Five BIG Financial Mistakes in the Office
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Most companies do (at least) five financial things very poorly, and decision making suffers. 
1. Driving with the Rear View Mirror – Accounting looks backward, finance looks forward. Too many companies equate the two, and generate precise, inaccurate views of the future. The future is in fact imprecise, and the time spent on precision would be better invested in working to accurately identify and assess risks.

2. Accounting Anachronisms – It’s useful to attribute charges to their drivers, accounting accurately for the cost of each unit of product or service. But in practice this drives a lot of complex accounting and the analytical work required to make sense of it. The dreaded “waterfall” of costs and close tracking of WIP inventory are not very useful in today’s lean manufacturing environments.

3. Lost in the Numbers – Companies MUST keep accurate records, so financial systems are designed for record keeping, not decision making. In most companies, massive databases help satisfy Sarbanes Oxley but it takes a capable and determined financial analyst to pull ANYTHING meaningful out of them.  Automated queries and Pivot Tables help, but it’s still too easy to get buried.

4. Analysis Paralysis – How much financial information do you need to make a decision? As much as is practical to mitigate the risks of bad investments and cash shortages, but struggling with the aforementioned databases makes this a constant source of error and rework. This is exacerbated by the executive learning process: each iterative analysis can raise a new set of questions.

5. Numbers Don’t Lie – A good-looking pro forma does better at the bank than something less packaged, but every experienced banker knows that numbers are there to do someone’s bidding. Some financial departments, pawns of their chains of command (remember Enron?), spin their numbers mercilessly. Many do it a little. Numbers don’t lie. Make sure that no one else does, either.

To a new business analyst, this might look like “the way things are,” but the super-hero change agents among you see it differently. Here are a few partial solutions, to start chipping at the problem:

· Identify the drivers of your business – how it makes money – and rally your financial analyses around them. Acknowledge that financial analysis is focused on decision making, and in fact has no other purpose, and talk it up – especially when you’re with the executives. 
· Develop a meaningful set of financial metrics (based on the business drivers), package it attractively for executive review, and standardize it. Then automate as much as practical.

· For repetitive decisions, develop a decision process and dovetail standard financial formats. Get the whole team accustomed to seeing financial data in layman’s terms and NEVER cover a slide with numbers. 

· Once introduced and accepted, automate the standard formats for instant “what if” analysis and avoid the rework so often driven by foreseeable questions.

· Study Lean Accounting and foster its use in your organization. Learn how it can free up financial resources for meaningful analysis.

It’s a start – good luck!
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