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1. The foundation stones of reporting

Board members and the senior management team have complained for
years that they are sent too much information, yet we still insist on
preparing a large month-end finance report. The cost of preparing,
analyzing, and checking this information is a major burden on the
accounting function, creating significant time delays and consequently
minimizing the information’s value.

Over the years of studying reporting I have developed some foundation
stones for reporting:

1. Written reports should be planned so they are structured with the
reader’s decision in mind

2. Reports should be completed quickly on a true and fair view basis
avoiding unnecessary detail. For example, is it necessary to report
Sales of $23,456,327? Surely $23.5 million is much easier to read
and relate to.

3. Where possible, limit the report to one page, albeit sometimes a
fanfold page (A3). This forces one to be concise by keeping it to
commentary to highlight points and inserting only graphs that really
matter.

4. Have a comprehensive quality assurance process so the reports are
totally consistent internally and agree to the source numbers every
time.

5. Use best-practice graphics—following the guidelines of Stephen
Few, an expert on data visualization. Incorporate trend analysis on
key lines going back at least 15 months so that you have a direct
comparison to last year.

6. Utilize twenty-first-century reporting tools so managers can see
their reports on their tablet.

7. Reports should be agreed to a reliable source, (that excludes
spreadsheets over 100 rows) and be subjected to quality assurance
steps (two person read through, all cross references checked etc,
and have been reviewed for reasonableness.

1.1. Designing graphs by following Stephen Few

Data visualisation is an area that is growing in importance. No longer is it
appropriate for well-meaning accountants and managers to dream up report
formats based on what looks good to them. There is a science behind what
makes data displays work. The expert in this field is Stephen Few. Stephen
Few has written the top three ‘best-selling” books on Amazon in this field,
see below for details.

A must visit for all corporate accountants, analysts and managers is
Stephen Few’s company’s website where he has lodged many high quality
white papers on the topic of graphical displays (
www.perceptualedge.com/articles ). His latest book, which is highly rated,
can be found on Amazon.
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Stephen Few

Numbers

Designing Tabiles and Grapks ta Enlighten

1.2. Good graph design practices

Besides the rules for dashboards there are additional rules for graphs used
in reports. Exhibit 1.1 lists advice with graphs, utilizing Few’s wisdom, and
some better-practice solutions I have observed over the years.

Exhibit 1.1 Advice on designing graphs

Common graph problems

Example of a better practice graph

Supply adequate context for the data:
Far too often we show dials which do not
give enough information as to what is
good, satisfactory or poor performance.

Industry

Company best practice

average

Average call
length

Avoid displaying excessive detail or
precision: Graphs should summarize the
information and be a big picture view. The
graph should have no more than a five-
point scale and be in rounded numbers
e.g. 40 instead of 40,000.

000's Good increase in new housing stock

120

Source: Stephen Few, www.perceptualedge.com
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||||||I!
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m0-2 bedrooms @3 bedrooms
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Always start the scale at zero: Often to
emphasize a point the press will show an
exchange rate between a very narrow
band say US$ to Euro between a five cents
range magnifying the movement. Few is
adamant that this may mislead and give
rise to a poor decision. Better to express
the graph starting the scale from zero.

Expense to revenue ratio trending
toward target
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30% A

15% A
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Avoid using these graphs: The T -l
following graphs should be banned from ror
use: o [
*= pie charts Unspeciios |
» radar graphs roor [
excorent [
" 3D graphs [Fieid Sales: Very High |

Few points out that it is far better to use a
horizontal bar graph instead of a pie chart.

In the horizontal bar graph the
magnitude between highest and lowest is
clearly seen as are the values.

Source: Stephen Few, www.perceptualedge.com

Make one data series the baseline:
Few also indicates the benefit of making
one data series the baseline and showing
the other as a variance to it. For example,
actual shown against a budget, which is
on the baseline.

Revenue
Actual to Budget Variance

Varlance

+40%
+30%
+20% -

+10% -

0% V\/ Budget
10% -
Actual
-20%

-30% <

5 8 78 910 11 12 13/ 1415 15 17 18 19 20

Week

Source: Stephen Few, www.perceptualedge.com

Show a minimum of 15 months’ trend
analysis: Trend analysis is required,
going back at least 15 months to ensure
any seasonality in the operations is
captured. This gives the ability to compare
the performance in last three months
against the same period last year.

Major Costs Are Rising

$000s
000

.
800
600 -
400 A
200 -
0 —— e
x x x x %
x x x x x
§533%
= 2 < 0

mExpense 3

Novxx [ T Tl
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Jan xx
Feb xx
Mar xx
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Oct xx

Nov xx

Dec xx
Jan xx

oCommissions @Expense 1 mExpense 2
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Avoid using a year to date budget
line: There is no room to show a flawed
monthly or year-to-date budget line. This
is an arbitrary apportionment of the
annual planning number that was done at
the last minute and was wrong from the
very start.

40,000

NPBT Falling Just Short of Budget

30,000
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10,000 -

N
© >
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—#&— YTD Actual m Budget —&—YTD Forecast

Last year

Explain turning points: Key turning
points on graphs should be explained by a
note on the graph, and comments need to
highlight major issues.

Variance

Reovenue
Actual to Budget Variance

«40% 1

*30% 4

«20% 1

“10%

0% “

Source

This peak was due

Vo

This peak was

\Z4
1 2 3 4568 7 8 9 1011 121314 15 16 17 18 19 20

Week

: Stephen Few, www.perceptualedge.com

Use up to five gridlines: The gridlines
on the graph should be limited to around
five lines. I always make these a medium
tone of gray. Black on yellow is the best
combination for clarity, so when using
color graphs, make the background a light
yellow.

25

Income Forecast Based on a Slight Decline

20 1

Forecast

|
> > > j > d > - K‘ j > x > > > bol
> > < - > x < - x < < -
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—e—Rev 3 - Actual —e—Rev 3 - Forecast

Use the graph title to say something
important: Like a journalist, you need to
treat the title as important “real estate.”
If you cannot say something important
maybe, you should use a different graph.
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1.3. Bullet and sparkline graphs

Stephen Few has introduced a new concept called “bullet” graphs. These

are particularly powerful when combined with Edward Tufte’s “sparkline

4

graphs; see Exhibit 1.2. A sparkline graph looks like a line graph without
the axes. Even with this truncated diagram, you can still see the trend. The
bullet graph shows different details about current performance. The shades
used range from dark grey (to indicate poor performance) through to
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lightest grey (to indicate good performance). The dark vertical line indicates
a comparative measure such as a target or last year’s result.

Stephen Few is very cautious about the use of colour. He draws attention
to the fact that many readers will have some form of colour blindness. In
Exhibit 2.2, the only use of colour would be red bullet points indicating the
exceptions that need investigation and follow up.

Exhibit 1.2 Advice on designing graphs

(Data as of December 19, 2004)

(mm Actual; | Target; Il Poor, Il Satisfactory, | Good )

Past 12 Months Metric % of Target Actual

“~——————" Revenue es———  $013,394
~e—————~—— @ Profit — | ' $193,865
~——————"~  Avg Order Size |— | $5,766
————  On Time Delivery i —— 94%
——"~——__ New Customers [— 1,247
— Cust Satisfaction i—j— 473/5
———————— Market Share  ———— 19%

0%  50% 100% 150%
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2. Better practice month-end reporting formats

The better practices I have observed are summarised financial numbers
(why do we need to show more than 10 to 15 lines on the consolidated
profit and loss statement?); graphs and comments on the one page, and
truncated commentary. Set out below are some examples, I hope they
stimulate some innovation in your reporting formats.

2.1. Issuing a flash report by close of play Day+1

Many organisations are issuing a flash report on the P/L bottom-line to the
CEO by 5pm of the first working day. Some are managing this by lunchtime.
The flash reports stating a level of accuracy of say + or - 10%. They
immediately inform the CEO of any real problems with the flash report
numbers in the next couple of days, see Exhibit 2.1 below.

Flash report for the Month Ending 31 December 20__

| This month $000s H
Actual Target Variance >$100K

Revenue
Revenue 1 5,550 5,650 (100) &
Revenue 2 3,550 3,450 100 &
Revenue 3 2,450 2,200 250
Other revenue 2,250 2,350 (100) &
Total Revenue 13,800 13,650 150 &
Less: Cost of sales (11,500) (11,280) (220) o
Gross Profit 2,300 2,370 (70)
Expenses
Expense 1 1,280 1,260 (20)
Expense 2 340 320 (20)
Expense 3 220 200 (20)
Expense 4 180 160 (20)
Other expenses 170‘ 11 (; (60)
Total Expenses 2190 2050  (140) <&
Surplus/(Deficit) 110 320 (210) x

major positive variance, comment required
x major negative variance, comment required
& Within expectations, no comment required

Areas to Note
1.

Exhibit 2.1 A flash report of the month-end result issued by close of play
Day+1

It is important not to give too many numbers as you will set up another
set of variance reporting. Remember to state your degree of accuracy
e.g. +/- 5% , =/- 10%
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2.2. Reporting a business unit’s performance

Al

Month $000s

Actual Budget Variance

Operating Statement for the Period Ending 31 January 20XX

\| Year-to-date $000s H

Full Year $000s

Actual Budget Variance

Budget Forecast Variance

Revenue
1,430 1,380 50 ¢  Revenue1 5720 5520 200 ¢ 17,200 16600 600 <
1430 1,380 50 < Total Revenue 5720 5520 200 ¢ 17,200 16600 600 &
Less
267 220 (47) % Commissions 1068 880  (188) % 3200 2600  (600) %
1,163 1,160 3 Gross Profit 4652 4,640 12 14,000 14,000 0
Expenses
278 260 (18) Expense 1 1240 1,040  (200) * 3300 3100  (200) &
218 210 ®) Expense 2 672 840 168 2600 2500  (100) €
188 180 ®) Expense 3 752 720 (32) 2300 2200  (100) €
158 150 ®) Expense 4 632 600 (32) 1,900 1,800  (100) &
128 120 @®) Expense 5 512 480 (32) 1500 1400  (100) <
Al Al T w Al T w hl
5 70 20 Expense 6 672 680 8 1,000 1,300 300
1020 990 (380) € Total Expenses 4080 3,960  (120) € 12200 11900 (300 &
143 170 27) % Surplus/(Deficit) 572 680  (108) % 1,800 2100  (300) %
Major Costs
$000s 100 300
1000 =
800 80 T + 240
600 60 + + 180
400 40 1 + 120
200 20 + + 60
0 s R AR 0 ———————————+——+—+—+ 0
R R X X X X X X X X % X % XX X % ¥ %X X %X OB OXEEEER
R X % % % %
BCommissions  DExpense 1 WExpense2 B Expense 3 ‘ ’ = Visitor numbers —+—Operational wages

Areas to Note:
1.

2.

3.

4.

Exhibit 2.2 . A business unit’s monthly finance report

Features: Summarises the P&L. One graph looks at the trend of the major
expenditure items (and revenue if a profit centre). The other graph may
contrast financial and non-financial nhumbers, in this case tourist numbers
against personnel costs. The notes are the main highlights and action steps
to take. No other commentary is provided on the business unit’s P/L.

Each business unit may have up to five different graphs and the two that
show the most pertinent information are shown in that month’s report.
Each business unit report will look slightly different. The titles of the key

lines and graphs may be different.
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2.3. Reporting a consolidated Profit & Loss account

~

A Statement of Financial Performance for the Period Ending 31 December 20XX

| Month $000s | Full Year $000s | [YTD (75% of year) |
% of full
year
Actual Budget Variance Forecast Plan Variance Actual forecast
Revenue
1170 1200 (30) © Revenue 1 8800 8300 500 < 6,700 76%
220 200 20 Revenue 2 3800 3900 (100) 2,750 2%
220 220 0 Revenue 3 2300 2200 100 1,750 76%
190 170 20 Other revenue 1400 1400 0 1,250 89%
1,800 1,790 10 Total Revenue 16,300 15,800 500 e 12,450 76%
250 270 20 Other expenditure 1500 1600 100 1,050 70%
Business Unit Costs
250 230 (20) © Business Unit 1 3400 3100 (300) < 2,450 2%
230 210 (20) & Business Unit 2 2500 2800 300 2,100 84%
110 140 30 Business Unit 3 1900 1800 (100) 1,450 76%
100 80 (20) % Business Unit 4 1300 1200 (100) 850? 65%
80 70 (10) Business Unit 5 1900 1900 0 1,450‘ 76%‘
70 50 (20) % Business Unit 6 1600 1600 0 1,250 78%
90 40 (50) % Other Business Units 1400 600 (800) X 1470 105% %
930 820 (110) * Total Business Unit Costs 14,000 13,000 (1,000)' & 11,020 79%
620 700 (80) % Surplus/(Deficit) 800 1,200 (400) % 380 48% *
$000s Costs Rising Faster Than Revenue $000s Revenue Drop is Seasonal
300 1500

M 00 |

200 1
900 A

600 A
4 /‘
100 W‘(

300 A

I

0 —— —— 0

XE X ¥ 8 % XXX R XX X KX §§§§§§§§§§§§§§§

> o =4 Qo = = > c = o Q © =3 o - > o =4 Qo s c =1 o Q © > [&]
° © [=% 3 33 © o 3 33
828522283325 823 8238228337838 23
—+—Business Unit 1 —=—Business Unit 2

—+—Revenue 1 —=— Revenue 2 ——Revenue 3

—— Business Unit 3 Business Unit 4

Areas to Note:

Exhibit 2.3 A consolidated monthly Profit & Loss

Features: This report summarises the P&L in 10-15 lines. Instead of looking at
consolidated costs such as personnel, premises etc. the report summarises the
divisions/business units’ expenditure. The graphs look at the trends in major
revenue and expenditure. A number of different graphs will be maintained and
the most pertinent will be shown. The notes are the main highlights and action
steps to take. There is no other commentary on the P/L. The icons are fully
automated based on pre-set criteria.
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2.4. A3 page summary report for the CEO

C

. -
:
1P wEelel O & pewrend 4 WI e IO e e e o

SOt S acn BN QR LI Srraca

b
' T e i
AXCCCCCCTTTTTTTTE T TEE TLE KL LEE TEE TEE TOE KL LEE KL TTL 0 TOE XOE XX 1
cx Sudger Varbnc

ALCCLCCCCLLLLLLLE LLL LLL LLE LEL KL LLL LLL KLE LEL KT LLL LLL KOL LLL KLL LLX X

preseeeeeeee: | Business unit xx's performance is &
1 Concem
ALCCOCCOLTTTTTnt L0 KO T KEE KT KK 0T 0L TEE DL K0T K0 T0E 0L XOL XX

ooy

WO CT A2l ing | ez ot o Cadgar ol | /
—
mm N

— @RS N — s @SS R 5
Busness wndt v ox
VT Nt . Ny - A - M e
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e e el cesoen s e e et = st e e M
Features: An A3 page summary report prepared by the finance team | ™ === R —
of a government agency for the CEO. The concept here is to give the | & gme s -

NET AL

CEO an A3 summary of the financial report which is easier to read
than the full finance report. 1

Workrgcapte” rets YN
. . . b
You can also use the back for analysing the business units. For a ;ﬁxmm,n:.tmm,:“;

retail operation I suggested they put their 200 retail shops in three | =
league tables, the large, medium and small shops based on sales per B il e E—
square foot or employee, shading the top and bottom quartiles.

If designed right this A3 page will become the main report.

Exhibit 2.4. A3 page (US fanfold) monthly finance report for the CEO

Working guide Lean one-page reporting for the Finance team Copyright ©2022 Page 10
by David Parmenter parmenter@waymark.co.nz www.davidparmenter.com




2.5. Reporting the balance sheet
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<

Statement of Financial position as at 30 April 20XX

Month-end Last month
Actual Actual
Bank and Cash A 102 103
Debtors 3.2 3.0
Stock 25 22
Fixed Assets 9.0 9.1
Other Assets 1.1 1.2
Total Assets 26.0 25.8
Accounts Payable -4.0 -3.0
Other Liabilities -1.0 -1.0
Net Assets 21.0 21.8
Funded by
Current Year profit 2.7 3.3
Accumulated Funds 18.3 18.5
Total Equity 21.0 21.8
oM Treasury Management M Month End Debtors Balance
35
12
3
10
2.5 1
8
2
6
1.5 4
4
14
0.5 1
0
x x x o] 0
PEEEEEEEREERERER %% % % ¥ R E 2K EE%EE R
SEs<23°22802835¢8 =< £ 8 5575392283 8658%%5s58
S =< =353 00 za05uw =<
BBank xxx TDs B Bank xxx TDs BCall a/c B Cheque alc ‘ l ®90+ Days 090 Days =60 Days 830 Days B Current l

Areas to Note:
1.

Exhibit 2.5. Reporting the summarised balance sheet.

Tell management that debtors are $3m rather than $2,867,234; I can
assure you they will remember $3m but have forgotten the other number.
The graphs focus on main balance sheet issues such as debtors ageing,
stock levels and cash. The notes cover the main highlights and action steps
to take. There would be no other commentary on the balance sheet.
Another point is that every line added to a balance sheet serves to confuse
management and benefits only the accountants. The detailed balance
sheet, balanced to the cent, should be left to the accountants’ working
papers!
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2.6. Reporting a Profit & Loss forecast

Features: Rolling quarterly forecast showing year end position and the remaining five quarters of the 18 months forecast. Whilst Q2
is forecast monthly it may be shown as a quarterly number. The expenditure graph looks at the main 3 expenditure lines and
highlights where budget holders are playing the old game of locking in slack. The revenue graph highlights the reasonableness of the
sales teams’ projections. Also included is a management overview which rounds the year end number to land on something more
realistic and easier to remember..

Summary of Forecast Profit & Loss for the period ending
* includes estimate for December
| Quarter 2 | |Quarter3 |Quarter4 |Quarter5 |Quarter 6 Areas to Note
9 months to 1
$M 3112 * Jan Feb Mar Y/E forecast Apr May Jun Jul-Sept Oct-Dec Jan-Mar Apr-Jun
2.
| Y |
INCOME
Income 1 565 65 65 7.0 76.5 6.5 6.0 6.5 18.5 18.5 18.5 18.0 3.
Income 2 352 39 441 4.3 47.5 39 37 39 11.0 11.2 11.4 11.0
Income 3 227 25 27 29 30.8 25 23 25 6.8 7.0 7.2 6.8
Total Revenue 1144 129 13.3 142 154.8 12.9 12.0 129 36.3 36.7 37.1 35.8 4.
EXPENDITURE 5.
Cost category 1 35.4 4.6 4.7 4.6 49.3 48 49 48 12.4 14.4 14.6 12.0
Cost category 2 15.9 2.0 2.1 22 22.2 22 23 24 6.7 6.6 6.8 7.0
Cost category 3 9.5 1.1 1.2 1.1 12.9 1.3 14 13 4.0 3.9 4.1 3.6 6.
Cost category 4 5.7 0.6 0.5 0.6 7.4 0.8 07 08 23 1.8 2.0 2.1
Cost category 5 4.3 0.5 0.6 0.5 5.9 0.7 08 07 2.2 21 23 1.8
Cost category 6 41 0.5 0.4 0.5 5.5 0.7 06 07 2.0 1.5 1.7 1.8 7.
Other operational costs 8.1 0.9 1.0 0.9 10.9 1.1 1.2 141 3.4 3.3 3.5 3.0
Total Expenditure 83.0 10.2 105 10.4 114.1 11.6 119 11.8 33.0 33.6 35.0 31.3 s
Management overview (0.7) :
Net Profit 314 27 28 38 40.0 1.3 0.1 1.1 3.3 3.1 2.1 4.5
Key Income Streams Key expenditure lines
CL I G e — e G — 16
15 4 : 12 4 eyt .m
I e PG SN i
i < > — —
e .\.\'__._.—__ol——*\.\_.—__._.\_. 8 Actual qi/‘/a‘.ﬂecﬁt.———t
51 < == 4 1 !
< Actual > Forecast ———» =4+ "
0 T T T T — T T T 0 . . ! . .
L O R A L R T T S R R R A B
Q Q E c Q Q E c Q Q E c a o I a o = o %) =
& &8 = 3 & &8 = 3 & & = 3 & 8 & 5 8 8 5 5 & 8 5 5
- Rev 1- Actual Rev 1 - Forecast —— Rev?2- Actual -t Cost 1 - Actual Cost 1 -Forecast —— Cost 2 - Actual
—e— Rev 2 - Forecast —=— Rev 3 - Actual —— Rev 3 - Forecast —&— Cost 2- Forecast —#— Cost 3 - Actual —*— Cost 3 - Forecast
---4---- Rev 1 - Actual —&— Rev 1 -Forecast Rev 2 - Actual -4 Cost 1 - Actual —&— Cost 1 - Forecast Cost 2 - Actual
Exhibit 2.6. Reporting a Quarterly Rolling Profit & Loss forecast
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2.7.

Reporting a daily cash flow forecast

Features:

1. List all
cashflows
indicating date
of payment and
whether
estimated
actual

2. Automate

placement of

these cashflows

Focus on major

flows of your top

3-5 customers

and suppliers

4. All other
operating
expenditure is
based around
some trend
analysis you
have performed
and relates to
known flows in
month and
seasonal
fluctuations.

5. The graphs
show 10 weeks
of the past and
13 weeks of the
future.

major

or

3.

Summary of cashflow for the next 13 weeks Last week
Cash
2-Jul 3-Jul 4-Jul 5-Jul 6-Jul 9-Jul etc Day25 Week6 Week7to 12 Week #13 Actual Forecast Variance
Actual /
Revenues Amount  Estimate Date
Key customer (over 10% of total revenue) cashflows
Customer #1 340 E 4-Jul 340 etc 690 etc etc etc 340 280 60
Customer #2 280 E 2-Jul 280 etc 580 etc etc etc 1,500 735 570 165
Customer #3 640 E 3-Jul 640 etc 690 etc etc etc 550 490 60
Other customers - paying by EFT (DC and DD) 410 230 250 180 210 230 etc 405 800 etc etc etc 800 -
Other customers - check payments 2,550 1,800 1,900 1,800 1,750 1,900 etc 2,000 10,200 etc etc etc 10,200 13,700 13,550 150
Revenue cashflows 3,240 2,670 2,490 1,980 1,960 2,130 - 2,405 12,960 12,500 15,325 14,890 435
Known Expenditure - etc - etc
Rent 2500 A 2.0ul (2,500)
Salaries 5280 A 9-Jul (5,280)
Employee deductions paid to tax authorities - June 1130 A 6-Jul (1,130)
Company pension contribution - June 750 A 5-Jul (750)
BP Oil 2150 A 9-Jul (2,150)
major creditor #2 1900 A 9-Jul (1,900)
major creditor #3 1650 A 9-Jul (1,650)
major creditor #4 1400 A 9-Jul (1,400)
Purchase of Toyota crane 3200 A 2-Jul (3,200
Purchasing card payment 1200 A 2.0ul (1,200
Advertising 450 A 2-Jul (450)
Power 320 A 2-Jul (320)
VAT (GST) payment 450 A 2-Jul (450)
Income tax payment etc (1,000 (2,940) 1,940
Minor suppliers on EFT (110) (120) (220) (110) (120) (220) etc (320) (1,500) etc (1,500) (720) (1,120) 400
Other operating costs - check payments (180) (190 (200) (180) (190 (200) etc (210) _ (5,500) etc (5,500 1,350) 1,250 100)
Operating free cash flow (5,170) 2,360 2,070 940 520 (10,670) 1,875 5,960 5,500 12,255 9,580 2,675
Interest expense 240 E 2-Jul (240) etc (240)  (240) etc (240) (480) (480)
Dividends 3000 4 2.0ul (3,000 etc - - etc - | (3,000 (3,00)
Capital expenditure 400 E 9-Jul (400) etc etc (1,200) (400) (400)
Other items e.q. proceeds, other income 20 20 40 40
Total cash flow (8,410) 2,360 2,090 940 520 (11,050) 1,635 5720 4,060 8,415 5,740 2,675
Closing Bank Balance (2,500) 10,910) 8,550 6,460 5,520 5,000 16,050 4,825 895 4,955 2,500 2,750 2,675
10,000 Key Revenue Streams in Cashflow Areas to Note
1
- \—.—/\
2.
0 .
H = = = = = = = = = H H H H H H H H H M M M M
‘ —+—Customers on DD —+—Top 3 customers ——Other customers ‘
a.
Key Expenditure Lines in Cashflow
6000
3000
N
e 72 % 3 ¢ % ¥ % ¢ gy ¢ ¥ ¢ @ T ¢ %y o 2 o &£ g e
¥ = 3 5 % 5 5 % 5 5 ¢ £ % % % % £ £ % : i i :
\ —+—Major suppliers on DC Minor suppliers on DC —— Other operating

¢

¢

Exhibit 2.7 Reporting a daily cash flow forecast
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2.8.

Reporting a monthly cash flow forecast

Features:

1. Go out around six months.
Anything longer will be very
error prone.

2. Stating a month-end bank
balance is a risky business.
A large transaction on the
last day can have a major
impact. It is best to show
the likely range of bank
account movements during
each month.

3. Free cash flow is an
important number to focus
your commentary on.

4. The three graphs can also
show some prior history. I
would recommend the
same amount of time
looking back as forward.

6. Showing last actual
month’s cashflow against
most recent forecast may
be showing too much until

N Summary of cashflow for the 6 months to

Last Month
Cash

YTD Jan Feb Mar Apr May Jun Actual Forecast Variance
EBIT 40,100 3,300 3,400 3,500 3,600 3,700 3,800 3,250 3,700 (450)
Add loss- deduct profit on sale of assets - - 100 200 300 400 500 (50) - (50)
Add back depreciation 8,200 700 800 900 1,000 1,100 1,200 650 655 (5)
Other non cash adjustments - - 100 200 300 400 500 (50) 50 (100)
Cash working profit 48,300 4,000 4,400 4,800 5,200 5,600 6,000 3,800 4,405 7 (605)
Working capital movement (WCM)
Receivables 12,200 1,000 1,100 1,200 1,300 1,400 1,500 950 950
Inventory 5,200 400 500 600 700 800 900 600 450 150
Creditors (5,100) (400) (300) (200) (100) - 100 (450) (100) (350)
Provisions 400 - 100 200 300 400 500 100 110 (10)
Total WCM 12,700 7 1,000 7 1,400 7 1,800 2,200 2,600 3,000 1,200 2,200 (1,000)
Tax paid (2,500) (200) (100) - (100) - (100) (250) (220) (30)
Capital expenditure (1,200) (100) - 100 200 300 400 (150) (200) 50
Proceeds on sale of assets 100 - 100 200 - - 100 (50) - (50)
Free cash flow 57,400 4,700 5,800 6,900 7,500 8,500 9,400 4,550 6,185 (1,635)
Interest expense (600) (100) (100) (100) (100) (100) (100) (150) (140) (10)
Interest income 4,000 300 400 400 500 600 600 250 200 50
Dividend and equity movement - - 100 - - - 100 (50) - (50)
Net drawdowns and repayments (4,000) (300) (200) (100) - (400) (500) (350) (350)
Total cash flow 56,800 4,600 6,000 7,100 7,900 8,600 9,500 4,250 5,895 (1,645)
Bank account estimated low 13,000 18,000 25,000 32,000 40,000 50,000
Bank account estimated high 16,000 22,000 30,000 39,000 48,000 60,000

Revenue Declining as Expected Notes
8,000 1. December actual cashflow was $ ,000 less than forecast, of this $ ,000 was
[ P A P slippage in
T T a

4,000

2. revenue is expected to

you get better at cash flow § ® 3 é g § ifi.ctrr;zrsixip;enditure is forecast to be higher in May & June due to an expected large
forecasting. ——Revl —+—Rev2 --&-Rev3
7. Notice that graph title is
stating the key Expenditure Under Tight Control Cash Balance Growing Steadily
observation. 0000
60000
40000
20000
.| B o S S
= o N N > - Jan Feb Mar Apr May Jun
g g 2 2 ] 3
—+—Low level in month —Highest level in month
‘ - +--Cost 1 ——Cost 2 Cost 3 ‘
Exhibit 2.8. Reporting a monthly cash flow forecast
Working guide Lean one-page reporting for the Finance team Copyright ©2022 Page 15

by David Parmenter

parmenter@waymark.co.nz www.davidparmenter.com




2.9. Other cash flow forecast graphs

$000s Cashflow activities and their impact on the bank balance $000s
800 ; 10,000
. Actual > Forecast e
|
600 + : . + 7,500
- =t
__ : ] =
[ =
400 + ____i_ | + 5,000
T
. " ——— & — ] i
[
200 + [ + 2,500
[
!
[
M | |
0 : t : : : t : { t : : 0
- T il - )
] = = B = e = | B ] ]
3 = 2 = = s H = c = =]
s & & & s & = ' &8 3 5 3
-200 -2,500
‘ == Operating B nvesting —+—Bank Balance |

Features: Some people may want to show the cash flow as a source and
disposition of funds. This graph is useful if you want to show the resulting bank
balance. The right-hand side scale is the bank balance, and the scale should be
coloured in the same colour as the bank balance line.

J [ Operating [ Investing —e— Financing M A M

Features: Some people may want to show the cash flow as a source and
disposition of funds. This graph shows clearly the impact of the three main
components.

Exhibit 2.9. Other cash flow forecast graphs
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2.10. Reporting capital expenditure

Capital Expenditure for the Period Ending 31 December 20__

% Spent YTD Actual Annual Budget Outstanding

Div 1 50% 45 90 45
Div 2 31% 25 80 55
Div 3 70% 63 90 27
Div 4 2% 93 130 37
Div5 56% 25 45 20
Other Divs 58% 105 180 75

Average 56%
% of Year Gone 75%
Total 356 615 259

% Spent of This Year's Capital Expenditure

80%

60% - -

40% A

20% A

0% T T T T T T T

Div 1
Div 2
Div 3
Div 4
Div 5

Other Divs

Average

% of Year
Gone

Areas to Note
1.

Exhibit 2.10 Reporting capital expenditure

Features: This contrasts the percentage of capital spent on a key project
against the percentage of the year gone. Provides a warning to management
about project slippage which leads to a deferral of technology benefits and
rushed purchasing towards the end of year.
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2.11. Treasury graphs

500 T Actual/Proje cted Facilities Usage
e S S —

400 T

I Borrowing Balance

300 T —a— Committed Facilities

—a— Total Approved Facilities

200 T

100 +

600

500 1

400 +

300 T

200 T

Total Debt $M

100 +

— maturity of current debt ====Upper treasury limits

====Lower treasury limits

Exhibit 2.11 useful treasury graphs

Feature: These two treasury graphs show the current and forecast use of bank
facilities and the maturity profile of the current debt. The cascading upper and lower
limits shown on the graph indicate that it is a better practice to spread the maturity
dates.

One Tyre distributor monitors key financial data and some performance measures on
a daily basis, Branch by Branch. The SMT have a 9 o’clock news report every morning,
giving yesterday’s sales by branch as well as information about sales of key products.
This is followed up by further weekly information on other key drivers such as payroll
costs, gross margin.

At the monthly management meeting to discuss the results the CFO places the
finance report face down in front of each senior team member and says, “"Guess what
the bottom-line is?” Even the HR manager is able to enter the sweepstake guessing
the month-end result. The HR manager may think ‘We had 17 out 23 good sales
days and the other 6 were not that bad, costs were in control so we must be between
$100-155K. I will go for $120k’".

The month-end has now become less important and consequently the board papers
reduced to 15 pages.
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3. Modifications to month-end reporting

Traditional reporting, as you may well have been faithfully replicating for several
years, has been radically challenged by the lean movement and the advent of rolling
planning.

3.1. The impact of the lean methodology on traditional reporting

New thinking about reporting has come out of the lean movement with writers such
as Brian Maskell and Frances Kennedy! pointing out that accounting, control and
measurement methods need to change substantially.

Advent of value stream accounting

A value stream is a collection of products that share the same processes and include
the costs from all people and resources involved in value stream. Brian Maskell has
stated that “A value stream is a sequence of steps both value adding and non-
value adding required to complete a product, or service from beginning to
end”.

Instead of looking at departments, business units or product costs we look at the
value streams. These value streams can be one product, or a cluster of products
that go through a similar process. In the example below we are looking at a company
that makes only two products, which in this case, are quite different.

The main differences include:

® Labour and machine costs are assigned directly to value streams using some
simple cost driver, but such allocations are held to a minimum, certainly not
using activity-based costing models. The existing labour force is not treated as
variable unless you need to employ extra staff

= Sustaining costs, which are necessary costs that support the entire facility, but
cannot be directly associated with particular value streams, are not allocated to
value streams and are shown in a separate column. Sustaining costs include
management and support, facility costs, information technology, and human
resource management costs that are not associated directly with a value
stream.

= Inventory changes are reported separately as below-the-line adjustments and
reported for the entire entity, not the separate value streams. This allows the
value stream managers to assess their individual value streams without the
complexities of the inventory changes affecting the value stream profit. If the
company succeeds in adopting just-in-time inventory methods, the issue would
largely disappear. Consequently, the motivation for manipulating inventory
values also disappears.

®= Under lean accounting, occupancy costs are actually assigned to value streams
according to the amount of space used. Assignment of these costs provides
motivation for the value stream teams to reduce occupancy costs. However, no
attempt to absorb all of the occupancy costs is required. Space not used by a
value stream is charged to sustaining costs. As a result, occupancy costs are
handled in a similar manner to traditional accounting, but they are assigned to
value streams instead of other cost objects such as products or divisions.

®=  Standard costs and price and volume variances, a backbone of classical
management accounting is abandoned

= Very few allocations are used - other than allocation of occupancy costs.
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= Costing of a product is not related to the amount of labour or machine time
used, it is based upon the rate of flow through the value stream. This impact is
shown in a later section.

There is a marked change in the way we report performance to management when

using value stream reporting. Instead of showing performance in a conventional

way, as shown below in Exhibit 3.1, we now look at the value streams, see exhibit

3.3.

Tradtional Income Statement

S
Sales 100,000
Cost of Goods Sold -70,000
Gross Profit 30,000
Operating Expenses -28,000
Net Operating Income 2,000

Exhibit 3.1 Reporting the results of a manufacturer

Value Stream Income Statement

Camry Corolla Sustaining  Total Plant
Sales 60,000 40,000 100,000
Material costs -20,000 -15,000 -35,000
Employee costs -9,000 -8,000 -5,000 -22,000
Machine costs -10,000 -5,000 -15,000
Occupancy costs -6,000 -4,000 -5,000 -15,000
Other costs -1,000 -1,000 -2,000
Value stream costs -46,000 -33,000 -10,000 -89,000
Value stream profit 14,000 7,000 -10,000 11,000
Inventory reduction additional cost 0
Inventory increase (reducing costs) 3,000
Plant profit 14,000
Corporate allocation -12,000
Net operating income 2,000

Exhibit 3.2 Reporting the results of a manufacturer through value streams

Besides the P/L differences we also show results differently for product costing,
pricing of one-off deals, and plant comparisons.

The need to change reporting when reducing inventory levels

The change in accounting is very important if you are to show the correct impact of
the benefits of lean. Otherwise management can feel disappointed with the results
as subsequent months get hit by a double charge of overheads. Since we are no
longer producing goods to add to existing stock levels all the current period’s
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overheads are absorbed along with the overhead capitalised in the brought forward
inventory that has now been sold.

Imagine two identical plants. One is not lean and has in fact increased inventory
levels at month end and the other, an adapter of lean has reduced production and
sold off excess inventory, and reduced overtime. The comparison requires a careful
eye.

Looking from the traditional accounting standpoint the lean operation has been
disappointing, see Exhibit 3.3. Profit is down from $390,000 to $280,000 and return
on sales is 8% down from 11%.

Plant 1 Plant 2 (Lean)
Sales 3,500,000 3,500,000
Opening Stock -2,000,000 -2,000,000
Material Costs -1,850,000 -1,450,000
Employee Costs -450,000 -400,000
Equipment Related Costs -160,000 -160,000
less Closing Stock 2,140,000 1,580,000
Cost of Sales -2,320,000 -2,430,000
Gross Profit 1,180,000 1,070,000
Occupancy Costs -120,000 -120,000
Sustaining Costs -310,000 -310,000
Corporate Allocation -40,000 -40,000
Other Costs -320,000 -320,000

-790,000 -790,000
Net Operating Income 390,000 280,000
Return on Sales 11% 8%

Exhibit 3.3 Reporting the results of a manufacturer in the traditional way

But in reality, the lean plant had:

e trained all the plant’'s employees in lean concepts and had deployed them in
small teams to make improvements to the equipment set up, placement, and
maintenance

¢ reduced overtime, saving $50,000 this month

¢ reduced batch size - resulting in lower finished goods levels and faster lead
times

e generated extra cashflow through eliminating large amounts of WIP and
finished goods and reducing overtime payments.
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So we need to show the lean operation in a different way as set out in Exhibit 3.4.
We now focus on the value stream profitability. We split the inventory movement
between materials which are a direct cost and the overhead component.

Now the lean plant shows a $50,000 advantage and operating drop is seen as a one-
off cost of overhead from prior periods.

Plant1 Plant 2 (Lean)

Sales 3,500,000 3,500,000
Material Costs in Month -1,850,000 -1,450,000
Net Movement in Materials 100,000 -300,000
Employee Costs -450,000 -400,000
Equipment Related Costs -160,000 -160,000
Occupancy Costs -120,000 -120,000
Other Costs -320,000 -320,000

-2,800,000 -2,750,000
Value Stream Profit 700,000 '20% 750,000 21%
Sustaining Costs -310,000 -310,000
Inventory Reduction (labour and overhead from prior periods) -120,000
Inventory Increase (labour and overhead carried forward) 40,000
Plant Profit 430,000 320,000
Corporate Overhead Allocation -40,000 -40,000
Net Operating Income 390,000 280,000
Return on Sales 11% 8%

Exhibit 3.4 Suggested lean report for the correct decision to be made

3.2. The Toyota A3 investment proposal

One of the important principles that make Toyota so successful is the need for
transparency. This view is carried through to their investment proposals. All
proposals have to fit on an A3 page - a very difficult task. It ensures clarity of thought
and reduces the possibility that the proposal will be 50 pages because it represents
a $500m investment. Toyota has recognised that a large investment document will
not be read or fully understood by all the decision makers. In fact, the larger the
document the less there is ‘clarity’ for decision making. A must-read book is ‘The
Toyota way’ by Jeffery Liker where the Exhibit 3.5 came from.
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3.3. Quarterly rolling forecasting / planning

The quarterly forecasting process is where management sets out the required
expenditure for the next 18 months. Each quarter, before approving these
estimates, management sees the bigger picture six quarters out. As you can see
from Exhibit 3.6 below the annual plan is a by-product of one of these quarterly
forecasts. All subsequent forecasts while firming up the short-term numbers for the
next three months also update the annual forecast.

Budget holders are encouraged to spend half the time on getting the detail of the
next three months right as these will become targets, on agreement, and the rest of
the time on the next five quarters. Each quarter forecast is never a cold start as
they have reviewed the forthcoming quarter a number of times. Provided you have
an appropriate forecasting software management can do their forecasts very quickly,
one airline even does this in three days!! The overall time spent on the four
forecasts, one of which being a two-week annual plan, is no more and in many cases
much less, than the typical annual planning and budgeting process.

Exhibit 3.6 How the rolling forecast works for a organisation (June year end)

Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
X 18 months

X 18 months

First look at the annual plan 18 months

o~
.
L
r

X : | | |Annual plan finalised

X L L

x_Quarterly update of rolling forecast (during 2nd week)
Forecast monthly in detail (50% of forecast time spent getting it right)
Forecast monthly
Forecast in quarterly splits, although some budget holders may want to do it monthly

18 months

The key points of a rolling forecast are:

=  Budget holders provide an annual plan through the bottom-up rolling quarterly
forecasting regime but are not assigned those funds, this is done on a quarter-
by-quarter basis

= monthly reporting is more meaningful as it measures performance against the
most recent forecast and not a monthly split of the original annual plan

= each subsequent forecast is still expected to put the ball through the posts at the
end of the field (year-end annual plan) the difference being the ball carries on to
the next pitch (into next year). e.g. budget holders always looking forward 18
months

= forecasting is carried out on an appropriate planning tool that can handle a
bottom-up forecast once a quarter - Excel is not, and has never been, an
appropriate tool for a key company system

3.4. Reporting against a recent forecast rather than a budget

Organisations who are using rolling forecasting and planning, are no longer
comparing actual against a flawed monthly budget. Instead, they compare last
months actual against the most recent forecast see Exhibit 3.7. The year to date
(YTD) actual is no longer compared against a YTD budget. Instead YTD progress is

Working guide Lean one-page reporting for the Finance team Copyright ©2022 Page 24
by David Parmenter parmenter@waymark.co.nz www.davidparmenter.com




evaluated alongside progress against the year-end forecast and the accompanying
trend graphs. Trend analysis now becomes much more the focus. The forecast year-
end numbers are now more prominent and moved to where the YTD numbers are
traditionally placed. Commentary is much more targeted as there is little scope for
the “explain it all away” timing difference comment as the forecast is updated
quarterly.

It is best to erase the word budget and replace with forecast, or target, or expected
actual etc. The YTD actual is no longer compared against a YTD budget, it is
compared against last year’s YTD or against the full year’s forecast e.g. if we are
75% through the year, we might expect an expenditure category to be between
70% —80% of YTD total!

Exhibit 3.7: Reporting with a rolling forecast target

Operating Statement for the Period Ending 31 March
[ Month $000s | | Full Year $000s | |YTD (75% of year) |
Actual Forecast Variance Forecast Annual Variance Actual % of
Plan Forecast
Revenue
92 150 -58 x Revenue #1 1,200 1,600 -400 = 991 83%
95 90 5 Revenue #2 980 1,100 -120 = 753 7%
85 80 5 Revenue #3 860 900 -40 675 78%
75 60 15 Other Revenue 750 700 50 ® 567 76%
347 380 -33 <4 Total Revenue 3,790 4,300 510" « 2,986 79%
Expenses
87 80 7 Business Unit #1 930 900 -30 656 1%
21 25 4 Business Unit #2 210 230 20 156 74%
24 15 9 Business Unit #3 240 180 60 x 195 81%
5 10 5 Business Unit #4 60 120 60 46 7%
28 30 2 Business Unit #5 300 350 50 214 71%
20' 30' 10 Other Business Units 260" 320" 60 208  80%
185 190 5 Total Expenses 2,000 2,100 100 © 1,475 74%
162 190 -28 x  Surplus/(Deficit) 1,790 2,200 -410 « 1,511 84%
$000s Major Costs Net Profit Before Tax
120 2,500
2,000 l s ’
90 1 .=
1,500 1 ',,
| -
€0 1,000 __—’—— |
T =" 1 _ Forecast
30 1 500 g .
=" - !
o e S—
ST T .
OBusiness Unit#1 DOBusiness Unit#2 M Other Business Units ‘ YTD Actual Budget YTD Forscast == =Lastyear
Highlights:
1.
2.
3.
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Commentary is much more targeted as there is little scope for our “explain it all
away” timing difference comments as forecasts are only, at worst three months old.

You still need to report against the annual plan but you will only do this at the end of
each quarter, when the forecast has been updated. In other words, you still need to
get the ball through the goal posts, albeit from a different side of the field than you
first thought. This is particularly important in the public sector where there is much
accountability for what you said you were going to achieve and the cost of doing so.

3.5. Reporting the strategic objectives/ risks/ costs pressures

Finance teams are realising that the finance report needs to also focus on strategic
issues. If the finance team does not do this another team will do it. I have come
across the following reporting that I recommend to you:

» Reporting monthly the progress against the strategic objectives/themes and
the initiatives within them, see Exhibit 3.8. The example uses a simple traffic
light display.

= Monthly/Quarterly report about major risks and costs over a certain figure, see
Exhibit 3.9. Please note that you are talking about uncertainty so avoid using
3.75m when $3-4m would be better.

= A quarterly look at cost pressures, in more detail, as they are affecting this
year compared with previous years, , see Exhibit 3.10. If you are in a sector
where future costs are more predictable you could look at the current year and
the next 3 to 4 years.
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Exhibit 3.8: Reporting progress against the strategic objectives and the initiatives

‘ Warning: little progress made Progress Against Strategy

O Some progress but behind schedule Status as 30 June
O On ftrack or finished

Comments (required action if amber or red)
Strategy one

A1 Initiative

Completed in third week of May

A2 Initiative

A3 Initiative

Strategy two X000XXXXXXXXXXXXX

B1 Initiative
B2 Initiative Completed in March
B3 Initiative On track, completion date mid Sept

Strategy three XX00000XXXXXXXXX

C1 Initiative Completed in third week of May
C2 Initiative Completed in third week of May
C3 Initiative On track, completion date end Dec

Strategy four XXO0OXXXXXXXXXXXXXX

Ce® OO0 000 @00

D1 Initiative

D2 Initiative

D3 Initiative Completed in third week of May
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Exhibit 3.9: Reporting major risks and cost pressures

‘ Major risk
O Some risk
O Little or no risk

CAPEX shortfall
Loss of customer XYZ

Loss of

With drawing product

Major Risks
Status as 30 June xx of all risks with a potential cost of over $xm

$m

Risk

20 20 20 20_ Level Mitigation action

4 6 1 -8

-3 -15 -23  -23

O00O0

Payroll increase over current year costs

Pension funding shortfall

Anticipated lease agreement increases over
current year costs

Increase costs over current year levels

Offset by additional revenue

Extra profit due to price increases creating
greater margin over current year levels

Extra profit due to new product revenue

Net operating shortfall to manage

-3 -15 -23 -23

-20 -25 -30 -35

-3 25 -25 -25

-36 -65 -78 -83

25 28 31 34

10 15 20 25

@00 eo0e00
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Exhibit 3.10: Reporting major cost pressures in more detail

Cost pressures

Curren
tyear -1 -2 -3 44
20 20__ 20__ 20__ 20__

CAPEX shortfall

Capital expenditure needed -5 -40 -27 -28 -50
Asset sales 1 0 8 0 4
Capital expenditure funding 35 30 30 25 25

Net shortfall to manage -19  -10 11 -3 -2

Major risks associated with increase costs over current year

levels

Payroll increase over 20__ costs -65 -55 -52 -40 -25

Increase in (key raw material) -80 -40 -20 -20 -20

Pension funding shortfall -50 -25 -30 -35 -25

Anticipated lease agreement increases over 20__ costs 30 25 25 0 0
Potential cost increases -225 -145 -127 -95 -70

Offset by:

Extra profit due to price increases in product over

20 levels 50 42 45 30 25

Extra profit due to price increases in product over

20__ levels 45 40 35 25 25

Extra profit due to new product revenue 35 30 3% 25 15
Net shortfall to manage 95 -33 -12 -15 -5

Planned course of action:
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3.6. Making your project reports decision based

Project reporting can be a huge burden on a project team, consuming significant amounts of
time, creating documents that are too long, poorly structured, and often lacking quick
reference action points.

Project management software was first designed for very complex projects such as “putting
a man on the moon”. Project managers charging in excess of $200 per hour for their time
can spend it completing endless progress schedules. As a rule of thumb, if more than 5%
of the project time is spent on reporting, balance has been lost. Project reporting is best
managed by progressively updating a PowerPoint presentation. This means that at any time
the project team can give an interesting and informative progress update.

I believe it is only worthwhile measuring metrically, by that I mean without estimate, those
performance measures that are so fundamental to the organisation that they affect nearly
every aspect of its operation. For example, British Airways “late planes” measure (see
Management Magazine October 2002). "“Project progress” certainly does not fit into this
category and hence I promote a four-quadrant project management approach. To me a
project is either 0%, 25%, 50%, 75%, 100% complete. I am not interested in any
other in between assessments as by their nature they can only be very arbitrary.

Exhibit 3.11 Reporting against a whole series of projects (30 or more)

Project office status report - June

Highlights:
Business unit#7 projects
1.
Business unit#6 projects
|

2.

Business unit#5 projects :

Business unit#4 projects .
3.

Business unit#3 projects

Business unit#2 projects 4.

Business unit#1 projects F

0 2 4 6 8 10 12 14 16
Count of projects business units

[ ®Riskof Non-Completion  BBehind BOn-Track ODone |

Projects at Risk of Non-Completion at year-end.

Previous project at Risk of Non-Completion

Features: Summarises the status of projects. Useful for private and public
sectors. The latter can call it a summary of the statement of intent (SOI). This
one page focuses not only on projects at risk of non-completion at year end
but also on the success stories.
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Project reporting can be a huge burden on a project team, consuming significant amounts of
time, creating documents that are too long, poorly structured, and often lacking quick

reference action points.

Exhibit 3.12 Reporting progress of the major projects (less than 10)

The Top Ten Projects Status Report - June xx

Accounts Payable System [————————

Revenue Forecasting

0% 25% 50% 75%

100%

O Done B On-Track OBehind W Risk of Non-Completion

Highlights:

1. X XXXXXXX XXX XXXXXX
XXX XXXXXX XXXXXXX XXXXXXXX XXXXXXX XXXXXX.

2.X XXXXXXX XXXXXXX XXXXXX.

3.X XXXXKXX XXX XXXXXX XXX
XXKXXXX XXXXXXX XXXXXXXX XXXXXXX XXXXXX.

4.X XXXXXXX XXX XXXXXX
XXX XXXXXX XXXXXXX XXXXXXXX XXXXXXX XXXXXX XXX

5.X XXXXXXX XXX XXXXXX
XXX XXXXXX XXXXXXX XXXXKXXX XXKXXXX XXXXXX XXX XXXX XXXXX XXXXXXXX.

0-25% quadrant: Key
decision is do we still need
this project? - If we are too
busy let’s stop the project
now.

26-50% & 51-75%
quadrant: This is where
the main “cost over-run”
damage is done and hence
a high degree of control is
needed.

76-100% quadrant: At
this stage any substantial
over-run is history it is a
sunk cost, the focus on
management should be on
completion almost

regardless of cost.

The key message for projects in the last quadrant is to finish the project no matter what the
sunk cost is. It is thus not particularly helpful for the accounting team to constantly focus
on the over-run. It would be far better to focus on the remaining costs and compare these
against the benefits of finishing. Post project is the place for post-mortems. This will help
reduce the tendency for staff to remove themselves from an over-running project to a project
with a new budget.
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4. Dail weekly reportin

4.1. Yesterday’s sales report

If the CEO and SMT receive a report on the daily sales, they will understand better
how the organisation is performing.

Set out below in Exhibit 4.1 is an example of how this could be done. The sales are
analysed into the four types of customers using Harry Mills, ‘DROP” method, from his
‘Rainmaker’ book. The top customers are diamonds, the next level rubies, then opals
and the lowest level are pearls, which you now get given to you for spending US$20
in a store in Kuala Lumpur.

Exhibit 4.1 Yesterday’s sales report

Daily Sales Report

\I $000s |
Daily
Yesterday's Average >$100k
Sales Last90 days Variance & >10%
Sales by key product
Product 1 450 400 50
Product 2 440 560 -120 x
Product 3 375 425 -50
Other products 185 175 10
Total Sales 1,450 1,560 (110)
Sale by branch
Branch 1 580 700 -120 x
Branch 2 440 420 20
Branch 3 220 210 10
Branch 4 180 160 20
Other branches 30" 70" -40
Total Sales 1,450 ° 1,560 (110)

2500 7

2000 - VA T4 A)

1500 | 7 A 7 Ss
1000 -

500 -

S TN I B« B S R T N B N 2
\\\ NG AN ot RNV 'SQI ’8\’» ’tﬁ’»

A S S S PP F I
=== Total Sales —— Monthly Target (average daily amount)
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4.2. Weekly key customer’s sales

On a similar vein it is important for the SMT to monitor how products are being
purchased by the key customers. This is especially important after a launch of a new
product, or, after your competitors launch a new competing product. Set out below,in
Exhibit 4.2, is an example of how this could be done.

Exhibit 4.2 Weekly sales to key customers

Weekly Sales of the Top Three Products to Major Customers

$000s
Last Weekly Avg.
Week's Last 180 >$100k
Sales days Variance & 10%
Customer #1
Product 1 450 400 50
Product 2 400 460 (60)
Product 3 340 310 30
Other products 375 425 (50)
Other products 185 105 80 v
Total Revenue 1,750 1,700 50
0
Customer #2 0
Product 1 340 480 (140) x
Product 2 380 450 (70)
Product 3 120 190 (70)
Other products 180 190 (10)
Other products 180 220 (40)
Total Revenue 1,200 1,500 (300) x
0
Customer #3 0
Product 1 220 160 60
Product 2 190 140 50
Product 3 160 120 40
Other products 190 150 40
Other products 1,140 1,130 10
Total Revenue 1,500 1,300 200 v

Wk -12 Wk-11 Wk-10 Wk-9 Wk-8 Wk-7 Wk-6 Wk-5 Wk-4 Wk-3 Wk-2 Wk-1 Current

Week
mmm Product 1 purchases by customer #2
—\Weekly average (based on last 6 months weekly average)
Areas to Note
1
2.
3.
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4.3. Weekly reporting in a lean environment

Lean has moved the focus of timeliness to the here and now. Cells or processes will
need daily and weekly information. Visual management is a cornerstone of lean
management. Lean accounting requires visual presentation of both financial and non-
financial measurements. The "Box Score" format commonly used in lean accounting
provides a one-sheet summary for a value stream showing the operational
performance, the financial performance, and how well the capacity is being used.

Exhibit 4.3 Weekly cell reporting using a box score

11-Jan 18-Jan 25-Jan 1-Feb 8-Feb 15-Feb = 22-Feb 1-Mar 8-Mar Goal
Operational  unit perperson 15 16 15 16 16 16 21
On- Time Shipment  100% 100% 100% 100% 100% 100% 100%
Dock-to-Dock Days 6 6 6 6 6 55 5.5
First Time Through 80% 80% 81% 85% 85% 87% 92%
Average Cost $343 $337 $362 338 $337 S35 $262
Capacity Productive 29% 29% 29% 28% 28% 28% 40%
Non- Productive 54% 54% 54% 52% 52% 52% 33%
Available 17% 17% 17% 20% 20% 20%% 27%
Financial Revenue $471 $485 $456 %490 $488 $526 $576
Material Cost $123 $125 $129 $132 S135 S137 $139
OtherVariable Cost S49 S50 $51 S54 $76 S87 S51
Fixed Costs $120 $120 $118 S116 S116 S116 $108
Profits $179 $190 $158 $188 $161 S186 $278
Return on Sale 38% 39% 35% 38% 33% 35% 48%

Staff Scoreboards are also common in the lean environment

MAJOR O-KM CUSTOMER COMPUANT

PRODUCTION EXPORT
TARGET

ACTUALS
FULFILMENT %
NEWS FLASH
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4.4. Weekly late project reporting

The world is full of innovative people who love to get on with a project but often fail
to tie up the loose ends or finish it. I am always encountering projects which are
stuck in limbo, and so will only be of value to the organisation when someone
refocuses and completes them. Exhibit 4.4 is a report format which I believe
should be tabled weekly to senior and middle management to enable them to focus
on completion.

Exhibit 4.4 Weekly late project reporting

Weekly Tracking of Projects That Are Past Their Deadline
Manager Number of Number of Total Projects
Projects Projects Currently Being
Running Late | Running Late Managed
Last Month
Kim Bush 7 0 8
Pat Carruthers 5 3 10
Robin Smith 3 3 12
3 2 5
List of Major Projects That Original Project Time to
Are Past Their Deadline Deadline Manager Complete
(Sponsor)
I AB (YZ) 5 days
| DE (RS) 15 days
Strategic Plan Project I AB (RS) 90 days
Balanced Scorecard Project I DE (YZ) 15 days
Rolling Planning Project I AB (YZ) 60 days

Features: This list will help promote finishing. There is a dual focus, on the project
manager and the project.
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4.5. Weekly list of overdue reports

Far too often reports get stuck in in-trays. This report will prevent that from
happening.

Exhibit 4.5 Overdue reports

Past Deadline Reports

Week Beginning __ /|

Report Title Date: of Manager’s Version # Original
First Draft In-Tray Deadline
Annual Report | DP >10 |
Annual Budget | DP >20 |
I DP >10 I
I DP 5 _
I DP 4 I
_ PC >10 _
/ PC 1 /_

Actions to be taken:

Annual Report

Annual Budget

Features: Focuses management on those reports that are well past their deadline.
The version # helps management realise the cost of revisions. The manager’s in-
tray column focuses on the guilty manager and helps encourage action.
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5. A Board dashboard

Board papers can reach mammoth proportions, tying up vast amounts of
management time in preparation. Often, the result is late Board meetings with
papers being sent to directors only a day or two before the meeting. The Board
meetings themselves can then be side-tracked by detail with strategic overview
inadequately addressed. In addition, Board meetings longer than five weeks after
period end must create a tremendous amount of confusion, the last month passed
being April but the report only discussing March results.

Directors themselves are often guilty of requesting changes to Board report formats,
or additional analysis without first finding out what such exercises will involve, or
giving staff guidelines as to how much detail is required.

A dashboard should be a one-page display (see the exhibit 5.1). There should 6-9
trend graphs and commentary should be included on this page.

A good dashboard with the KRIs going in the right direction, will give confidence to
the Board that the management know what they are doing, and the “ship” is being
steered in the right direction. They can then concentrate on what they do best,
focusing on the horizon, for icebergs in the first-class lounge, instead of parking
themselves on the “bridge” and getting in the way of the captain (who is trying to
perform important day-to-day duties).

A board dashboard completed overnight

One accountant, after attending a KPI workshop went home and
prepared a Board dashboard for the board meeting the following day.
It was not hard as most of the graphs required had been prepared for
previous papers. He simply updated and repositioned them. He arrived
early to meet the Chairman and said, “I know you do not like surprises
but I have just prepared a one page summary of the organization, I
think you will find it useful”. The Chairman agreed and opened the
Board meeting explaining the origins of this new one pager. It was such
a success that accountant was instructed to make it the first page of all
future the Board papers.
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Exhibit 5.1: An A3 page Board Dashboard

Dashboard for Board - March 20____

Financial Performance for the __ months ended

electrical consumer division and the

Areas of concern

« The expected shortfall at year-end is largely a result of the

division.

" The electrical consumer division decline is of concern. A special strategy

meeting is being held on xx June to investigate new revenue avenues to help

weather this storm.

Areas to Note

Full Yeal
Forecast

YTD
Actual Budget Variance'

55.2 60.1 49)
421 41.7 0.4
97.3 10138 (4.5)
50.2 53.4 3.2
28.1 26.0 (2.1)
10.2 115 1.3

45 3.0 (1.5)

5.1 53 0.2
98.1 99.2 11
(0.8) 2.6 (3.4)

20__
Plan Variance
736 85.9 (12.3)
56.1 59.6 (34)
129.7 145.4 (15.7)
66.9 76.3 9.4
35.6
14.7 16.4 1.7
5.0 (5.0)
6.8 7.6 0.8
11.8 7.6 6.9
117.9 137.9 (8.8)

1. Positive numbers represent under expenditure or additional revenue
2. xx.xx% of the year has been completed.

revious

month Movement

255 25.0 0.5
6.3 95 (32)
5.3 55 (02)
11.6 15.0 (34)
16.2 18.1 (19)

226 18.2 4.4

38.8 36.3 25
50.4 51.3 0.9)
9.1 95 (04)
5.3 6.1 (0.8)
6.3 65 (02)
20.7 221 7 (14)

4.2 4.2 -

All figures are $Ms
i i in Di Operating expenses (excl depn, amort. and int)
80% Staff satisfaction in Div 3 a concern tracking well % Return on capital Revenue
o~ 60%
60% %
\/‘ 2% Total Revenue
40%
40% 8% / Expenses
Personnel
20% 20% 4% Accommadation costs
Telecommunication costs
o 0% 0%
0% o T o T P T 5 T x XX s REEXEREXEERERRERXEX XX x x XRXXEXEEFEEEEEE S EER
X X % e 2 igcisEszcso9853 0585 oo s 20 co s >cs0ons a8 5 e
E s 5 3 E 235:85858%885325882835383% 3355:8588288533382388¢%§ Total
a—iv 1 a—Div2 Div3 ‘ ‘ — pctual a—Target ‘ ‘ e Actual e Target ) )
Surplus/( )
Steady increase in provision NPBT falling just short of Budget Alarming increase in accidents
250 40,000 20 200
200 - Statement of Financial Position
15 ~ ~ —onn 30,000 15 150 All figures are $Ms
100 20,000 10 100
50 SHAREHOLDERS' FUNDS
=M= .. ..M. N.N.N._N_N.N_A.A. A 10000 5 50
XX x ox X XXEEEXEXRRXXXE XXX Represented by:
e X i 0cass=2cs98520c5 5 )
3353888282833 2383823882 ¥ % oz X X F % ¥ %X % ¥ % Ehpo R R R E N R R E
5 3 3 § 8 5 5 & 5 3 8% % ER SRR RS- RS- Bl BB Bank and Cash
T $553858283537588338¢
2 8
Dadditional bedrooms Bloans underwritten Debtors
Total Current Assets
mgrants allocated for housing ~ OLow deposit rural loans WED O B YD Forecast e = Tenants E=staff  —#—Rolling 12 months _
Property and equipment
L Intangible assets
Rent arrears under control Good increase in new housing stock Waiting lists rising Total LT Assets
3,000 120 1600 Total Assets
2000 0 1200 Creditors and payables
Unearned income
800 Employee entitements
40 . e
1,000 200 Total Current Liabilities
Non Current Liabilities
0 0 §v §vxv§v§vxvxvxv§v§vxv§v§v§v§v§v§vxvxvx o Total Liabilities
X R OE R XX X X X % x5 X XXX 285:858555532583338588 I SE RS EEEEREREEEEE TN NET ASSETS
§3%§§2§%3’§$3§5’%§§ 2385888 L=2<23°>24028S8L= §$S§§%§§2§%3’§$8§§%§§
‘ B Rents coleted Srentamears ‘ ‘ 80-2 =3 04+ ‘ 8 Auckland ORest of country ‘

1. Working capital ratio: __:1

Areas to Note

Debtors have benefited from the work done to reduce outstanding debt.

The amount which is overdue more than 30 days is now $5.0m down from $5.5m
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Exhibit 5.2 Examples of key result indicators for a Board dashboard

Staff satisfaction: Div 3 Staff Satisfaction a Concern

80%

As one person said, “Happy staff I~

make happy customers, which make | ®” ] P
happy shareholders.” A  staff \/
satisfaction survey should never be | ,., |
sent out to all staff; instead a survey
should be sent to a statistical sample

run three to four times a year. This | % ]
will give more useful and timely

information. 0%

See my article on "How to seek staff o < a S -
.. = - =

opinion and not blow your budget” i °

www.davidparmenter.com. Div 1 Div 2 Div 3

Expenses to revenue as a ratio: Operating Exp (Excl Depn, Amort. and Int)

to Revenue Ratio exceeding expectations

how effective the organization has
40% A h
clearly shows if the cost of operations

The Board should be interested in | &%
been in utilizing technology and
continuous improvement. This graph
is tracking down as a percentage of | 20% 1
revenue.

0%

Aug xx |
Sep xx

Octxx |
Novxx |
Decxx |
Janxx |
Febxx |
Marxx |
Aprxx |
May xx

Jun xx

Julxx |
Aug xx

Sepxx |
Octxx |
Nov xx |
Decxx |
Janxx |

Actual Target

Febxx |

Mar xx

Customer satisfaction: Top 10% of customers satisfaction

. . 100%
In every organization, your

customers should be set out in groups ' | so% A

as to their importance to you. Airlines — /
have between four and five different | %71 =
categories for  their registered | ,., |
frequent flyers. Satisfaction needs to

be measured at least every three | 20% {
months for your key customers and

0%
for the next level down.

I believe the lowest group of 8 g 2 3 8
customers should not be surveyed as == Customers group A === Customers group B
they contain the disgruntled and price Customers group C
driven customers that are often not
profitable and thus can Dbe
abandoned.
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Value of new business: .
Value of new business $ms

All businesses in the private sector |4 |
need to focus on the growth of their
new offerings, their rising stars. In
the government and non-profit
sectors, this graph would look at the
take-up of new services. ] —

Aug xx
Sep xx 1
Oct xx
Nov xx
Dec xx
Jan xx
Feb xx
Mar xx
Aprxx
May xx
Jun xx
Jul xx
Aug xx
Sep xx

New product 1 New product 2

New product 3

Net profit before tax (NPBT): NPBT Falling Just Short of Budget

Since the board will always have a | o000
focus on the year-end, it is | __ | -
worthwhile showing the cumulative '

NPBT. This graph will include the | =o0.000 1
most recent forecast, which should be
updated on a quarterly basis bottom-

10,000

up. Note that the year-to-date budget °
line is not included. Instead we show
last year's actual progression which is

Oct xx
Nov xx
Dec xx

Janxx
Feb xx
Mar xx

Aprxx
May xx

Junxx

Julxx

Aug xx

Sep xx

a more valid comparison. e Vb Actml = Budget A vTD Forecast

Lastyear

Health & Safety: Reported accidents

20 200
The well-being of staff is a major |5 1 150
focus of responsible management,
and boards are interest in the status. |, | 1 100
For manufacturing, accident rate,
including near misses, should be the 5 | 1 5o
focus. In the service and non-profit
sectors, we might look at staff 0| o
turnover rate. X 3 3 X R R ERXEERERE
2353858685353 %9¢6
< » O Z° A-Sw=<s-5"3o0n
EmmDivi £E==3Div2 —#—Rolling 12 months
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Return on capital employed
(ROCE): 16%

12% A

. Return on capital employed

ROCE has always been an important
KRI and should not ever be called a
KPI. It is a result of all the actions of
management and staff over a period

8% A

4%

of time. 7 —
EE R EEEEEEE R R
88385882853 2882588¢88
‘ e Actual e Target ‘
CaShfIOW: Cashflow
20
- Fl I . l S [ ,/.
ettt CHCEEEELTEE TR (RR] =
graph should look | |,
15 months back = Investing
and 6 months | ' ' ' '
—=®—Financin
forward. 2L ’
-30 T
-40
Capacity: Capacity / utilisation

100% -
Monitoring the capacity of key 80% W

machines and plant is always
important. The graph should go | 60% 1
forward at least 6 to 12 months. The | 450, |
board needs to be aware of capacity
limitations, and such a graph will help | 20% 1

it focus on the need for new capital 0% L
investment. 0% ¥ ¥ 2 ¥ ¥ X
c 5 > =) o} > c 5
5 2 £ 3 § 8 85 2
Mainframe —%—Internet —A— xxxxx
Working guide Lean one-page reporting for the Finance team Copyright ©2022 Page 41

by David Parmenter parmenter@waymark.co.nz www.davidparmenter.com




This document breaches copyright if it has not been received directly from David Parmenter

6. Other working guides

I do hope this working guide has been useful and set out below is the current list of working
guides you can purchase from my website. Each guide comes with electronic templates.

30 smarter ways of working

Attracting and recruiting talent

Future-ready technologies for the finance team

Getting performance bonus schemes to work

How to lead and selling change to the finance team, budget holders, and the
senior team

One-page reporting

Quick annual reporting: within 15 working days post year-end

Should I stay or should I go?

Techniques to adopt from the lean movement

The hidden costs of reorganizations and downsizing

Time is on my side, yes it is

Unleashing innovation in your organization

What you need to know before undertaking a takeover or merger

Winning leadership: a Viking with a mother’s heart

Wisdom from the great management thinkers
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7. Writer’'s biograph

David Parmenter is an international presenter who is known for his thought
provoking and lively sessions, which have led to substantial change in many
organisations. He has spoken in 31 countries. Besides delivering in-depth
workshops he has been a keynote speaker for the IBM Finance Forum, The World
Capability Congress, TEC Malaysia, and Profiles International Romania. David is a
leading expert in performance management practices that help organisations on
the journey from good to great.

John Wiley & Sons Inc have published his four books, including “Key Performance
Indicators — developing, implementing and using winning KPlIs, 3" edition” “The Financial Controllers
and CFQO’s Toolkit, 3™ edition”, “The leading-edge Manager’s guide to success — strategies and better
practices” and “Key Performance Indicators for Government and Non Profit Agencies”.

David has also worked for Ernst & Young, BP Oil Ltd, Arthur Andersen, and Price Waterhouse. David is
a fellow of the Institute of Chartered Accountants in England and Wales.

He has written over 100 articles for accounting and management journals. His published articles titles
include: “The myths around KPIs”, “the dark side of KPIs”, “‘the new thinking on KPIs”, “Measuring
performance in difficult times”, “Quarterly rolling planning - removing the barriers to success”, “Throw
away the annual budget”, “Rotten TOMs”, “Establishing an effective bonus scheme may not be straight
forward”, “Why you should consider scrum communication techniques”, “Smash through the
performance barrier”, “Is your board reporting process out of control?” “Beating the meeting”, “Abandon
the broken processes and systems”, “Attracting, recruiting, growing and retaining talent”, “How to get it
approximately right, not precisely wrong” “Conquest leadership- lessons from Sir Ernest Shackleton”,
‘Jack Welch’s winning ways” etc.
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