage

Office equipment

Professional fees

+4 44433

Bank charges

Overheads have to be factored into the costs of the
business. When you quote a price, you need to allow for
these.

Overheads can be shown as a separate cost heading in
addition to distance and time related costs. This will give
you a realistic breakdown of the costs of running your
business. Alternatively, you can add overheads as a time
related cost. What is important is that they are included.

Net Profit before Tax

This is calculated by subtracting your total business costs
(distance related, time related and overheads) from total
turnover. Net profit is another useful measure of your
company’s performance.

3.4 Historic Versus Current Costs

Management accounts can provide detailed costs for a
particular period and tell you much about the performance
of your business. However, these costs are from a period
in time. They do not reflect current costs.

If you use only historic information, the price you quote
will not be accurate. As an example, consider insurance
costs. They may have been £6,500 per vehicle for 2004,
but if your insurance premiums increased by 5% in 2005,
then your costs will be incorrect. Your records should
include current cost details such as these.

For the purpose of a cost model, you will need to establish
a budget that contains the costs that are currently being
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incurred and those that are likely to be incurred. You need
to do this for every area of expenditure. For some items, it
will not be easy and may involve some assumptions. This
is acceptable as long as you are comfortable that these
assumptions are realistic.

3.5 Producing an Operating Account

Total costs can be divided into distance related costs, time
related costs and overheads to form an operating account.
A standard proforma for an operating account containing
annual figures is provided in Section 6, Figure 4. This
provides a budget for future events that links past known
costs and future predictions.

The Average Cost Problem

Costs should always be split into distance and time figures
to avoid the problems of unreliable average cost per mile
figures. If the two are lumped together, then there is the
potential for wild variations. For example, the time related
costs will be the same if a vehicle travels 400 or 200 miles
a day. But the distance related costs will be different.

Total cost is always a function of these two elements.

Reducing total costs to a figure per mile - as an average
- will give an incorrect value. There will only be one
period or distance at which the supposed average cost
per mile is correct; below that figure, it will be too low
and above it too high.

While it is acceptable to produce average costs per mile
for monitoring past performance or key performance
indicators, it would be misleading to use such average
costs for pricing jobs.

Job Specific Costs

Certain jobs may have unique costs. To address this
issue, a job specific cost heading is added to the
operating account. These costs refer to special items,
which may apply only to a particular job, e.g. tolls, ferries
etc.

Job specific costs can be added to the operating account
so as not to affect the time and distance related costs. If
they are not separated out, they will not be a true
reflection of the costs.

For example, if one delivery includes a ferry and one
does not, you might add the cost of this to the distance
related costs. This will obscure the distance related cost
figure and make it harder to price jobs accurately.
Alternatively you could simply miss it out, in which case
you would be under-estimating the true cost.

11

It is not necessary to include a job specific heading, but it
can be useful for completeness.

Annual Utilisation

Ideally, you want to have your fleet running as many
days as possible to maximise its revenue earning
potential. However, there are certain constraints.
Vehicles must be serviced, inspected and tested as part
of the requirements of your ‘O’ licence. There will also
be times when a vehicle is off the road undergoing
repairs. In addition, night and weekend utilisation could
be hindered by practicalities and thus be low.

Therefore, time related costs should be based on the
actual number of working days per year (i.e. effective
working days) and not 365. This means that the daily cost
will be higher.

An effective working day is one when the vehicle was at
work earning revenue (and preferably a profit) from a
customer. It takes account of downtime (e.g. for
maintenance, repairs and annual testing) and idle time
due to lack of work or non-availability of a driver.

One way to obtain a competitive edge is to use your
vehicles more during off peak times, such as weekends,
spreading the fixed costs across more days. Remember
that you will have to pay additional distance based costs
(fuel, wear and tear) and some time based costs (drivers’
wages). However, you will be receiving increased
revenue. As long as the total costs are not higher than the
revenue, such a strategy is worth considering.




3.6 Cost per Vehicle

In order to understand what each job costs, it is crucial to
relate the information in the operating account to the
vehicle fleet. You can then work out what each vehicle
costs to operate. Knowing what each vehicle costs to
operate will allow you to determine what price to charge
for a specific job. Section 3.9 contains an example job
costing based on such information.

The first step is to list all your vehicles by type. The Fleet
Performance Management spreadsheet can help you to
record information about your fleet. The spreadsheet is
included with the ‘Fleet Performance Management Tool’
published by Freight Best Practice. You can order your
free copy by calling the Hotline on 0845 877 0 877 or by
visiting www.freightbestpractice.org.uk

Now assign costs to your different types of vehicles.

«=) Start by calculating the time related costs per
vehicle type, e.g. wages, insurance, licence,
depreciation, etc. Divide the total time related costs
given in your operating account (Section 6, Table 7)
by the number of effective working days in the year
to give a value in pounds per day. Alternatively,
you can use figures for a particular vehicle type
given in the RHA's annual ‘Goods Vehicle
Operating Costs’ - but remember that these are
only average costs and not your costs

=) Now calculate a figure for the distance related costs
(e.g. fuel and lubrication) by dividing the total
distance related costs given in your operating
account (Section 6, Table 7) by the total miles
travelled to give a value in pounds per mile or
kilometre (but take care with units). The RHA’s
annual ‘Goods Vehicle Operating Costs’ also
contain mileage related costs. Certain time costs
will be easy to allocate to specific types of vehicles,
e.g. licence, insurance and depreciation and
drivers’ wages. Others, such as workshop costs
and goods in transit insurance must be allocated
across the fleet by reference to the number of
vehicles, the carrying capacity of the vehicles
(usually the most equitable method), or a
combination of the two factors

«=) Finally, you need a figure for overheads, e.g. office
light and power, etc. There are a number of ways of
achieving this, including overheads as a proportion
of:

* Total number of vehicles in the fleet (simple but
gives the same proportion to a 7.5-tonne vehicle
as a 44-tonne vehicle)

* Carrying capacity (the larger the vehicle, the
greater proportion it will take)

* Miles travelled (the more miles, the higher the

proportion taken)

Table 3 (on page 13) shows a worked example. A blank
form to assist you can be found in Table 8 in Section 6.
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3.7 Obtaining Sufficient Information
about the Job

Obtaining sufficient information for the jobs you wish to
price is essential. Too often operators accept jobs
without asking the customer for all the relevant
information. This can result in higher costs and lower
profit than expected.

For example, a collection from a factory needs to be
loaded from the warehouse bay into the rear doors of a
trailer. If the trailer is a side-loading curtainside unit with
a rigid back wall, then it will not be possible to load.
Without this knowledge, the job will be unsuccessful.

A proforma is provided in Section 6, Table 9 for ensuring
that you obtain as much information as possible about
the job before pricing it.

Table 3 Breaking Down the Costs per Vehicle for a
Ten-vehicle Fleet

Ten vehicles: 40 tonne gross (4x2) combination each

Time related costs
Known costs (easily allocated to each

vehicle)

Wages (55 hours per week) £24,100

Depreciation £9,500

Licences £1,850

Vehicle insurance £5,700

Interest on capital £2,280

‘Unknown’ time related costs

These costs cannot be so easily allocated

to each vehicle. They must therefore be

allocated across the fleet. Referring to

your operating account can help. In this

instance you can take the total figure and

divide it by the number of vehicles

Total goods in transit insurance per year  £3,300

Divide this by 10 (10 vehicle fleet) £330 per vehicle per
year

Total time cost £43,760 per vehicle

Distance related costs

Fuel 45 pence per mile

Tyres 1 pence per mile

Repairs and maintenance 13.6 pence per mile

Total distance related costs 59.6 pence per mile

Overhead costs

The same guideline applies to overheads
as to the ‘unknown’ time related costs.

For this example, divide the total overhead
cost by the number of vehicles

Total overhead costs

Divide this by 10 (ten-vehicle fleet)

£166,000 per year
£16,600 per vehicle

Total time costs + total
overhead costs

£60,360 per vehicle

Total time costs per day £251.50 (based on

240 working days

Total distance costs 59.6 pence per mile
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Healthy Profit, Healthy Loss

An English haulier had worked hard for many years to
build up a successful business. It had a good
reputation based upon hard work and customers were
generally very pleased with the service. There was a
high turnover with plenty of revenue and work.

As he neared retirement, the haulier decided to sell the
business as a going concern. As a first step, he
contacted his accountant to get an exact figure for the
value of the business. He proudly told the accountant
that last year had been exceptional and that he was
just as busy this year.

The accountant spent some time going through the books.
The revenue for last year was clear, but a different picture
emerged as the accountant looked further. Since the last
year, the position of the business was far from what the
owner believed was the case. Revenue was coming in as
normal and the operation was busy, but the costs had
begun to rise significantly. The owner had little knowledge
of these increases and the accountant identified
inadequate recording of cost information and prices that
were below cost as a significant issue.

Accurate job pricing based on true costs would have
put the business on a much sounder financial footing
and allowed the haulier to retire and live comfortably off
the proceeds.

3.8 Job Calculation

Working out how many vehicles you will need for a job is
the same as basic traffic planning. It requires matching

up:
The total distances required
Carrying capacities
Geographical locations

Time needed

+ 44343

The possibility of finding a backload

At this point, you will know how many vehicles you will
need and how long the job will take. Having worked out
what each vehicle costs you per mile and per day, you
will be able to match this cost information to the job
details and thus work out your job costs.

When you know what the job will cost you, you can start
to work out a realistic level of return from the job. This is
your profit.

If you are not going to make any profit, you will at least
know what the impact will be on your business.



This Guide cannot advise you on such matters, as this is
a decision for each operator. The important thing is to
ensure that you appreciate the implications before making
any choices.

Once you have established the cost to you and allowed
for an operating margin (profit), then you can go back to
the customer. Ensure that any quote:

«=) |s clear and well presented

«=) Includes any assumptions regarding job specific
costs

One of the best ways to illustrate the job costing process
is through an example like the one below.

3.9 Example Job Costing Exercise

Your company operates three 44-tonne tractor units on
traction only work from Harwich in Essex. A customer asks
you for a quote for transporting six trailers from Harwich to
Walsall, reloading in Corby and back to Harwich. You work
out the round trip distance to be 329 miles.

Each trailer will take one day to deliver. This is based
upon an 8-hour shift, including reload and breaks.

Using the costs given in the RHA's ‘Goods Vehicle
Operating Costs 2005’ for a 44 tonne (6 x 2 + tri axle
trailer) (see Table 4), you can work out a cost per trailer
and for the entire job (see Table 5). In this example, the
overheads are added to the time related costs.

This is a basic example, but it demonstrates that the
process need not be complicated.

Note that:

«=) Every operator will have different costs and factors
to consider, but you can use this example as a
proforma (a blank version of Table 5 is provided in
Section 6, Table 10, to help you work out your own
job costings)

The RHA cost tables provide an average. They are
not your costs. Using your own values from your
cost model would allow you to substitute your own
information for that in the RHA guide

Table 4 RHA Average Costs for a 44 tonne gross (6x2)
Tractor Unit

Vehicle price (representative) £70,000
Average deprecation (years) 6
Average miles per year 69,000
Average days worked per year 240
Average miles per gallon 6.5
Average tyre life (miles) 65,000

Costs
Time related per year

!

Wages: 55 hours* per week including NIC 24,100
Depreciation 11,670
Licences (£640, combined transport) 1,200
Vehicle insurance 6,620
Goods in Transit (GIT) insurance 430

Interest on capital (8.0%) 2,800
Overhead per vehicle 18,300
Total time costs 65,120
Time cost per day 271

Note Bonuses, excess hours, subsistence
and similar are not included. These
should be added to costings for rates as
incurred by job.

Mileage related pence per mile (ppm)

Fuel 494
Tyres 1.2
Repairs and maintenance 14.1
Total mileage costs 64.7

* Costs are estimated, at current average rates, for 55 hours per week
including NIC and holiday entitlements. The Road Transport
Directive will curtail average working time to 48 hours per week from
March 2005. However, with periods of availability still eligible for
payment, the RHA deem it appropriate at this time to assume that
wage costs will remain at anticipated levels even if spread over a
reduced number of hours per day.

Source: ‘Goods Vehicle Operating Costs 2005’. Prepared for the
Road Haulage Association by DFF International Ltd
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Table 5 Job Costing Proforma Based on Example Haul

Customer: AN Other Ltd

Job: Six trailers from Harwich to
Walsall, reloading in Corby and
back to Harwich

Distance: 329 miles

Time taken: 1 day per trailer

Cost information per trailer
Time related cost

Time cost per day (from Table 1) £271.00
Mileage related cost

Cost per mile (from Table 1) 64.7 pence per mile

Total 329 x 0.647 £212.87
Job specific costs

Reload charge £30.00
Total cost £513.87
Operating margin (5% profit) £25.69
Desired rate £539.56
Total job cost 6 x 539.56 £3,237.36

‘

Rty

AT o

3.10 Managing the Information

It is important to manage the job costing process in the
same way as any other task:

-

Make sure that all those involved are aware of its
existence and know how to use it

-

Store all the information in an accessible area
(either on a computer or simply on paper in a file)

Keep the information up-to-date

15

Do You Need to Change Working Practices?

As this example scenario illustrates, robust job costing
may require a change in culture within your company or
a change in procedures and working practices.

All operational and customer service phone calls to a
traffic office came through to the traffic desk, including
requests for price quotes. Such requests were
supposed to be passed on to the company’s sales staff,
but they were often on the road or not contactable. This
meant that many of the price queries fell to the
operational managers in the traffic office to deal with.
On a busy day, the manager was unable to devote the
proper time to working out a price and tended to
estimate by finding out competitors’ rates.

As operational pressures took more time up, the task of
pricing work fell to the traffic clerks. All that was
available to the clerks was a collection of prices
charged to a variety of customers over the past 4-5
years and the rates charged for current jobs. If it was a
new destination, a litle more was added to the price if it
was further away and a little taken away if it was nearer.
Thus, jobs were costed on the basis of an out-of-date
information, competitors’ rates and ‘what feels right'.
The situation was exacerbated by an edict from head
office to boost traffic by not refusing work and setting a
price to win it.

However, soon head office had concerns about falling
revenue and jobs being undertaken at below cost. This
led to the introduction of a sophisticated job costing
programme to analyse all jobs undertaken.
Investigations took up many hours but failed to identify
the real cause of the problem. Only limited access to
this system was given and it could not be used to quote
for new work, only to look at past work.

Equipping the traffic clerks, operational managers and
sales staff with the same, up-to-date cost information
and instructing them to follow the same costing
procedure would have led to a more structured pricing
system. This would have been far more effective in
cutting costs and boosting profits.



4  What Type of System
to Use?

Cost models allow you to use accounting information for
the purpose of pricing jobs. This process could be
carried out by a fairly advanced computer package, a
more basic system based on a spreadsheet or even by
a manual procedure based on paper records and forms.

The process used is not important as long as it fits your
requirements and helps you to understand your costs.
The main choice is between:

«=) Buying a commercial software package
(either off-the-shelf or bespoke)

=) Developing your own company-specific cost
model

This section outlines these two options and presents a
summary table of their advantages and disadvantages.

4.1 Commercial Software Packages

The basic requirement for a cost model used to set
prices is accurate cost information. Computer software
packages can help you to store, manage and use this
information to produce job costings that reflect your true
costs.

Although such packages cannot complete the entire
task, they will speed up calculations and processing,
which can be a hindrance for a manual or low-tech
system. Operators with numerous sources of data may
particularly benefit from using a computer-based
package. Such packages may be

«=) Bespoke
«) Off-the-shelf

=) An off-the-shelf package tailored to the
organisation’s exact requirements by a software
supplier

With a bespoke product built to your specification by a
supplier of business software, you will have the
advantage of integration with other systems in the
business. This means that certain functions can
communicate and work together. For example, job
costing information could be linked to a customer
management system that lists all your customer
requirements. This reduces duplication of tasks (i.e. the
need to enter data again) and reduces the chance of
error.
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A computer system is an aid to cost modelling and not
necessarily the solution. Do not be lulled into thinking that
having a sophisticated computer system in place is
sufficient. All computer systems depend on the quality of
the data and information entered into the system, which in
turn relies on a sound understanding of the costs
associated with any job.

There are a number of different options depending upon
your requirements, which may range from simply wanting
to achieve a better understanding of job costing to making
extensive changes to your operation.

The main types of commercial products now available are
described below. Before deciding to buy a particular
product:

=) Ask for case studies of its proven use

«=) |nsist on a product testing process to ensure the
package is reliable and is fit-for-purpose

Job Costing Programmes

Great care must be taken in selecting any package that
claims to offer rate calculations. The main function of the
package is to manage the data flow from accounts and
turn it into accurate and usable information for job costing.

Computer Vehicle Routing and Scheduling
(CVRS) Systems

CVRS can help you to plan the best routes and schedules
to fulfil your orders - both quickly and accurately - using a
set of digital maps and user-set parameters. In-house
knowledge is not lost - users interact with the systems to
check the feasibility of the routes and schedules
generated and to make changes as necessary until they
are satisfied that the best solution has been found.

Basic CVRS systems can:

-
-
-
-
-

Reduce planning time
Reduce journey times
Minimise vehicle mileage
Reduce fuel costs

Improve customer service

More sophisticated systems will match customer locations
and requirements, and the types and quantities of goods
to be delivered and/or collected to available vehicle
capacity. This will produce the most economical routes
and achievable schedules.

Part of this function is the ability to build in costing
information. A CVRS system will take your cost
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information and add it to its mileage data to establish a
costing system.

The use of a CVRS system is a long-term commitment
and one that can radically alter the business. You should
therefore consider the direction and aims of your business
before deciding to pursue this option.

Computerised Routing and Scheduling for Efficient
Logistics, published by Freight Best Practice, provides
practical guidance on CVRS. The guide is available free
of charge from the Hotline on 0845 877 0 877 or via the
website at www.freightbestpractice.org.uk

CVRS Brings Business Benefits

CVRS enables a specialist distributor of premium chilled
and frozen foods to balance its deliveries much more
evenly between vehicles and to plan more efficient
routes. Not only has customer service improved, but the
company has also saved thousands of pounds a month
in fuel, wear and tear and depreciation. It has also
reduced the number of vehicles required.

Accounts Packages

Accounts departments have generally benefited from
automation in the same way as many activities in
business. A number of suppliers offer computer based
accounts packages. These are systems designed to allow
faster management of your accounts through the use of
information technology. This has the effect of improving
efficiency, allowing greater understanding of cost
information.

Job costing functions can be specified as part of accounts
packages. The main benefit is that cost information from
the accounts system is transferred into a ready-made tool
for pricing jobs. This reduces the need for you to obtain
information first and will help to eliminate errors in data
entry.




Table 6 Advantages and Disadvantages of Commercial Packages Versus In-house Cost Models

Factor Developed in-house

Helping you understand
your costs
Expense

Specification

System design

Commercial advantage

Reliability

Information processing

Communications

Fit into business time

Time to develop

Time to implement

Time saving

Testing

Support
Modification

Barriers

However, there are significant cost and business
implications associated with such packages. Computer
accounting packages offer real benefits to a business, but
this has to be weighed against the additional cost. They
tend to be most suitable for larger operators. Any operator
will have to look at the payback on a system to see if it is
worth it.

If you are considering a computer accounts system, look
at the options for selecting a job-costing module.

Combined CVRS and Accounts Packages

The final type of system available is one that combines
the process of traffic planning with accounts. The job
costing function can be built in as described above.

These systems offer considerable benefits in the process of
co-ordinating outputs and activities. Some larger
organisations have opted for such systems, but they can be
just as appropriate for smaller operators. Their main
disadvantage is their cost.

Commercial package
Will not do it for you. You will still need to understand
what the data is saying.

Can be expensive. Will need to consider whether the
time saved and other benefits outweigh the extra cost.

Need to think carefully about your requirements and
draw up a detailed and clear specification. Otherwise,
you may end up with something you do not want.

Some of its functions will be suitable for your operation,
some will not.

Not unique to your company. May be being used by a
competitor.

You may feel more confident about its reliability.
Efficient and quick.

Will need to communicate requirements to external
contractor with a different company culture.

May not be as easy to fit into business time as will
required dedicated periods to implement.

None as product already in existence.

Available for use when purchased (once you have
managed its introduction). Some staff may need training
in its use.

Saves considerable time in performing calculations.

Any ‘bugs’ in the system should have already been
identified and removed by the supplier.

May have option of support package.

.May not be possible to change package to suit different
circumstances or it may be expensive to do so.

Reduces the uncertainty by using a proven product.

4.2 Developing an In-house Model

It may be that the option of buying a commercial product
is not suitable for your company. Indeed, as mentioned
previously, one is not necessary and you can use
whatever system you like to understand your costs. A
more practical option may be to develop a
company-specific solution using the advice and proformas
given in this guide to help you.

4.3 Pros and Cons of Different Types
of Systems

Table 6 summarises the pros and cons of buying a
commercial software package and developing your own
in-house model.

Accurate job costing can be the difference between profit

and loss. What is essential is that you have a system you
can trust and does what you want it to do.
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5 Conclusions

A cost model allows you to provide a price for a job that
bears a direct relationship to the costs involved. It uses
current costs rather than historic ones and enables you
to understand the true cost of your operation down to
individual vehicles in the fleet.

Cost models have many benefits for freight operators
including:

Robust pricing structures based on true costs
Tighter control of operating costs

Informed business decisions

Improved business performance

Better utilisation of resources

Increased professionalism

+44 4333

Competitive advantage

Cost models allow you to set out cost data in a
structured way. They require:

A suitable system of record keeping

+ 3

A good working relationship with your accountant
or accounts department

2

The importance of understanding the time and
distance related costs associated with your
business

An understanding of the business’s overheads

The use of management accounts to obtain the
required cost information

The production of an operating account

A method for calculating what a job will cost to
carry out.

+ $4 43

A system for managing the job costing
information, which is accessible and easy to use

It may not be easy at first to develop a cost model for
use in your business but, over time, it will be worth the
effort. One option is to purchase a commercial software
package, which could be linked to other business
functions such as vehicle routing and scheduling. The
other is to develop you own in-house model. Both
options have their pros and cons; the choice will depend
on your circumstances and requirements.

Cost models do not provide all the answers and are not
designed to replace your staff's experience. Their
purpose is to give you confidence that pricing decisions
are made from accurate cost information.




6 Proforma

The following pages contain blank versions of proforma mentioned in the text for you to photocopy and use.

Table 7 Operating Account Form (Annual Figures). This provides a template on which to set out all the costs into
distance, time, job specific and overhead related costs.

* Sheets = load-covering tarpaulins. Straps = load-securing equipment.

Source: Fish, B. H. ‘Know Your Costs. Costing and Management Accounting for Road Haulage Operation’. March 2005.




Table 8 Individual Vehicle Costs. This is a method for allocating all the distance, time and overhead costs to each vehicle.

Time related

Total time related costs

Total actual working days

Total cost per day (A divided by B)

Distance related

Total distance related costs

Total mileage

Total distance related cost per mile (D divided by E)

Overhead costs

Total overhead costs

Total fleet

Total overhead per vehicle

Total fleet

Now list down the total fleet
Fleet information

Vehicle type

Cost per type of vehicle
Now by using the information from your cost records and the operating account allocate the costs to each vehicle type.

Type Time cost (per day) Distance cost (per mile) Overhead cost (per vehicle)
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Table 9 Proforma for Rate Quotation. This form is to be used to gather the information for a job in order to price
Name of customer:

Details of job (include any special features):

Return load time cost

Return load distance cost

Return load specific costs

| Total return load costs

§ Total round trip costs (10 + 18)
Return load revenue

§ Minimum required outward revenue

Size of truck required

Estimated days/hours for job
Estimated trip miles
Market/competitor rates (if known)
Anticipated time cost of job
Anticipated distance cost of job
Job specific cost:

(19 - 20)
Subsistence
Bonus
Tolls
Ferry
Other Profitability

i Total cost of job (7 + 8 + 9) 4 Actual revenue (i.e. actual price

paid by the customer)

4 Actual time-related costs

§ Actual distance-related costs

4 Actual job-specific costs

4 Actual profit or loss (22 - 23 - 24 - 25)

Target margin

4 Target revenue (10 + 11)
o Target rate

N Agreed rate

Notes

a) You will often find that a job will be completed with some hours in the day left over. These hours will be
costing you money. You will need to decide whether you can use them for something else. If not, can
those hours be charged to the job without making you uncompetitive?

b) Where a return load is involved, it is important that you cost the whole round trip, allowing for the
revenue you are likely to earn for the return and deciding how much to allow against the outward job for
which you are quoting.

c) When you are allocating costs in lines 7, 8, 15 and 16, don’t forget when using the appropriate figures
from Table 4, if possible to substitute your own costs where they are different.

Based on: Fish, B. H. ‘Know Your Costs. Costing and Management Accounting for Road Haulage Operation’. March 2005.

22



Table 10 Job Costing Proforma. This form is to be used to calculate all the costings for a particular job.
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Help Us to Help You

An Introduction to Job Costing for Road Freight Operators

We would welcome your comments or suggestions on this guide. Please photocopy this page,
fill it in and return to: Freight Best Practice, C/o Faber Maunsell, Lynnfield House, Church
Street, Altrincham, Cheshire WA14 4DZ or fax to 0161 927 8399.

1.  Did you find the guide easy to read and understand? Yes Q No Q
Which sections did you find easiest to read and understand?

2. Did you find the information useful and relevant? Yes Q No Q
Which sections did you find particularly useful?

3. Are you using or planning to use a cost model to help you cost a job? Yes Q No Q
If yes, please give details:

4. Please use this space for any other comments or suggestions you may have about this guide and how it might be
further improved to help your business:

NAME e POSIION ..o
OrganiSation .........cooiiiiiiiiie e Number of vehicles in fleet .........cccovviieiiiiiii,
e (o | £ PP PPRRP
................................................................................................ POSICOTE ....ooiiiiiieiiee e
L TP RRP TP FAX et
0= PSPPSR PUPPR

Data Protection

Faber Maunsell will process your personal details on behalf of the Department for Transport for the purpose of supplying you with
independent information and advice relating to the implementation of sustainable transport as requested. Faber Maunsell may also wish
to send you further relevant information and advice via email or post. If you do not wish to receive this material please tick here: |:|



Freight Best Practice publications, including those listed below, can be obtained
FREE of charge by calling the Hotline on 0845 877 0 877 or by downloading
them from the website www.freightbestpractice.org.uk

Fuel Management Guide

This is the definitive guide to improving the fuel
performance of your fleet. It gives step-by-step
explanations of the key elements of fuel management,
how to measure performance and how to implement
an effective improvement programme.

( Performance MANAGEMENT ) |

( Saving FUEL )|

Performance Management for Efficient Road
Freight Operations

This guide explains the process of measuring
performance effectively. It includes advice on how
information is best collected and interpreted to allow
informed decision making in order to achieve
operational efficiency improvements.

Safe Driving Tips

Written especially for commercial vehicle drivers, this
pocket-sized guide provides essential safety hints and
tips on all aspects of driving safely.

Computerised Vehicle Routing and Scheduling
(CVRS) for Efficient Logistics

This guide describes the different types of systems
available with hints and tips on how to choose and
implement a CVRS system successfully.

( )
< Transport Operators’ Pack -TOP )

TOP provides practical ‘every day’ support material to
help operators implement best practice in the

workplace and acts in direct support of tasks essential
to running a successful fuel management programme.

( Equipment & SYSTEMS ) |

Case STUDIES ,

Owner Drivers and Small Fleet Operators

This case study illustrates how an owner driver, a
small haulage firm and an own account operators are
managing to save fuel, save money and operate more
efficiently by implementing low cost, best practice
measures that are easy to put in place.
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