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Cost Structure and Distribution in Today’s Contact Centers

BY LORI BOCKLUND AND BRIAN HINTON

For years, contact center profession-

What do contact center costs really look like als of all sorts have been quoting sta-
in today’s economy? In this excerpt from tistics about the relative costs of
Strategic Contact’s white paper, the authors contact centers. With a wide range of

. percentages and variables and
model costs for three representative centers

changes in costs over the last decade,
— large, medium and small. we began to wonder how costs really
are distributed in a contact center
today and we set out to put some clarity to the numbers. We think it's im-
portant to understand the structure of the cost of a contact center, as it
could (and should!) influence strategic investment decisions, organiza-
tional, process or technology changes, and tactical adjustments that
might have more wide-ranging impacts on overall operational costs.
And we think it is important to base these numbers not on surveys or
historical data, but rather on modeling analysis that uses operating
costs that are representative of today’s contact centers and looks at
true cost to the business.

Our approach was to model contact center costs for representa-
tive centers using a process-based analysis approach and compre-
hensive modeling tool. We varied the key elements that can change
a center’s makeup to see what impact it has on the cost distribution.

Our goal in this analysis was to drive out clear, consistent cost break-
down numbers, as well as cost-per-contact numbers that represent
best practices and show the impact of key changes.
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Table 1. Variables and Center Sizes

Variables/Center Size Small Medium Large
Staffing 50 200 350
Number of centers 1 3 6
Annual growth 2.5% 5% 7.5%
FTEs per office 1 1.25 1.5
Media Calls Calls/Email Calls/Email
Media split 100% 95%/5% 80%/20%
Self-served % of total volume 10% 10% 10%
Hours of operation 8x5 haI:-UanSygéa t 24x7
Table 2. Technologies by Center Size
Technology/Center Size Small Medium Large
VoIP PBX X X X
ACD X X X
CTI X X
IVR X X X
ASR IVR X
PCs with 19-inch monitors X X X
am X
WFM X

Table 3. Sensitivity Models and Variables

Sensitivity Model | Altered Variables

High self-service

volume)

* 30% reduction in agent-handled volume (self-served
volume increases from 10% to 40% of total contact

Low cost labor

¢ 20% reduction in turnover

¢ 20% reduction in hiring costs

¢ 20% reduction in the cost of labor and facilities

Complex contacts

¢ 25% increase in handle times
¢ 25% increase in labor rates
¢ 50% increase in hiring costs
¢ 100% increase in new employee training
* 50% increase in ongoing training

¢ 50% increase in management and supervision

icmi’s insight

CONTEXT FOR ANALYSIS

We built three models producing a
three-year operating budget projec-
tion in each model. As we couldn’t
cover all variables (industry, geog-
raphy, etc.), we tried to set the inputs
to the variables at a “likely” level
based on a variety of inputs — in-
cluding surveys and benchmarking
studies, as well as our experience
with numerous contact centers.
Then, we selected the variables with
the highest likelihood and greatest
potential to differ, and looked at the
impact of changes in those vari-
ables.

Key Inputs for Models

There were two goals for the mod-
els: to be representative of a typical
environment and therefore pertinent
for all audiences, and to vary suffi-
ciently to capture the impact of the
key cost drivers in call centers. We
first modeled a typical small,
medium and large center to assess
the cost differences based on size.
We used several variables to define
the size of the center.Table 1 shows
the variables used to define a typical
center in each category.

Additionally, we viewed technol-
ogy as one of the key differences
among centers of different sizes.
Table 2 details the typical technology
environment in centers based on
size.

Within each technology category,
we varied the features and therefore
cost in each model based on the size
of the center.The technology invest-
ments vary based on these func-
tionality differences for each
technology and each center size.

We also believe that technology
should remain current with mainte-
nance contracts and periodic up-
grades. We therefore included
depreciation, maintenance and up-

www.icmi.com | MAY 2008 2



RECOMMENDED

grade costs for each technology
across the entire three-year projec-
tion period — a best practices ap-
proach for technology operations
and investment. The same concept
applies to many of the other inputs
to the models. For example, while
not every center includes fully
loaded costs when thinking about
their labor costs, we think it is im-
portant to include all costs when
considering the operational costs of
a center, and key changes or deci-
sions.Thus, as a best practice, we in-
cluded fully loaded labor costs.

Sensitivity Analysis

We also wanted to assess the sensi-
tivity, within a center of a given size,
to variables that drive the major cost
differences among centers. We used
a medium-size center and changed
key variables to show how the cost
structure and overall costs change
for three options shown inTable 3.

RESULTS

Figure 1 summarizes the breakdown
of costs in the contact center, con-
sidering the variations in size, self-
service rate, labor and cost
complexity we modeled. While big
changes in these areas could sway
the percentages, this chart provides
a representative overall breakdown
of costs considering today’s econ-
omy and “typical” configurations
and operations.

What's immediately evident is
the large “slice of the pie” that the
frontline call center labor con-
sumes. The other slices collectively
make up approximately a fourth to a
third of the cost, with no one ele-
ment standing out as a large slice.
The management and analysts
(fixed labor) in the center, and the fa-
cilities costs, incur slightly higher
percentage costs than the other ele-
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Figure 1. Contact Center Cost Distribution

Detailed Contact Center Cost Distribution

Miscellanous Overhead
5-5.6%

Facilities
3.6-7.2%

Telecom and Networking
3.7-6.5%

Technology

Depreciation and

Maintenance
2.6-5.9%

Technology
Support Labor
2.4-4.5%

Call Center
Management
Analysts
4.3-6.5%

ments. Collectively, the technology
elements are 9 percent to 16 percent
of the cost, including the support
labor, telecommunications and net-
working.

Cost Distribution

Table 4 provides the specific cost
distribution for varying center sizes
and the sensitivity variations.

Cost per Contact

Table 5 shows the cost per contact in
two different views.The fully loaded
cost includes the total contact center
costs (not just the costs typically part
of the contact center budget). The
labor budget costs include only
those costs typically considered in
this metric: all contact center labor.
This table reveals the impact of in-
cluding all costs and also how over-

CSRs and Supervisors
67-76%

all costs change based on center size
and based on the “sensitivities” to
our key variables: higher self-ser-
vice, low cost area and complex
issue support.

InTable 6, we break out the cost
per contact into the components of
that cost. This gives a good indica-
tion of how the overall budget and
each budget element changes in
each model. More importantly, this
table shows how much the overall
budget and the ultimate cost per
contact can change with focus on
cost reduction in any given area.

WHAT THE RESULTS TELL US

While we hope it's valuable for peo-
ple to consider the raw results of this
analysis, we also want to take a step
back and ask, “What do these results
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Table 4: Cost Distribution for Various Size Centers and Sensitivity Variables

Medium
Cost Structure Includes Small | Medium | Large Self- Low | Complex
service Cost

Variable labor Loaded cost for CSRs and 70.4% 72.5% 72.0% 66.8% 70.3% 76.3%

Supervisors
Fixed labor Loaded cost for management and 5.4% 4.4% 6.4% 6.5% 4.3% 5.0%

operational analysts
Tech support labor |Loaded cost for IT and Telecom 4.5% 3.2% 2.7% 4.2% 3.2% 2.4%

support staff
Technology IT depreciation and support 2.6% 4.4% 5.9% 5.6% 5.3% 3.3%
Telecom/ Voice network per minute, cell 4.6% 5.0% 3.9% 6.5% 6.1% 3.7%
Networking phones, and depreciation and

support for voice and data network

infrastructure across sites
Facilities Rent, maintenance, utilities 7.2% 5.2% 3.8% 5.3% 5.2% 4.2%
Miscellaneous Travel, chargeback for other 5.3% 5.2% 5.3% 5.0% 5.6% 5.1%
overhead departmental services (e.g., HR,

accounting), and per-person,

budgeted miscellaneous expenses

Table 5. Cost per Contact
Medium
Cost per Contact Small Medium Large Self-service Low Cost Complex
Fully loaded cost per contact $6.55 $4.33 $3.47 $3.04 $3.57 $6.88
Labor budget cost per contact $4.97 $3.33 $2.72 $2.23 $2.67 $5.59
Table 6. Cost per Contact Components
Medium

Cost per Contact Component Small Medium Large Self-service | Low Cost Complex
Variable labor 461 3.14 2.50 2.03 2.51 5.25
Fixed labor 0.36 0.19 0.22 0.20 0.15 0.34
Tech support labor 0.29 0.14 0.09 0.13 0.11 0.17
Technology 0.17 0.19 0.20 0.17 0.19 0.23
Telecom and networking 0.30 0.22 0.14 0.20 0.22 0.25
Facilities 0.47 0.23 0.13 0.16 0.19 0.29
Miscellaneous overhead 0.35 0.23 0.18 0.15 0.20 0.35
Fully loaded cost per contact $6.55 $4.33 $3.47 $3.04 $3.57 $6.88

icmi’s insight

wWww.icmi.com

| MAY 2008 4




RECOMMENDED

tell us in the context of the decisions
contact centers and companies have
to make every day about where to
invest, the changes they are consid-
ering, and ways to improve their op-
erations?” Combining the analysis
results with what we see companies
struggle with routinely, we make the
following observations:

> Focusing on frontline labor
productivity is in fact the right thing
to do; it is 90 percent of the contact
center labor budget, and two-thirds
to three-fourths of the overall oper-
ating budget. The numbers are com-
pelling. Finding ways to get more
bang for your labor buck just makes
sense.

> Technology costs, while they
may seem large when faced with a
vendor quote, are a relatively small
slice of the pie (2.6 percent to 5.9
percent). Investing in technology to
make the workforce more efficient
can have a profound and lasting im-
pact. As a relatively small part of the
overall operating budget, technol-
ogy can have a big impact on the
expensive labor part. This result is
not just from improving self-service,
but optimizing contact handling
times and other improvements that
let you handle more contacts with
the same number of people, or the
same number of contacts with a re-
duced labor cost. And other savings
(tied to the number of people re-
quired, and all their associated
costs) can offset that technology in-
vestment.

> If possible, consider a long-
term view, not just the short-term,
tactical view. Too often, we see cen-
ters making short-term decisions to
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meet a budget goal that compro-
mise the desired long-term benefit.
For example, analyst resources have
a relatively low cost, and are often
critical to getting the value out of the
technology implemented. Centers
that don’t make (or cut) that invest-
ment for short-term needs miss out
on the chance to have a significant
impact on the large labor budget el-
ement of contact center frontline
labor.

> Centers considering virtualiza-
tion have a compelling cost oppor-
tunity if it takes you from several
small or medium centers to one
larger virtual center — a 20 percent
to 50 percent reduction in cost per
contact in our analysis. The cost per
contact drops considerably as you
gain the efficiencies larger centers
offer, while doing more in terms of
the services offered through tech-
nology and using shared services
for technology and analyst func-
tions. An enterprise view is critical.

> The range of the labor cost is
not as varied as perhaps we previ-
ously thought; regardless, it is a big
percent. But as you make changes,
keep in mind this is a big ship that
will take time to turn. Strategic deci-
sions, changes and investments
have to be given time to make their
impact.

> Looking at an apples-to-
apples comparison of costs across
different scenarios, the allocation of
costs does not vary tremendously.
There is no one right way to allocate
costs, but it is important to recognize
the difference between total cost (re-
flected in our analysis) and limited
costs such as nonloaded labor and

other corporate costs (technology,
facilities, etc.) not being allocated to
the center. While the call center may
focus on its budget (generally labor),
considering overall costs can lead to
the best decisions for the corpora-
tion.

> When analyzing alternatives
such as outsourcing or hosted solu-
tions, companies should consider
the total costs, as this analysis does.
While a labor cost reduction can
have an impact (as shown in our
lower cost area model), that model
showed the cost impact with all
other things being equal. Consider
the impact on other areas, such as
fixed labor, telecommunications,
technology, training and quality as-
surance when considering alterna-
tive sourcing options. That is the
only way to look at the true impact
on cost per contact.

> The percent breakdown shows
where to target for improvements:
Clearly, labor is the biggest target.
However, evaluate cost per contact
to look at how you can improve your
overall budget. For instance, our ex-
amples of improving self-service
and decreasing labor costs have a
nearly direct impact on overall cost
per contact.

As centers move forward with
planning and decision-making to
meet their corporate goals, it is im-
portant to consider the potential cost
impact. Armed with more knowl-
edge about the distribution of these
costs and what contributes to over
all cost per contact, we hope that
centers can make the best decisions
to optimize their operations.
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