
 
Cost Knowledge vs. Cost Transparency 
A Journey Towards Cost Management 
Steve Adams, Executive Director, IT Finance 

IT Finance 



Agenda Slide 

2 |     © 2011 Kaiser Foundation Health Plan, Inc. For internal use only. November 4, 2014 

Kaiser Permanente Overview 

Evolution of Cost Transparency 

A Deeper Look at IT Operations 

Cost Transparency vs. Cost Knowledge 

Key Learnings 



3 |     © 2011 Kaiser Foundation Health Plan, Inc. For internal use only. November 4, 2014 

Who is Kaiser Permanente? 

§  The nation’s LARGEST nonprofit 
health plan  

§  More than 9 million members 
§  Nearly 17,000 physicians 
§  180,000 employees 
§  Serving 8 states and the District of 

Columbia 
§  37 hospitals  
§  600+ medical offices  
§  60 million+ square feet 
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Our Footprint 

§  Northwest 
§  Northern California 
§  Southern California 
§  Hawaii 
§  Colorado 
§  Georgia 
§  Mid Atlantic 



Evolution of Cost Transparency 
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Growth in Technology Consumption 
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2013	
   2016	
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IT Chargeback Methodology 
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Current Bill of IT – Room for Improvement 
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Region

Statement 
Component Level 1 Budget (B) Actual (A)

Fav/ 
(Unfav) Pct

A-Project 12,500$    12,000$    500$         4%

B-Application 27,400$    27,100$    300$         1%

C-EUS 15,300$    15,100$    200$         1%

D-Business Services 4,400$      5,800$      (1,400)$    -32%

E-M&S 6,200$      4,800$      1,400$      23%

F-G&A 9,400$      6,500$      2,900$      31%

G-Unassigned 5,700$      2,900$      2,800$      49%

I-Labor Balancing 3,400$      4,800$      (1,400)$    -41%

J-Budget Balancing (110)$       -$         (110)$       100%

Total: 84,190$    79,000$    5,190$      6%

Sep - 2010

*Sample Dollars 

Service  
76% 

Overhead  
24% 



The Service Costing Evolution 
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Progress	
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A Deeper Look at IT Operations 



IT Managed and Business Driven 
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IT Managed – Run the Business 
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IT Managed Efficiencies 



Business Driven – Change the Business 
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Impact of Investment Investment 



Cost Transparency vs. Cost Knowledge 



The Service Costing Evolution 
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Customer Statement Changes 

17 |     © 2011 Kaiser Foundation Health Plan, Inc. For internal use only. November 4, 2014 

*Sample Dollars 

Service Name  Actual  Budget 
 Fav/ 

(Unfav) 
A-Project 431$       422$       (9)$          
B-Application 660         727         66           
C-EUS 362         384         22           
D-Business Services 224         201         (23)          
E-M&S 120         118         (2)            
F-G&A 137         141         4             
G-Unassigned 71           44           (27)          
I-Labor Balancing 96           79           (17)          
J-Budget Balancing -             -             -             

Total: 2,100$     2,115$     15$         

Current State View

Service Name  Actual  Budget 
 Fav/ 

(Unfav) 
Application Mgmt 1,539$     1,447$     (92)$        
Connectivity 149         178         29           
Workplace Productivity 161         191         29           
Enterprise Hosting 132         205         73           
Telecommunications 77           74           (3)            
Content & Collaboration 37           7             (29)          
Info Security Technical 4             10           6             
Overhead 2             3             1             

Total 2,100$     2,115$     15$         

Future State View



Aligning IT Costs with Business Demands 
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Business Unit Charged Internal Consumer Charged 

IT Shared 
Services 

Business 
Units 

IT Shared 
Services 

Business 
Units 

Benefits Challenges Benefits Challenges 

•  Low level of effort •  Consumption does not align 
with charges 

•  PO/SS have limited visibility 
into IT cost and limited 
accountability to manage IT 
consumption 

•  No visibility into total cost of 
service for service provider or 
service consumer 

•  Aligns consumption with 
charges 

•  Visibility into full cost of 
PO/SS programs 

•  Places accountability with 
PO/SS, Regions and IT to 
jointly manage the 
complete cost of service 

•  Additional effort to 
incorporate IT usage into 
PO/SS regional 
chargeback 

Service 
Cost 

100% 
service costs 

Allocates 
relevant 
costs to 
Business 

Units 

40%  
service costs 

60% 
service costs 



Understanding the Initial IT Consumer 
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Shared 
Services 

 
40% Business 

Units 
 

60% 

•  Northern California 
•  Southern California 

•  Colorado 

•  Georgia 
•  Hawaii  

•  Mid Atlantic 
•  Northwest 

Business Units 

•  Finance 
•  Human Resources 

•  Facilities 

•  Risk Management 

Shared Services 



Total Cost of Ownership 
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“Sample” 

Labor 

Maint 

Infrastructure 

Server 

Storage 

Indirect 
Data Center Security 



Enterprise Process Value Chain 
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Key Learnings 



Summary 

§  IT cannot manage service cost on our own 
§  Shift the focus from cost justification 
§  Understand how IT services function 

–  Internal efficiencies 
–  Business partner understanding impact of decisions 
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