














The Last Mile

individual projects, breaking out what items get charged to the
general-ledger code for transportation, what goes into the office-
supplies category, and the like. It's slow and unrewarding work.

One solution: rejigger the budgeting process to make it more
intuitive to line managers while still providing the big-picture
data that finance needs. Best Buy is starting to do this. The retail-
er spent four years overhauling its approach to planning. Previ-
ously, corporate officers made broad assumptions about the
needs and capabilities of the company's stores—and budgeted
accordingly. Now, senior management gets that information
directly from those in the trenches. An important part of this,
says Nitchals, was designing operational metrics that make sense
to the business operators but also have an impact on corporate
results. “We in finance act as a mediator, translating the results
of their metrics into financials,” she says.

The metrics for Best Buy's call centers illustrate the approach.
Finance employees conducted extensive interviews with the
managers and business analysts who oversee the customer-serv-
ice operation. Finance managers determined that it wasn't
enough to merely measure the costs of running a call center.
They decided that Best Buy should track the factors that affect
those costs. These are numbers that are already familiar to call-
center managers, things like the time that operators spend on
the phone with customers or whether calls come from users of
the company’s Website or customers who shop in its stores. The
measures give an early indication of the costs the call centers will
incur and are more useful for managers hoping to achieve their
budgeted targets.

Managers and analysts enter the data directly into the com-
pany’s budgeting system, where it can be converted into finan-
cial measures that are used in the budget. “This is really activi-
ty-based costing,” says vice president of finance Gordon, “with
an eye toward predictive ability”

Ledger Domain

In theory, budgeting-and-planning (B&P) software is a good way
to draw managers more deeply into the process. Often browser-
or portal-based, the programs enable users to analyze current
and historical corporate data and create business models based
on different scenarios. Once clunky and difficult to navigate, the
applications (from vendors like Microsoft, Hyperion, Cognos,
SAS, and others) have gotten more powerful and easier to use
in recent years.

That'’s a winning combination, but apparently not one that
has won many converts outside of company finance depart-
ments. While many companies have purchased licenses allowing
nonfinance managers to use B&P software, our survey found

TRAINING NEEDED

AS THESE TWO SURVEY RESULTS SHOW,
NONFINANCE EMPLOYEES CAN BE QUICKLY
TAUGHT HOW TO HANDLE BUDGETING TASKS—
BUT FEW ARE GIVEN THE CHANCE.

How many hours of training would be needed
for a nonfinance user in your company to learn
each of the following tasks? (median hours required)

Log into the budgeting/planning system 1 hour

Navigate to the appropriate budgeting screen 2 hours
Enter his/her budget 3 hours
Run a report and compare current e TS

and prior-year spending

What percent of your company’s nonfinance users actually
attended the training offered on your system?*
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*Hesults do not add up ta 0o, due to rounding, Source: CFO/Buttonwood surey
that those licenses are largely going unused. In fact, according to
the survey, 40 percent of nonfinance users never logged in to
their employers’ B&P systems during the past year.

Part of that reluctance may come from a fear of technology.
It may also stem, in part, from the gap between what finance
needs and what operations wants. Like the budgeting process
itself, most B&P systems mirror the CFO's view of the company:
an Excel-like grid with general-ledger items running down one
side. “It's accountants who buy these tools, so it's not surprising
that the software resembles the spreadsheets they like,” says Ser-
ven, In fact, in recent years vendors have worked to make their
programs look and feel more like Excel (a potentially worrisome
trend, given that many managers aren't adept at Excel; see side-
bar, facing page).

EMCOR has neatly prevented that problem by adopting B&P
software (BudgetPak from XLerant) that lets operations execu-
tives enter costs and revenues in terms that make sense to them:
by project. Instead of the spreadsheet grid, the program asks a
user a series of questions (akin to how TurboTax and other con-
sumer-oriented financial programs work). The application then
takes those numbers and rearranges them into the general-
ledger codes that finance needs.

Training can also help managers appreciate the budgeting

The truth is, engaging line managers in planning isn't merely an exercise
in corporate kumbaya. Unlike senior executives, employees who work in the
field possess firsthand knowledge of what's really going on at a business.
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process. UMB Financial Corp. in Kansas City, Missouri,
reports success with one-day budget-training sessions run
jointly by the CFO, CEO, and COO. The idea, according to
CFO Michael Hagedorn, is to help managers see their own
budgets in the broader corporate context.

The connection is important. Once its established, man-
agers tend to feel less put upon when asked to spend long
hours cobbling together forecasts for corporate. In fact, the
number-one reason why managers don't create their own
budgets, according to the survey of CFO readers, is that they
don't want to spend time on it.

Cops and Robbers

It's the bonus-to-budget connection that really skews the

process. “In budgeting, the guy who wins is the one who is

best at gaming the system,’ contends Steve Player, program

director for the Beyond Budgeting Roundtable. “Finance is

supposed to be a helper of the line, but budgeting turns us
into corporate cops.”’

Player's prescription is radical: do away with

Not Excel"'ing the annual budget. In its place, he advocates

Percent of respondents
who say that “most”
or “almost all” nonfinance
managers could execute
these common spreadsheet
tasks without error:

using a continual-planning model, under which
a company might use rolling forecasts and a reg-
ularly updated plan. This leaves managers more
flexibility in responding to opportunities as they
crop up. He also recommends decoupling incen-
tive pay from budgeted targets. Instead, he says,
companies should reward managers for true
value creation. For example, bonuses might
depend partly on sales growth relative to peer
companies,

“In most cases, we pay maximum bonuses for
poor performance,” says Player. “If we planned to
have a 10 percent sales increase, but the market
grew 20 percent, we've eroded market share”’

Of course, few managers are prepared to
ditch the annual budget just yet (although some

Insert rows and add a new subtotal major companies, including American Express,
and then adjust the formula for

the grand total

have recently done just that). But most CFOs
would probably agree with Player's broader point
that budgeting as it's practiced today does a poor

Link a formula in one spreadsheet job of improving business results.
toa number in another spreadsheet It doesn't have to be that way, argues Serven.
in the same workbook

“We tend to think of budgeting and planning as

a necessary evil, like filling out tax returns,” he

says. “But if we treat it as a management exercise,
it can be enormously valuable, both to the company and to
the individual budget holders.” cro
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