cost center accounting for
profitability analysis

Cost center accounting for profitability analysis is a critical discipline
for any organization aiming to understand where its financial resources are
being allocated and how those allocations impact overall business success.
This detailed examination will delve into the core principles of cost center
accounting, its fundamental role in dissecting financial performance, and the
strategic advantages it offers for enhancing profitability. We will explore
how to effectively identify, categorize, and analyze costs within different
operational units, thereby enabling more informed decision-making.
Furthermore, this article will guide you through the process of leveraging
this data to pinpoint areas of inefficiency, optimize resource allocation,
and ultimately drive sustainable profit growth. Prepare to unlock a deeper
understanding of your business's financial landscape.
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Understanding Cost Centers: The Foundation of
Analysis

At its heart, cost center accounting for profitability analysis begins with a
clear definition and identification of what constitutes a cost center. A cost
center is a department, division, or function within an organization that
incurs expenses but does not directly generate revenue. Think of it as a
support function, like human resources, IT, or administration. These areas
are essential for the business to operate smoothly, but their primary purpose
isn't to sell a product or service. Without accurately defining these
entities, any subsequent analysis of profitability would be built on a shaky
foundation. It's like trying to measure the success of a race without knowing
who is running and what their individual goals are.

Effectively segmenting an organization into distinct cost centers allows for
a granular view of operational expenses. Each cost center is assigned a
unique identifier and is tracked for all the costs associated with its
activities. This meticulous tracking is the bedrock upon which meaningful



profitability analysis is built. When we understand precisely where money is
being spent, we can then begin to connect those expenditures to the revenue-
generating activities they support, even indirectly.

Identifying and Defining Cost Centers

The process of identifying and defining cost centers requires a thorough
understanding of your organization's structure and operational flow. This
isn't a one-size-fits-all endeavor; what might be a cost center in one
company could be a profit center in another, depending on how the business 1is
structured. For example, a marketing department might be considered a cost
center if its budget is fixed and its success is measured by lead generation,
or it could be a profit center if it directly contributes to sales targets
with measurable ROI.

Key considerations when defining cost centers include:

e Functional responsibilities: Grouping activities by their primary
function (e.g., accounting, customer service, research and development).

e Operational units: Separating costs based on distinct operational
departments or branches.

e Support services: Isolating the costs of shared services that benefit
multiple revenue-generating departments.

e Project-based costs: In some cases, individual projects can be treated
as temporary cost centers to track their specific financial impact.

The Importance of Granularity

The level of detail in defining cost centers is crucial. While it might be
tempting to keep things broad, a more granular approach generally yields more
insightful data. For instance, instead of having a single "Operations" cost
center, breaking it down into "Manufacturing Floor," "Warehouse Management,"
and "Logistics" can reveal specific areas of inefficiency or high expenditure
that might otherwise be masked. This fine-tuning is what empowers businesses
to make targeted improvements rather than sweeping generalizations.



The Role of Cost Center Accounting in
Profitability

Cost center accounting for profitability analysis acts as a crucial
diagnostic tool, illuminating the financial health of individual components
of a business and, by extension, the entire enterprise. While cost centers
themselves don't directly generate revenue, their efficient operation is
inextricably linked to the profitability of the revenue-generating
departments, or profit centers. By understanding the cost incurred by each
support function, management can better assess the true cost of delivering
products or services.

Imagine a restaurant. The kitchen, where food is prepared, is a profit
center. However, the accounting department, which manages payroll and vendor
payments, is a cost center. If the accounting department is inefficient, it
might lead to late payments, incurring penalties, or overpaying staff, all of
which eat into the restaurant's overall profit. Cost center accounting helps
identify these hidden drains.

Linking Costs to Revenue Centers

The ultimate goal is to connect the expenses incurred by cost centers to the
revenues generated by profit centers. This isn't always a direct one-to-one
relationship; often, costs from multiple cost centers support a single profit
center, or a single cost center might support several profit centers. This is
where cost allocation methods become vital. Accurately allocating shared
costs ensures that each revenue-generating unit bears a fair portion of the
overhead, providing a more realistic picture of its profitability.

For example, the IT department's expenses might be allocated to all other
departments based on usage, employee count, or a combination of factors. This
allocation helps in understanding the total cost of operations for each
department, including indirect costs. Without this, a sales department might
appear more profitable than it truly is because it's not carrying its share
of the IT infrastructure.

Informing Strategic Decision-Making

The insights derived from cost center accounting are invaluable for strategic
decision-making. When management can see that a particular cost center is
consuming an disproportionate amount of resources with diminishing returns,
it prompts questions. Is the process inefficient? Is there a better
technology available? Is the staffing level appropriate? These questions,
driven by cost center data, can lead to significant improvements in



operational efficiency, cost reduction, and ultimately, enhanced
profitability.

Furthermore, when considering new investments or strategic shifts,
understanding the cost implications across various cost centers can help in
forecasting the overall financial impact. It allows for a more robust
business case and a clearer understanding of potential ROI. It's about making
smart choices based on data, not just gut feelings.

Key Components of Cost Center Accounting

Effective cost center accounting for profitability analysis relies on several
interconnected components that work in harmony to provide a comprehensive
financial picture. These elements ensure that costs are accurately captured,
categorized, and understood within their operational context. Without these
building blocks, the analysis would be incomplete and potentially misleading.

The core of cost center accounting involves meticulously tracking all
expenditures associated with each identified cost center. This requires a
robust chart of accounts and a system for capturing transactions efficiently.
The granularity of this data directly impacts the quality of the insights
derived. Simply put, the more detailed the information, the more precise the
analysis can be.

Chart of Accounts and Cost Classification

A well-designed chart of accounts is fundamental. It serves as the
organizational framework for all financial transactions, allowing for easy
categorization of expenses. Within this structure, costs are classified not
only by account (e.g., salaries, rent, utilities) but also by the cost center
to which they are assigned. This dual classification is what makes cost
center accounting powerful.

For example, a single account like "Salaries and Wages" might be broken down
into multiple cost center allocations: salaries for the HR department (Cost

Center A), salaries for the IT support team (Cost Center B), and so on. This
detailed breakdown ensures that each department's direct personnel costs are
accurately reflected.

Direct vs. Indirect Costs

A crucial distinction in cost center accounting is between direct and
indirect costs. Direct costs are expenses that can be easily and directly



attributed to a specific cost center. For instance, the salary of an employee
working exclusively in the HR department is a direct cost for the HR cost
center. Indirect costs, on the other hand, are shared expenses that benefit
multiple cost centers and require allocation.

Examples of indirect costs include:

Rent for shared office space

Utilities for the entire building

Salaries of administrative staff who support multiple departments

Depreciation of shared equipment

The accurate identification and allocation of these indirect costs are often
the most complex yet vital aspect of cost center accounting for profitability
analysis, as they directly influence the true cost of operating each center
and, by extension, the profitability of the business units they support.

Budgeting and Variance Analysis

Cost center accounting is intrinsically linked to budgeting. Each cost center
typically operates with a defined budget, setting expectations for
expenditure. Regularly comparing actual costs against these budgeted amounts
— a process known as variance analysis — is critical. Significant variances
can signal operational issues, unexpected price increases, or opportunities
for cost savings.

For instance, if the IT cost center's actual spending on software licenses 1is
significantly higher than budgeted, a variance analysis will prompt an
investigation into why. Is there increased demand? Are there errors in
procurement? This proactive approach helps in managing expenses and
preventing budget overruns, which directly impacts the bottom line.

Methods for Allocating Costs to Cost Centers

Accurately allocating costs to cost centers is a cornerstone of effective
cost center accounting for profitability analysis. Since not all costs are
directly attributable, businesses employ various methods to distribute shared
or indirect expenses. The chosen method can significantly impact how
departmental profitability appears, so selecting the right approach is



paramount for insightful decision-making. It’'s about fairness and accuracy in
how each part of the organization shoulders its share of the overhead.

The goal of cost allocation is to distribute indirect costs in a manner that
reflects the actual benefit or usage each cost center derives from those
shared resources. This ensures that the reported costs for each center are as
representative as possible, providing a clearer picture for profitability
assessments.

Direct Allocation Method

The simplest allocation method is direct allocation, where costs are directly
traced to the cost center that incurs them. This is straightforward for
direct costs, such as the salary of an employee assigned to a specific
department. However, for indirect costs that serve multiple centers, this
method is insufficient on its own.

For example, if a company has a dedicated marketing manager for a specific
product line, their salary is a direct cost to that product's cost center.
However, the rent for the office building, which houses multiple departments,
cannot be directly allocated to just one. This is where more sophisticated
methods come into play.

Step-Down Allocation Method

The step-down allocation method is a more advanced approach that addresses
the allocation of costs from service departments (cost centers) to production
departments (profit centers). In this method, the costs of service
departments are allocated to other service departments and then,
sequentially, to production departments. The allocation typically proceeds
from the service department that serves the most other departments down to
the one that serves the fewest.

Let's consider an example. The IT department (a service cost center) might
allocate its costs to the HR department (another service cost center) and
directly to the sales department (a profit center). Subsequently, the HR
department's costs, which now include allocated IT costs, would be allocated
to the sales department and any other remaining service departments. This
process continues until all service department costs are absorbed by the
production or profit centers.

Reciprocal Allocation Method



The reciprocal allocation method is the most complex but also the most
accurate. It recognizes that service departments can provide services to each
other. Instead of a one-way allocation like the step-down method, the
reciprocal method uses simultaneous equations to calculate the total cost of
each service department, considering the services they render to each other.
This method provides the most precise distribution of overhead costs.

While more computationally intensive, the reciprocal method ensures that the
interdependencies between service departments are fully accounted for. This
leads to a more equitable distribution of costs across the organization,
providing a more accurate basis for profitability analysis. Businesses that
require a high degree of accuracy in their cost allocations often opt for
this method, especially in complex organizational structures.

Activity-Based Costing (ABC)

Activity-Based Costing (ABC) is a more sophisticated method that identifies
specific activities performed within an organization and assigns costs to
those activities. These activity costs are then allocated to cost objects
(such as products, services, or departments) based on the consumption of
those activities. ABC aims to provide a more accurate understanding of true
costs by recognizing that different products or services consume resources
differently.

For instance, under ABC, the cost of customer support might be allocated to
products based on the number of support calls or the complexity of the issues
handled, rather than simply by sales volume. This approach can reveal that a
seemingly profitable product is actually less so when the full cost of
supporting it is considered, offering deeper insights into cost center
accounting for profitability analysis.

Analyzing Cost Center Data for Profitability
Insights

Once costs are meticulously captured and allocated, the real work of cost
center accounting for profitability analysis begins: interpretation. It's not
enough to simply have the data; you need to extract meaningful insights that
can drive business improvements. This involves looking beyond the raw numbers
and understanding the underlying trends, variances, and relationships between
costs and revenue. Think of it as being a financial detective, piecing
together clues to understand what's really happening.

The analysis phase transforms raw financial data into actionable
intelligence. By dissecting the cost structures of various departments and



functions, businesses can identify areas of strength and weakness, leading to
more informed strategic decisions. This is where cost center accounting truly
demonstrates its value in the pursuit of enhanced profitability.

Trend Analysis and Performance Benchmarking

One of the most powerful analytical techniques is trend analysis. By
examining cost center data over multiple periods (months, quarters, years),
businesses can identify patterns, upward or downward trends in spending, and
the efficiency of operations. Are costs in a particular department steadily
increasing? If so, why? Is it due to inflation, increased activity, or
declining efficiency?

Performance benchmarking, both internally and externally, is also crucial.
Internal benchmarking involves comparing the performance of similar cost
centers within the same organization. For example, comparing the operational
costs of two similar manufacturing plants. External benchmarking involves
comparing your cost center performance against industry averages or best-in-
class companies. This helps to identify areas where you are outperforming or
underperforming, providing valuable context for your financial data.

Variance Analysis and Root Cause Identification

As mentioned earlier, variance analysis is key. When actual costs deviate
significantly from budgeted amounts for a cost center, it's imperative to
understand the root cause. Is the variance favorable or unfavorable? If
unfavorable, what factors led to the overspending? Was it a sudden increase
in raw material prices, unexpected overtime due to a production bottleneck,
or inefficiencies in a support process?

Identifying the root cause is critical because it dictates the appropriate
corrective action. Simply noting a variance is insufficient; understanding
why it occurred allows management to implement targeted solutions. This
proactive identification and resolution of cost issues are central to
improving profitability.

Cost Driver Analysis

Cost driver analysis goes a step further by identifying the factors that
cause costs to change within a cost center. For example, in a customer
service cost center, the number of customer inquiries or the average handling
time per call could be cost drivers. In a production cost center, machine
hours or the number of units produced might be key drivers.



Understanding these drivers allows for more accurate forecasting and better
resource planning. If a business anticipates a surge in customer inquiries,
it can proactively staff its customer service cost center accordingly,
mitigating potential cost overruns and ensuring service levels are
maintained. This predictive capability is invaluable for optimizing
operational costs and protecting profitability.

Profitability Ratios and Metrics

While cost centers themselves don't generate revenue, their efficiency
directly impacts profitability ratios. By analyzing the total costs
associated with a cost center and how they are allocated to profit centers,
businesses can calculate various profitability metrics. These might include:

e Departmental Gross Profit Margin: Revenue generated by a department
minus its direct costs and allocated indirect costs.

e Operating Profit Margin by Segment: Profitability after considering all
operating expenses, including those from cost centers.

e Return on Assets (ROA) or Return on Investment (ROI) for specific profit
centers: Understanding how efficiently assets are used to generate
profits, considering the cost of supporting functions.

These metrics provide a quantitative measure of performance and highlight
areas where improvements can yield the greatest financial return. They are
the ultimate output of the cost center accounting for profitability analysis
process.

Strategies for Improving Profitability Through
Cost Center Analysis

The insights gleaned from cost center accounting for profitability analysis
are not meant to be merely academic exercises. They are intended to be
springboards for action, enabling businesses to implement targeted strategies
for enhancing their financial performance. By focusing on the areas
identified through meticulous cost tracking and analysis, organizations can
make significant strides in improving their bottom line.

The true power of cost center accounting lies in its ability to guide
practical interventions. It moves the conversation from simply understanding
costs to actively managing and reducing them, thereby bolstering



profitability. It’s about taking that financial detective work and turning it
into concrete business improvements.

Cost Reduction Initiatives

The most direct strategy stemming from cost center analysis is cost
reduction. When the analysis reveals areas of excessive spending,
inefficiency, or unnecessary expenditure within a cost center, targeted
reduction initiatives can be launched. This might involve:

e Renegotiating supplier contracts for better pricing.

e Implementing lean manufacturing principles to reduce waste in production
cost centers.

e Automating repetitive tasks in administrative cost centers to reduce
labor costs.

e Optimizing energy consumption in facilities.

e Reviewing and consolidating software licenses and subscriptions.

These initiatives, when focused and well-executed, can lead to substantial
savings that directly boost profit margins. It's about being smart with every
dollar spent.

Process Optimization and Efficiency Improvements

Beyond outright cost cutting, cost center analysis often highlights
opportunities for process optimization and efficiency improvements. This
means finding ways to achieve the same or better outcomes with fewer
resources or in less time. For example, if a cost driver analysis shows that
customer service costs are high due to lengthy resolution times, the focus
would shift to improving customer service processes.

This could involve:

e Implementing better training for support staff.

e Developing more comprehensive self-service options for customers (e.g.,
FAQs, chatbots).



e Streamlining communication channels.

e Improving the knowledge base available to support agents.

These types of improvements not only reduce costs but also enhance customer
satisfaction, which can indirectly lead to increased revenue and loyalty.
It’s about working smarter, not just harder.

Resource Reallocation and Strategic Investment

Cost center analysis can also inform strategic decisions about resource
reallocation. If one cost center is consistently underperforming or proving
to be a significant drain without commensurate value, management might
consider reallocating its resources to more productive areas. Conversely, if
a cost center is critical to supporting high-growth profit centers, there
might be a case for increased investment to enhance its capabilities.

For instance, a company might find that its R&D cost center is producing
innovations that are critical for future revenue streams. While it's a
significant expense, the analysis could justify increased investment in this
area to accelerate product development. This strategic allocation of
resources, guided by cost center insights, is crucial for long-term growth
and profitability.

Performance Management and Accountability

Finally, cost center accounting fosters a culture of performance management
and accountability. By assigning responsibility for costs to specific
managers or departments, it creates a clear line of sight for performance
evaluation. Managers are empowered and expected to manage their cost centers
effectively, contributing to the overall financial health of the
organization.

Regular reporting on cost center performance, coupled with clear Key
Performance Indicators (KPIs), helps to maintain focus and drive continuous
improvement. This accountability framework is essential for ensuring that
cost center management remains a priority and that the insights from the
analysis are consistently acted upon to drive profitability.

Common Challenges in Cost Center Accounting for



Profitability

While cost center accounting for profitability analysis offers immense
benefits, the journey is not always smooth sailing. Organizations often
encounter several common challenges that can impede accurate data collection,
effective allocation, and insightful interpretation. Navigating these hurdles
is crucial for unlocking the full potential of this financial discipline.

These challenges can arise from various aspects of organizational structure,

data management, and human factors. Understanding these potential pitfalls is
the first step in mitigating their impact and ensuring that your cost center

accounting efforts are robust and reliable.

Inaccurate Cost Allocation

One of the most significant challenges is the accurate allocation of indirect
costs. As discussed earlier, choosing the appropriate allocation method and
ensuring that the chosen drivers truly reflect cost consumption can be
complex. If allocation methods are flawed or based on arbitrary assumptions,
the reported costs for each center can be misleading, leading to incorrect
conclusions about profitability.

For example, allocating facility costs solely based on square footage might
not accurately reflect usage if some departments have significantly more
equipment or higher utility demands than others occupying similar spaces.
This can distort the perceived profitability of different business units.

Lack of Granularity or Over-Granularity

Finding the right balance in the level of detail for cost centers can be
challenging. If cost centers are too broadly defined, it may be impossible to
pinpoint specific areas of inefficiency. For example, a single
"Administrative" cost center might mask significant variations in spending
between the payroll department and the legal department.

Conversely, if cost centers are defined at an excessively granular level, it
can lead to an overwhelming amount of data that is difficult to manage and
analyze. The administrative burden of tracking and reporting on numerous
small cost centers might outweigh the benefits gained. The goal is to have
enough detail to be actionable, but not so much that it becomes unmanageable.



Resistance to Change and Poor Data Culture

Implementing or refining cost center accounting often requires changes in how
departments operate and report information. This can sometimes be met with
resistance from employees or managers who may view it as an additional burden
or an attempt to micromanage. Building a strong data-driven culture where
financial reporting is seen as a tool for improvement, rather than just an
audit, is essential.

If employees don't understand the purpose of cost center accounting or are
not encouraged to provide accurate and timely data, the system will suffer.
Fostering collaboration and clear communication about the benefits of
accurate cost tracking is vital for overcoming this challenge.

Dynamic Business Environments

Businesses operate in constantly evolving environments. Changes in market
conditions, organizational structure, or operational processes can quickly
render existing cost center structures or allocation methods outdated.
Regularly reviewing and updating the cost center framework is necessary to
ensure its continued relevance and accuracy.

For instance, a company that undergoes a significant merger or acquisition
will need to re-evaluate its cost center structure to reflect the new
organizational reality. Failing to adapt can lead to reporting that no longer
accurately represents the business, undermining the effectiveness of
profitability analysis.

Leveraging Technology for Enhanced Cost Center
Analysis

In today's data-rich environment, leveraging technology is no longer a luxury
but a necessity for effective cost center accounting for profitability
analysis. Modern software solutions can automate many of the manual
processes, improve accuracy, and provide deeper, more dynamic insights than
ever before. These tools transform how businesses approach financial
management.

The right technological tools can streamline workflows, reduce the potential
for human error, and offer sophisticated analytical capabilities that were
previously unattainable. Embracing these advancements is key to maximizing
the value of your cost center accounting efforts.



Enterprise Resource Planning (ERP) Systems

Enterprise Resource Planning (ERP) systems are comprehensive software suites
that integrate various business processes, including finance, human
resources, and operations. Within an ERP system, cost center accounting
functionalities are typically built-in, allowing for seamless capture of
expenses, assignment to cost centers, and automated allocation based on
predefined rules. This integration eliminates the need for disparate
spreadsheets and manual data entry, significantly improving efficiency and
accuracy.

Key features of ERP systems for cost center accounting include:

e Automated transaction posting to cost centers.
e Configurable allocation rules for indirect costs.
e Real-time financial reporting and dashboards.

e Integration with other modules like budgeting and forecasting.

The centralized nature of ERP systems ensures that data is consistent and
readily available for analysis across the entire organization.

Specialized Cost Management Software

Beyond broad ERP systems, there are specialized software solutions designed
specifically for cost management, budgeting, and profitability analysis.
These tools often offer more advanced features tailored to complex cost
allocation scenarios, driver-based costing, and in-depth performance
reporting. They can provide sophisticated modeling capabilities, scenario
planning, and advanced analytics that go beyond standard ERP functionalities.

These specialized tools are particularly beneficial for organizations with
complex operational structures or those seeking to implement advanced costing
methodologies like Activity-Based Costing (ABC). They can help in dissecting
costs with a finer level of detail and provide more nuanced insights into
profitability drivers.

Business Intelligence (BI) and Data Visualization



Tools

The raw data generated from cost center accounting is most powerful when it
is presented in an easily understandable and actionable format. Business
Intelligence (BI) and data visualization tools play a crucial role here.
These tools connect to various data sources (including ERP systems and
specialized cost management software) and allow users to create interactive
dashboards, charts, and reports that highlight key trends, variances, and
profitability metrics.

With BI tools, managers can quickly grasp complex financial information,
identify outliers, and drill down into specific areas for further
investigation. Visual representations of cost center performance and
profitability analysis make it easier to communicate findings to stakeholders
across the organization, fostering a shared understanding and driving
informed decision-making. It turns complex data into clear, digestible
insights.

Automation and Artificial Intelligence (AI)

The ongoing advancements in automation and artificial intelligence are
further revolutionizing cost center accounting. AI can be used to identify
anomalies in cost data, predict future cost trends with greater accuracy, and
even suggest optimal cost allocation strategies. Robotic Process Automation
(RPA) can automate repetitive data entry and reconciliation tasks, freeing up
finance professionals to focus on higher-value analytical activities.

As AI capabilities mature, they promise to offer predictive insights that can
proactively alert businesses to potential cost overruns or opportunities for
significant savings, further enhancing the strategic value of cost center
accounting for profitability analysis. The future of financial analysis is
increasingly intelligent and automated.

FAQs

Q: What is the primary benefit of using cost center
accounting for profitability analysis?

A: The primary benefit is gaining a granular understanding of where costs are
incurred within an organization, which is essential for identifying
inefficiencies, optimizing resource allocation, and ultimately making
informed decisions that drive profitability. It moves beyond a simple top-
line revenue view to a deeper understanding of the cost drivers behind that
revenue.



Q: How does cost center accounting differ from
profit center accounting?

A: Cost centers are departments or functions that incur expenses but do not
directly generate revenue (e.g., HR, IT). Profit centers are departments or
segments that generate revenue and are responsible for their own
profitability (e.g., a specific product line or sales division). Cost center
accounting analyzes the expenses of support functions, while profit center
accounting analyzes the revenue and expenses of revenue-generating units.

Q: Can cost center accounting be used by small
businesses?

A: Absolutely. While the complexity might be less, the fundamental principles
apply. Even small businesses can benefit from tracking expenses by department
or function to understand where their money is going and how to optimize
spending for better overall profitability and growth.

Q: What is the most common method for allocating
indirect costs to cost centers?

A: While there are several methods, the direct allocation method is the
simplest for directly attributable costs. For indirect costs, the step-down
allocation method is commonly used, where service department costs are
allocated sequentially to other service departments and then to production
departments. Activity-Based Costing (ABC) is a more sophisticated method that
ties costs to specific activities.

Q: How often should cost center data be analyzed for
profitability insights?

A: The frequency of analysis depends on the business and industry, but
regular analysis is crucial. Monthly or quarterly reviews are common,
especially for variance analysis. For strategic decision-making, an annual
review or reviews triggered by significant business changes are also
important.

Q: What are the potential drawbacks of not using
cost center accounting for profitability analysis?

A: Without it, businesses may have a skewed view of profitability, fail to
identify cost inefficiencies, make suboptimal investment decisions, and
struggle to control expenses effectively. It can lead to a lack of
accountability and an inability to pinpoint areas for improvement.



Q: How does technology like ERP systems improve cost
center accounting?

A: ERP systems automate data capture, enable consistent cost allocation
rules, reduce manual errors, and provide real-time reporting and dashboards,
making the entire process more efficient, accurate, and insightful for
profitability analysis.

Q: Can cost center accounting help identify
redundant expenses?

A: Yes, by meticulously tracking expenses within each cost center and
comparing them against benchmarks or past performance, it becomes easier to
identify duplicate services, unnecessary subscriptions, or inefficient
processes that lead to redundant spending.
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