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Introduction 

Many businesses with larger fleets are likely to have financial control systems, rate 
structures and systems for costing jobs. While this may be a common practice for 
larger operations, this is by no means the industry standard. Many trucking firms still 
rely upon inaccurate or incomplete data to make critical business decisions. Such 
businesses often find it difficult for managers and customers to identify where 
improvements and savings can be made. The goal of cost models is to make it easier 
to identify where these improvements and savings can be made.  

This paper is intended to help trucking companies better understand the impact a costing 

system, or “cost model”, can have on their operation. A costing model that is both relevant to 

their operations and which will provide accurate pricing, has many benefits for both freight 

operators, shippers and consignees. (See Section 2).  

What Are Cost Models?  

Simply put, a cost model seeks to identify and document all of the costs associated with any 
specific trucking transaction, and is one of the keys to a profitable operation. 

An accurate depiction of trucking movements requires breaking down the cost structure of the 
company to the lowest level of operation.  The costs need to be categorized into four types: 

 Fixed Costs - usually allocated by time and/or load.  Such costs do not vary by 
the load, mileage or geography.   

o (Examples: equipment costs, facilities, or corporate salaries.) 

 Variable Costs - usually allocated by miles (loaded and empty).  These vary by 
the trip and usually do not occur unless the “wheels are turning”.   

o (Examples: driver “mileage” pay, fuel, or maintenance costs.) 

 Allocated Costs - usually assigned based on the origin/destination of the load, 
examples would be fuel expense, load/unload time, and deadhead. 

 Assigned Cost – based on actual activity such as tolls, loading fees, 
commissions, etc. 

Costing is a way of validating pricing.  Cost models provide a wealth of business intelligence 

and allow you to provide accurate pricing for loads that bears a direct relationship to the costs 

involved. Its role is to understand the cost of your operation at an individual vehicle level, and 

a number of key performance measurements that are “vital signs” of the health of your 

business. For example: a comprehensive model will enable you to identify not only those 

segments, customers, and lanes that are most profitable, but also enable you to help 

measure the contribution of personnel and maximize your return on assets.  More information 

on using cost models for performance measurement is in Section 3: Impact on Business 

Management. 

Cost models rely on accurate job information. Depending on your circumstances, you can obtain 

this information from your operating, dispatch and accounting systems and records of other 

http://www.trincon.com/
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costs. From these sources, you can develop a process for making business and pricing 

decisions based upon your business’s requirements. It removes some of the constraints of 

pricing based upon experience, which may reflect past knowledge of the work but may not 

represent the true costs. In the long term, pricing based solely on history is unsustainable and 

could put your business at risk.  
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Benefits of Cost Models  

Using a cost model will help you to:  

 Improve decision making, operational effectiveness, and the performance and 

profitability of your business. 

 Develop a robust pricing structure that all stakeholders (customers, employees, 

shareholders, etc.) will understand. 

 

Improving Operational Effectiveness  

Introducing a management process that reflects the true cost of operations will have a positive 

impact on your business. Better information leads to improved planning and informed decision 

making. This will assist the process of allocating resources and creating a more efficient 

operation.  

Better understanding your costs can lead to improvements elsewhere. It will allow you to identify 

opportunities to save money by reducing the operating costs of your fleet, e.g. minimizing 

deadhead, cutting fuel costs and maximizing productivity, with efficient planning and maximizing 

of loads.  

 Planning - effective planning is concerned with forecasting future events, developing 

appropriate strategies and then allocating resources to execute.  

The most profitable freight operators are those that use lane density and dynamic planning 

to plot the direction of their business. Being prepared for change is one way of alleviating 

the risk that immediate issues or concerns could take priority over planning for the long term. 

Knowing your costs in the light of this information is the beginning of this process. It can 

promote an environment of efficiency, which can spread to the rest of the business. This will 

help to make the operation more flexible and capable of meeting new challenges  

 Resource Utilization - resource utilization is concerned with productivity and efficiency. 

The more effectively a resource is used in the business, the more efficient the organization. 

Without the right information, it is difficult to know exactly how to allocate the resources you 

need to run your business successfully. A cost model allows you to identify what it actually 

costs to carry out work, which segments are most or least profitable, giving you a better idea 

of how you should allocate your available resources. It can also help when you are seeking 

to make efficiency gains, as you will know where to target your efforts while still being able 

to manage the day-to-day operation  

 Understanding Your Business - there is little margin for error in trucking industry, where 

one small oversight can cancel out any profits. This makes cost control an important part of 

operating. Having the tools to understand costs and to price accordingly will reduce the risk 

of losing revenue. A cost model can help you improve your understanding of the business. 

You will be able to target areas for improvement, as you will know more accurately what the 

http://www.trincon.com/
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impact of an external event (e.g. increased fuel costs and the impact on Fuel Surcharges) 

will be on your business and be ready to take action accordingly 

 Pressure on the Business - there are many operational pressures in trucking, e.g. 

competition, highway construction, loading or unloading delays, etc. Such pressures can 

have a serious impact on the profitability of your business. Establishing a good 

understanding of your costs by using a cost model can help to reduce the financial 

pressures on the business, leaving more time to deal with operational issues.  

 Total Quality Management (TQM) - TQM is a way of thinking about goals, organizations, 

processes and people to ensure that the right things are done right the first time. This 

thought process can change attitudes, behavior and hence improve results.  Companies 

committed to managing and improving performance will generally be more successful. The 

crucial point is knowledge of costs. This underpins everything else in terms of quality 

management and leads to a better understanding of the aims of the business and control of 

resources  

 Performance Management - this process ensures an understanding of an organization’s 

performance by using information from key processes, for example, cost control and 

reliability to assess and manage progress. The information needed for your cost model (e.g. 

fuel and maintenance costs) will overlap in many areas including the information needed to 

determine key performance indicators (KPIs) or Vital-Signs®  (e.g. overall profitability, profit 

per customer, average running cost, etc.) and can form the basis of a KPI system which 

allows you to drill down to root causes and take corrective action.  

 Organization - an organization consists of a systematic, structured entity established to 

carry out a defined function. The organization consists of systems, processes and resources 

to ensure it operate. The understanding of your costs is one of these processes, which 

should ensure a more effective organization and will help you make the most appropriate 

decisions. A cost model means that the information is immediately at hand and time is freed 

up for other activities, such as sales and marketing.  It can also help you develop a more 

consistent, centralized control scheme to govern operations. 

 Customer Relationships – to a large degree your ability to attract and retain customers is 

dependent on the confidence they have in your operation’s ability to meet and, hopefully, 

exceed their expectations.  A cost model can be invaluable in developing customer 

confidence and increase their perception of the value of your operations.  Not only does it 

give you the ability to more effectively negotiate pricing based on true costs, it demonstrates 

a level of control that may provide you a degree of pricing flexibility and competitive 

advantage.  It also gives you the information necessary to, if necessary, say “no” to 

business that is not going to be profitable. 
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Developing a Robust Pricing Structure  

The fundamental goal of operational efficiency may be ensuring every vehicle is on the road, all 

loads are delivered and that the customers are happy. However, if you are not making any 

money, the business will not prosper. Accepting work based on true costs can prevent this.  

An accurate costing system will help you deal with any changes to your operation and how 

these changes will affect your costs. Accurate information will make you more confident of your 

pricing and its ability to deliver profits.  

Some of the benefits of using a cost model to develop a pricing structure are:  

 Profitability - knowledge of your costs is essential. Pricing on history is not always a true 

reflection of the potential profitability. Pricing based upon a mixture of experience and 

accurate knowledge, however, is a much better reflection of profitability. 

 Price Reflects True Cost - the main problem with pricing on history is that it does not tell 

you the true cost of your decision. This will eventually become an issue. When you price 

based upon costs, you know which jobs pay and which do not. You can also be more 

confident in dealing with customers, as the price you quote will be what it costs to carry out 

and not what you think the customer will be prepared to accept. 

 Sustainable Business Practice - recovering your costs will ensure your business’s 

financial survival. A long-term strategy of pricing above cost with a realistic operating 

margin will allow for investment, growth and profit. Your cost model will help you to 

achieve this. Below cost pricing may make you popular with your customers but not with 

your accountant or bank manager, and is not sustainable in the long term.  Each load is 

part of the total picture of the health of your business. 

 Establishing Standards - a major disadvantage of ad hoc pricing based upon history 

alone is that different people may use different methods and have varying standards. 

There is a danger that different staff in a traffic office will quote differing prices for similar 

jobs. This problem is solved by a set pricing structure within your cost model that is able 

to be modified to fit your specific environment and situation. 

 Management Resource - considerable management time can be taken up providing 

quotes for potential customers. Starting from scratch each time can be a lengthy 

process. Using a cost model will not only provide an accurate system of pricing, it will 

also free up management time for other tasks. 

 Quotation and Tender Response - in a competitive industry such as freight transport, 

the time taken to get back to a customer can mean the difference between securing and 

losing a job. Therefore, there is always pressure to provide a quick response to a request 

from a potential customer. A cost model will already contain the information you need to 

calculate any rate and you will be able to respond quickly. Without that information to 

hand, you could lose potential work. 

http://www.trincon.com/
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 Sound Financial Management - the discipline to control business outputs and inputs is at 

the heart of financial management. Creating a pricing structure makes the relationship 

between the price of a job to the customer and what it costs your organization easier to 

maintain. This fosters more accurate pricing and, to some extent, reduces reliance on the 

unknown. 

 Customer Management - operators can sometimes find themselves in the situation where 

the work they are carrying out is losing them money. Using a cost model to obtain the true 

cost will allow you to make a commercial decision, based on the particular circumstances, 

as to whether to continue with this work. What is important is that you do not price below 

cost just to become busy and ‘grow’ the business. 

 Business Development - to build your operation, you will need to devote time to business 

development. In the early stages of developing a relationship with a new customer, it may 

be sensible to offer them incentives including discounting the rate. You will be able to do this 

more easily if you know your costs than if you do not. If you are aware of the impact of such 

a discount on your costs, then it may be worth proceeding. However, you need to proceed 

carefully to avoid ending up with long-term underpricing of jobs. In addition, this strategy 

alone may still not prevent the customer moving away after the initial ‘cheap’ period. 

 Competitive Advantage - often, there is little in competitive terms to differentiate one 

carrier from another. This makes it difficult to take the initiative in the market to gain a 

competitive edge. Having correctly costed loads is such an edge. It may also be something 

that your competitor lacks. 

 

In conclusion, having accurate costing information will lead to a world of benefits and 

confidence.  
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Impact on Business Management 

A comprehensive cost model not only provides insight into your current business but also can 

provide the foundation for true Business Intelligence and data mining.   

Integrated with your operating and financial systems, a costing model provides the opportunity 

to drastically improve operational effectiveness and efficiency – ensuring that not only are you 

“doing things right”, but that you are also “doing the right things” to assure a successful and 

profitable operation. 

Some of the benefits of using a cost model are:  

 It can help you identify what segments of your business are operating most and least 

profitably. 

 Which customers are most or least profitable 

 Long-haul vs. regional vs. local operation 

 What lanes 

 What services have the greatest impact 

 It will help you identify, specifically, where there are opportunities for cost reduction. 

 If you are being adequately compensated for fuel costs and fuel surcharges, and other 

charges associated with your operation. 

 Help you analyze the impact, or potential impact, of changes in operating strategy. 

E.g., moving trucks from long haul to regional operation. 

 Perhaps most importantly, help you to establish and accurately monitor performance 

standards for all aspects of your operation – drivers, operational personnel, 

maintenance, etc. 

Many firms are implementing incentive programs for their drivers to encourage better 

fuel economy, with significant success.  The same kind of performance related 

incentives can be established for operations management, for maintenance 

personnel, and in virtually all areas of your business.  Such programs are impossible 

to implement, let alone monitor, without timely information. 

A comprehensive cost model, used effectively, can be one of the most effective 

communication tools you have at your disposal.  It allows everyone to know the impact it has 

on the business and how he or she contribute to its success or failure.  It allows you the 

opportunity to not only provide the opportunity for people to contribute, but also helps to 

identify those vital signs that are important to establishing accountability for the results. 
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How to Price a Job Using a Cost Model  

Cost models do not provide all the answers and are not designed to replace your staff’s skills. 

Their purpose is to give you confidence that pricing decisions are made using accurate cost 

information. As the business grows, it can be increasingly difficult to keep cost data in your 

head. Cost models allow you to set this information out in a structured way. The process is 

reasonably straightforward but needs to be carried out in a logical manner. 

 

Breaking Down Your Costs into Meaningful Information  

When you are confident with the information contained in your management accounts, break 

them down into headings that are more manageable. To price work based on costs, you need 

more detailed information that you can use to analyze 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, brokerage, training, maintenance, etc. This 

avoids cost lumping and makes analysis and allocation per vehicle much easier.  
 
Variable or Mileage Related Costs  

Variable Costs are related to miles or distance travelled and occur only when the vehicle is 

moving.  Variable Costs include: 

• Fuel 
• Driver Compensation (per mile) 
• Road Expenses 
• Tolls 

• Tires 
• Repair Parts 
• Outside or Third Party Maintenance 
• Etc. 

 

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

costs.  
 

Fixed Costs 

Fixed Costs are related to time and are measured in dollars expended in a given period, (month, 
day or hour), and are applied as a burden rate per truck.  They can include such things as: 

• Staff Salaries 
• Facility Costs 
• Equipment Costs 
• Depreciation 
• Sales Costs 
• Etc. 

 
A properly designed model will all for the ability to modify standards based on given 
assumptions about your operation. 

http://www.trincon.com/
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Gross Margin  

The Gross Margin is the total revenue less your ‘variable or mileage related costs’ i.e. distance 

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 analyzing costs is to consider only your operating costs. 

However, you will have other business costs, overheads, which do not fit this category. These 

include the cost of:  

 Your office utilities - heating, lighting and power  

 Advertising the business telephone and postage  

 Office equipment  

 Professional fees  

 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 variable and fixed costs. 

This will give you a realistic breakdown of the costs of running your business. Alternatively, 

you can add overheads as a fixed cost. What is important is that they are included.  

Net Operating Profit  

This is calculated by subtracting your total business costs (variable and fixed costs plus any 

additional overhead) from total revenue. Net profit is another useful measure of your 

company’s performance. Non-operating related revenue and expenses, (e.g., the sale of 

assets, or expenses incurred from non-logistics businesses), are not included. 

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.   

You can’t price based on historical costs, rather you should price based on projected 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 $5,000 per vehicle for 2009, but if your 

insurance premiums increased by 5% in 2010, then your costs will be incorrect. Your records 

should include current cost details such as these.  

Cost Model + Projected Costs = Pricing Model 

http://www.trincon.com/
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For the purpose of a cost model, you will need to establish a budget that contains the costs that 
are currently being 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.  
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Conclusion  

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:  

 Pricing structures based on true costs  

 Tighter control of operating costs  

 Improved business performance  

 Better utilization of resources  

 Increased professionalism  

 Competitive advantage  

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

o A suitable system of record keeping  

o A good working relationship with your financial department and accountants  

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

your business  

o An understanding of the business’s overheads  

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

o 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. 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 management 

decisions are made from accurate cost information. 
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About Trincon Group LLC 
 

Trincon Group LLC (Trincon), is a business advisory and technology firm specializing exclusively in the 
issues facing the trucking industry. 
 
Founded in 1982, Trincon has worked with trucking firms, both large and small in a variety of freight 
environments, helping them improve operational productivity and profitability, and deal successfully with 
those issues unique to the industry, including: 
 

 Driver Development and Retention 

 Marketing and Business Development 

 Cost Management 
 
In 2012, Trincon introduced TruCosting®, the most comprehensive Cost Modeling solution available to 
the trucking industry.  TruCosting® enables companies to quickly and easily realize the benefits of Cost 
Modeling to improve business profitability and improve operational productivity. 
 
For more information you may contact Trincon at 1683 Old Henderson Road, Columbus, OH 43221, or 
visit our website at www.trincon.com. 
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