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The CFO of a $7 billion industrial conglomerate discovered something in 2023 that should alarm every

board in the Fortune 500.

Her newly appointed head of FP&A, running a routine profitability review, pulled a thread that
unraveled three years of capital decisions. The company’s flagship electronics division—celebrated
as the crown jewel, the unit that justified three consecutive factory expansions and a $200 million
R&D commitment—was not what it appeared to be. Its reported 28% operating margin had been
inflated by a cost allocation methodology that assigned shared services overhead based on
headcount percentages set during a 2015 ERP implementation. Nobody had questioned those

percentages since.

When the team rebuilt allocations using actual consumption data, the division’s true margin dropped

to 19%.

Nine percentage points. Roughly $340 million in capital decisions—directed to a business unit whose

economics the board had fundamentally misunderstood.

She is not alone. The evidence suggests most global enterprises are navigating with a broken

compass.

McKinsey’s research on resource allocation is unambiguous: companies that aggressively reallocate
capital based on accurate profitability data deliver 10% average total shareholder returns, compared
to 6% for static competitors. Modeled over twenty years, that gap doubles enterprise value. Yet
McKinsey also finds that the average company shifts just 1% of capital across business units
annually—while the broader market average sits at only 8%. The problem is not a deficit of strategic
ambition. It is a deficit of strategic infrastructure. Executives cannot reallocate what they cannot

accurately allocate.

Most global enterprises treat cost allocation as a compliance exercise
inherited from their last ERP implementation. The ones that win treat it as
the foundation of every capital decision they make.

For the vast majority of multinationals, cost allocation—the mechanism that determines what every
product, service, region, and business unit actually costs—remains frozen in place. Assumptions go
untested for years. Methodologies designed for simpler organizations persist long after the business
has outgrown them. The result is not imprecision. It is systematic misdirection of capital,

compounding silently over years.
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The organizations breaking this pattern are not simply running better spreadsheets. They are building
what we call a hidden strategy machine—a cost allocation capability so precise and so deeply
embedded in the planning cycle that it changes how capital moves through the enterprise. This article
draws on research spanning 47 global enterprise transformations to examine how they do it, what

the data reveals about the payoff, and what it takes to get started.

Three Forces Breaking the Foundation

Cost allocation has always been difficult. What makes it urgent now is the simultaneous convergence

of three forces exposing the fragility of legacy approaches.

The Legacy Trap

A 2025 Deloitte-IMA survey of more than 1,200 finance professionals found that 30% still use
spreadsheets as their primary cost modeling tool. The allocation methodologies themselves often
date from the original ERP implementation—fixed percentages pegged to headcount, revenue, or

square footage that bear little resemblance to how resources are actually consumed today.

These methods were designed for organizations with fewer shared services, fewer geographies, and
fewer intangible cost drivers. A multinational with matrix reporting structures, cloud infrastructure
spanning three continents, intercompany service agreements across twenty jurisdictions, and a
workforce that moves fluidly between projects has simply outgrown them. The allocation model says

one thing. The business does another.

The Regulatory Ratchet

The global tax landscape has elevated cost allocation from an internal accounting exercise to a board-
level compliance risk. OECD Pillar Two, now active in over fifty jurisdictions as of early 2026, imposes
a 15% minimum effective tax rate on multinationals exceeding EUR 750 million in consolidated
revenue. The rules require enterprises to demonstrate precise, jurisdiction-by-jurisdiction profit
allocation—and pay top-up taxes where effective rates fall short. Transfer pricing requirements have
tightened further under the OECD’s Amount B framework, which introduces simplified but stricter

benchmarks for baseline distribution activities beginning in fiscal years starting January 2025.

An allocation methodology error is no longer just an internal misstatement. It is a cross-border tax

liability that can trigger simultaneous penalties in multiple countries. Finance leaders who once
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viewed allocation as annual housekeeping now face a regulatory environment demanding

continuous, defensible precision.

The Al Paradox

Artificial intelligence appears to offer the solution. Machine learning algorithms can scan millions of
transactions across ERP systems, procurement platforms, HR databases, and IoT sensors to identify
cost drivers no human analyst could isolate manually. A 2025 Deloitte-IMA survey found that 53% of
global organizations have either integrated or are actively planning to integrate Al and advanced

analytics into cost and profitability management workflows.
The appeal is obvious. The problem is equally obvious.

Finance demands what Al struggles to deliver: auditability, transparency, and deterministic
consistency. When a divisional president challenges a 20% spike in allocated overhead, the finance
team must explain the variance with mathematical precision. If the allocation was generated by an
opaque neural network, that explanation collapses. Gartner projects that by 2027, more than 40% of
agentic Al projects within finance functions will be abandoned—not because the technology fails to
produce results, but because organizations cannot explain, audit, or trust those results sufficiently to

embed them in the general ledger.
The technology works. The governance architecture does not. Not yet.

These three forces form a vicious cycle. Legacy methods cannot handle modern complexity.
Regulation demands precision that legacy methods cannot deliver. And the most promising
technology introduces risks the finance function has not yet learned to manage. Breaking this cycle

requires more than a technology upgrade. It requires rethinking what cost allocation is for.

The Cost Allocation Maturity Continuum

The global enterprises breaking this cycle share a common characteristic: they treat cost allocation
not as an accounting function to be optimized but as a strategic capability to be built. Over five years
of advisory work with multinationals across manufacturing, financial services, technology, and life
sciences, we observe a consistent pattern of evolution—what we call the Cost Allocation Maturity
Continuum (CAMC).
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The continuum describes four stages of organizational capability. Each is defined not by the
technology deployed but by how the organization uses cost data. The distinction matters profoundly:
we have seen companies with sophisticated allocation engines that remain stuck at Stage 1 because
the data never leaves the finance department, and companies with relatively simple tools that
operate at Stage 3 because their CFO has wired allocation outputs directly into the capital planning

cycle.

Exhibit 1: Companies That Reach Stage 4 Reallocate Capital 5x Faster Than Those at Stage 1

Allocation Approach Technology Enabler Strategic Value Unlocked

1. Compliance- Fixed percentages Legacy ERP modules; Audit compliance only; zero
Driven (headcount, revenue, sq spreadsheet overlays strategic utility
ft); unchanged since ERP
go-live
2. Accuracy- Driver-based / activity- Cloud allocation engines; Cost-to-serve visibility;
Oriented based models; allocation integrated ERP retrospective profitability
keys reviewed annually analysis
3. Intelligence- Al-suggested drivers with ML platforms integrated with Predictive cost insights; anomaly
Enabled rules-based GL execution real-time data lakes detection; near-real-time
(hybrid architecture) visibility
4, Strategy- Continuous allocation Decision intelligence platforms; Dynamic resource reallocation;
Integrated directly feeding capital integrated planning suites measurable competitive
planning and portfolio advantage
reviews

Stage 1: Compliance-Driven. Fixed-percentage allocations inherited from the last major systems
implementation. The finance team produces cost reports that satisfy auditors but inform no one else.
The hallmark question: “Why does this division carry that overhead?” Answer: “Because that’s how

it’s always been.” Most companies begin here. A troubling number never leave.

Stage 2: Accuracy-Oriented. The organization invests in driver-based or activity-based costing models
designed to reflect actual consumption. Allocation keys are reviewed periodically—typically once a
year. Finance produces cost-to-serve analytics and segment profitability reports. The trigger for
reaching Stage 2 is almost always a crisis: a margin surprise that shocks the board, an acquisition
integration that exposes incompatible cost structures, or a transfer pricing audit that reveals
indefensible allocations. The data improves. But it remains retrospective, static, and disconnected

from capital decisions.

Stage 3: Intelligence-Enabled. Al and advanced analytics enter the picture—but in a specific,

disciplined way. Leading organizations adopt what practitioners call a “hybrid architecture.” Machine
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learning algorithms scan unstructured operational data to surface hidden cost drivers and detect
consumption anomalies. Transparent, rules-based automation executes the actual financial

allocations posted to the general ledger.
The Al suggests. The rules execute. The audit trail remains intact.

This architecture resolves the black-box problem that derails pure Al approaches. It is not a

compromise between intelligence and governance. It is the only design that works at enterprise scale.

Stage 4: Strategy-Integrated. Allocation outputs feed directly into the capital planning process. The
CFO uses granular, near-real-time cost data to drive quarterly or continuous portfolio reviews—
defunding stagnating initiatives and redirecting resources to higher-yield opportunities. The data
exposes what politics obscure: which divisions are genuinely profitable, which are subsidized by blunt
overhead allocations, and which consume resources far beyond what their performance justifies. At

Stage 4, cost allocation ceases to be a finance output. It becomes a management weapon.

We have seen companies with sophisticated allocation engines stuck at
Stage 1 because the data never leaves finance, and companies with simple
tools operating at Stage 3 because their CFO wired allocation outputs
directly into capital planning.

One finding consistently surprises clients. Organizations that reduce their allocation methods to fewer
than ten standardized approaches—while drastically simplifying their internal service catalogs—
make faster, more confident capital decisions than those pursuing allocation perfection through
dozens of bespoke methods. The organizations with fewer methods and simpler cost pools operate
with greater agility and face fewer internal disputes. Perfection in allocation is a mirage. Directional

accuracy, delivered fast enough to act on, is the real prize.

Where the Framework Does Not Apply

Intellectual honesty demands a caveat. The maturity continuum is not a universal prescription. Highly
regulated industries—utilities with rate-case-driven cost allocation, or government contractors
operating under DCAA-mandated overhead structures—follow allocation frameworks dictated by
regulators rather than designed for strategic agility. For these organizations, the CAMC applies to the

discretionary portion of their allocation architecture, not the mandated compliance layer.

Additionally, companies in early stages of post-merger integration should stabilize operations before

pursuing maturity acceleration. Attempting Stage 3 capabilities with Stage 0 data quality produces
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expensive failure. Sequence matters—a principle that recurs throughout this article and throughout

the implementation roadmap that follows.

Evidence in Action

Case 1: The $12 Billion Manufacturer That Cut Methods by 70%

A global industrial manufacturer operating across 34 countries faced an integration crisis after
acquiring a European competitor. The two organizations used fundamentally incompatible allocation
methodologies—the North American parent relied on twenty-seven distinct methods mapped to
legacy cost centers, while the European acquisition used twelve methods aligned to a different ERP

architecture. Consolidated product-line profitability was mathematically impossible to determine.

The finance leadership team’s initial instinct was to build a single, comprehensive reciprocal
allocation model spanning all entities—an elegant theoretical solution that would have required
eighteen months and an estimated S8 million. Instead, they took the counterintuitive path. They
reduced allocation methods from twenty-seven to eight standardized approaches, mapped each to
cost pools defined by the nature of the cost rather than the system that generated it, and deployed

a cloud-based allocation engine integrated with both ERP platforms.

Consolidated cost-to-serve reporting was operational within nine months—half the timeline of the
rejected approach. The strategic payoff came in year two. With accurate, comparable profitability
data across all geographies, the executive committee identified three product lines whose fully
loaded costs exceeded revenues in five of eight markets. Two were divested, generating $185 million
in proceeds. One was restructured with a 40% reduction in dedicated overhead. The freed capital
funded expansion into two high-margin specialty segments. Within three years, the company
reported a 340-basis-point improvement in consolidated operating margin and a 22% increase in
ROIC.

The CFO’s postmortem was blunt: the previous system had not merely been inaccurate. It had been
actively misleading. Twenty-seven methods had created an illusion of analytical sophistication that

masked the fact that nobody could explain where the money actually went.

Case 2: The Financial Services Firm That Rewrote Its Strategy
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A multinational financial services company managing $85 billion in assets faced persistent board
pressure to improve return on equity across its institutional and retail divisions. Revenue-based cost
allocation—the industry default—consistently showed the institutional business as more profitable,

justifying continued investment in institutional infrastructure and talent.

The picture inverted. The company deployed an Al-assisted time-driven activity-based costing system
tracking actual resource consumption across customer interactions, trade processing, compliance
workflows, and technology infrastructure. The institutional division consumed 2.4 times the
technology and compliance resources per dollar of revenue compared to retail. When shared services
costs were allocated by consumption rather than revenue, institutional ROE dropped by 380 basis

points. Retail’s improved by 210 basis points.

The board acted. It restructured incentive compensation to reflect true divisional economics. It
redirected $120 million in technology spending from institutional infrastructure to retail digital
capabilities. It renegotiated three major vendor contracts whose costs had been spread across
divisions without regard to actual usage. Two years later, overall ROE had improved by 160 basis

points, and the retail division’s digital platform had become the company’s primary growth engine.

Case 3: The Technology Company That Found Its Real Business

A $4.2 billion enterprise software company allocated cloud infrastructure costs by license revenue—
a method that systematically understated the cost of its newest, fastest-growing SaaS products while
overstating margins on legacy on-premise licenses. When the company transitioned to consumption-
based allocation using actual compute, storage, and support ticket data, the economics of two
flagship SaaS offerings flipped from a reported 62% gross margin to an actual 41%. The company’s
legacy professional services business, long targeted for divestiture, turned out to be the highest-
margin segment in the portfolio once infrastructure costs were fairly distributed. The CEO halted a
planned spinoff, doubled investment in professional services, and restructured Saa$ pricing to reflect

true delivery costs—recovering an estimated $95 million in annual margin leakage within 18 months.

The allocation methodology you choose determines the strategy you
pursue. When the methodology is wrong, the strategy is wrong—and no
amount of execution excellence compensates for navigating with a flawed
map.
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Five Steps to Accelerate Your Maturity

Progressing through the maturity continuum is not a three-year transformation program.
Organizations that move fastest start with high-impact, low-disruption changes that build
momentum and credibility. The five steps below provide a concrete starting point—each achievable

within the current planning cycle.

Exhibit 2: The Five-Step Maturity Acceleration Roadmap — Sequence Determines Success

e e e

Run the Trust Diagnostic

2 Simplify Before You
Sophisticate

3 Build the Hybrid
Architecture

4 Wire Allocation to
Capital Planning

5 Converge Tax and
Management Logic

Inventory all allocation methods;
validate keys against actual
consumption; ask operators: “Do you
trust this data enough to bet budget on
it?”

Reduce methods to <10; rationalize
service catalog; standardize cost pools
globally

Deploy ML for driver discovery; use
rules-based automation for GL postings;
preserve full audit trail

Feed allocation outputs into quarterly
business reviews; make reallocation
continuous, not annual

Unify allocation basis for Pillar Two
compliance and internal performance
measurement

Skipping the trust question—if operators
dismiss the data, no technology
investment will change anything

Layering Al onto a broken model—you
get faster garbage, not better answers

Full black-box Al—finance teams cannot
defend allocations they cannot explain

Annual-only data refresh—by the time
finance reports, the decision window has
closed

Maintaining parallel systems—doubles
cost, halves reliability, invites regulatory
challenge

The sequence is not arbitrary. Step 1 (the trust diagnostic) must come first because it determines
whether the organization’s problem is technical or political. If divisional leaders distrust the data, the
solution is governance reform, not a better algorithm. Step 2 (simplification) must precede Step 3
(technology) because sophisticated tools applied to a fragmented allocation architecture produce
precisely calibrated noise. We have watched three organizations invest $5—10 million in Al-powered
allocation platforms only to discover that the underlying cost pool structure was so inconsistent that

the Al's recommendations were meaningless.

A diagnostic question for Monday morning: At your next quarterly business review, ask each
divisional leader: “If | told you your allocated overhead was increasing 15% next quarter, could you
explain why—and would you accept the explanation?” If the answer is silence, your allocation system

is not merely imprecise. It is strategically inert.



Exhibit 3: Cost Allocation Maturity Self-Assessment — Where Does Your Organization Stand?

1. Can you produce fully loaded unit economics for every product line
within 48 hours?

2. Do allocation keys reflect actual resource consumption (not legacy m] m] m]
proxies)?

3. Is cost allocation data used in quarterly capital allocation decisions? m] m] m]
4. Can your finance team explain any allocation variance to a non- m] m] m]

finance executive in under 5 minutes?

5. Have you updated your allocation methodology in the last 18 m] m] m]
months?
6. Does your allocation approach satisfy both management reporting m] m] m]

and Pillar Two compliance requirements?

7. Do divisional leaders trust allocation data enough to accept budget m] m] m]
implications without escalating?

Scoring: 18-21 = Stage 3-4 maturity | 12-17 =Stage2 | 7-11=Stage 1 | Below 7 = Pre-Stage 1

Critical caution: This is not a technology project, and it must not be managed as one. Every failed
allocation transformation we have studied shares the same root cause: a CFO purchased a platform
and delegated implementation to IT. The technology is the enabler. The differentiator is
organizational design—CFO sponsorship, cross-functional governance that includes operations and
strategy, and an explicit mechanism connecting allocation outputs to capital allocation decisions.
Without that connection, the data improves but the decisions do not change. The spreadsheet gets

prettier. The strategy stays wrong.

The Lever Hiding in Plain Sight

Return to the industrial conglomerate whose CFO discovered three years of misdirected capital.

After rebuilding the allocation model and embedding it in the executive team’s quarterly portfolio
review, something fundamental changed. Capital decisions were no longer anchored to last year’s
budget or to the political influence of division heads. Resources flowed to opportunities validated by
consumption-based data—not protected by organizational inertia. Within three years, the company’s

total shareholder return exceeded its peer group by 420 basis points.
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The lesson is simple and, for most organizations, strangely neglected. In an era of OECD Pillar Two
implementation across fifty-plus jurisdictions, Al-driven operational complexity, and fierce
competition for capital, the companies that win will not be those with the cleverest financial
engineering or the most aggressive tax structures. They will be the ones that see most clearly where
their money goes—and have the organizational discipline to continuously redirect it based on what

they see.

Cost allocation is not a back-office function. It is the strategic infrastructure on which every capital
decision rests. The companies moving to Stage 3 and Stage 4 of the maturity continuum are not
chasing accounting perfection. They are building the organizational muscle to reallocate faster, with

greater precision, and with less political friction than their competitors.
That capability—quiet, unglamorous, invisible on the org chart—is the hidden strategy machine.

And for every year it remains unbuilt, the gap widens.

The question is not whether your organization can afford to transform its
cost allocation capability. It is whether you can afford to keep making
billion-dollar decisions on data you do not trust.
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About EvoNova Advisors

EvoNova Advisors is a finance transformation advisory firm helping global enterprises design and implement next-
generation financial architectures. Our practice spans cost allocation modernization, shared services optimization,
Al-enabled finance operations, and strategic resource reallocation. We work with CFOs and finance leaders at

Fortune 500 and Global 2000 organizations to turn financial complexity into competitive advantage.

Contact: insights@evonovaadvisors.com | evonovaadvisors.com

EvoNova Advisors | Confidential 12



