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OVERVIEW

Many business performance management
(BPM) vendors suggest that finance
departments should stop using Excel and start
using their proprietary applications that may or
may not offer richer capabilities. They base
their claims on the assumption that Excel is
fundamentally unsuited for sophisticated
budgeting, planning, and financial reporting.

These assumptions are wrong and in the 7
Smart Ways to Optimize Excel for Financial
Analytics, | am going to show you how to make
much better use of Excel than detractors claim.
The 7 Smart Ways helps you develop accurate,
reliable financial analytic solutions using Excel.
For many companies and organizations, these
Excel solutions meet and exceed requirements
for budgeting, planning, financial reporting and
analysis.

Follow the 7 Smart Ways in this eBook, and you
will be in a better position to understand when
you need something beyond Excel. Many
organizations purchase a non-Excel solution to
solve their problems when all they have to do is
use Excel more effectively. After you have
“fixed” your Excel methodology, you will be
able to better evaluate how another product
might help (and what it really will cost).

ARE YOU IN EXCEL HELL?

| define “Excel Hell” as inefficient and
disorganized use of a great product. I’'m amazed
that organizations have standard processes for
closing their accounting books, and few if any
processes for using data with Excel. If your
organization has any of these problems, you can
benefit by using the 7 Smart Ways:

e Department managers create “their” Excel
models because they do not get needed
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data from accounting.

e Controllers and budget managers are
stressed out and ineffective because they
spend most of their time entering data, and
then massaging and manipulating it.

e Your accounting information is unreliable
and incomplete and does not provide the
analysis you need, so users build manual
systems using spreadsheets that require a
lot of time to re-key data.

e You cannot provide outside auditors and
agencies information they need in a timely
manner.

e Users are not receiving meaningful and
timely financial statements or forecasts.

e Financial data and business metrics are not
easily compared.

e Planning is inconsistent and out of control.

e Re-forecasting does exist.

e No one has confidence in the numbers.

You can begin to extricate yourself from “Excel
Hell” by applying the following 7 Smart Ways
along with your own common sense. This
approach is far more affordable than replacing
Excel with a packaged application. Plus, it gives
you the control you need to harness the
flexibility and power of Excel.

SMART WAY #1: LET’S ALL USE THE
SAME NUMBERS

In a restaurant, the cook prepares spreadsheets
showing food costs to determine menu pricing.
The restaurant accountant also produces
spreadsheets showing the real food costs that
are not used by the cook who may feel the
accounting system does not provide timely or
accurate results. So, the cook’s spreadsheets
are used to determine menu pricing and the
restaurant goes out of business because they
are not charging enough.

Some managers do not understand or accept

what an accountant must do to provide
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accurate numbers. So, they build their own
sales, production, and cost data which is costly
and unproductive.

The result is “many versions of the truth,” which
leads to decisions based on inaccurate
information, which increases the potential for
business failure. In cases like this, the CFO must
take responsibility for a lack of communication
and fix the problem.

Consultants and software vendors have been
providing solutions addressing this problem to
increase the flow of accurate information since
the 1960s, but it boils down to the fact that
companies do not have common data that
everyone believes, or an understanding of the
value of compiling it correctly.

It is incumbent upon the CFO to provide a
solution that gives users the accounting
information and business metrics they need to
do their jobs more effectively. Smart CFOs
understand why users are creating private data.
They resolve the problem either by
acknowledging that the user’s data is better and
use it, or work with the user to understand
what is needed from a common data source.

Here are two examples of this problem:

e The sales manager complains that the
monthly income statement is not finished
on time and he or she compiles sales from a
tracking system and inaccurately estimates
costs. In most cases like this, the
information is incorrect and can lead to bad
decisions. So, the smart CFO creates flash
reports with Excel that use partial data from
the accounting system and spreadsheet
calculations that estimate unfinished
closing entries. In this way, the sales
manager can get a much more accurate
report faster and everybody is working with
the same numbers.

e The operations manager complains that the
monthly budget to actual comparison is




useless because the budget was created a
year ago. Smart CFOs know that the
original budget has a purpose, but also
know that a re-forecast report is needed.
So, they create an income statement with
each month in columns showing actual
amounts through the current year, and
budget amounts for the future months. The
operational manager now has two reports
to intelligently analyze with help from the
CFO.

Smart CFOs work with their management peers
to learn what information is needed and
educate the users on the value of waiting for
the truth. You do not need to eliminate Excel
for this purpose.

SMART WAY #2: GIVE USERS THE
INFORMATION THEY NEED

mean when you read the next smart way.

SMART WAY #3: USE DATABASE(S)

Organizations that use Excel effectively have a
handle on the information needs of their users.
That’s because they’ve spent a lot of time
understanding what information their users
must have and figuring out how to get it to
them.

If you haven’t done an analysis of your users’
information needs, now is the time to get
started. Spend time with users documenting
their information requirements. Identify data
sources and then map how data flows from the
sources through your Excel solutions.

If you are lucky, your accounting system can
provide a lot of the information your users
need. But even the best accounting system
rarely provides all the information needed to
run an organization effectively. This means
pulling data from several sources. There’s only
one smart way to handle data from several
different data sources — put it into a database.
That’s easier than you might think, even if you
don’t have much IT support. You'll see what |
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Although, you can manage data in Excel, it is
not as good as a database. Excel has
capabilities to store data and look up values,
but in many cases the use of linked
spreadsheets and/or spreadsheet consolidation
functions are often the reason for errors or
reduced flexibility.

For example, let’s assume your chart of
accounts is not in the best order for financial
reporting and you are importing or re-keying GL
data in Excel where you create complex
formulas to group your GL codes for reporting.
Here is an example of how you might use a
database:

1.Define tables for GL balances and your chart
of accounts and then import the balances and
codes from a trial balance spreadsheet
created from your accounting system.

2.Add a field to the chart of accounts to group
GL codes by values in another table that is
more summarized and/or more organized.

3.Write a query to produce a view of your GL
data summarized by your summarization field
in your chart of accounts.

4.Export values in the query to a spreadsheet
and use those values for reporting.

It is a lot easier to learn how to use a database
for purposes like this than to hack up an Excel
workbook.

You are better off using a desktop database
such as Microsoft Access that is designed for
spreadsheet users. It’s relatively easy to learn
to build tables, import and export data from
Excel, or create simple queries to accumulate
balances. Microsoft Access has great online
training; you can learn Access in a day or two.
http://office.microsoft.com/en-
us/training/cr101582831033.aspx
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If you have IT resources available, get them to
help train your people. Review how you are
using Excel to store data and determine if there
are simple ways to do it better in Access. You
may be surprised how easy it is and how more
reliable your data is.

If you keep things simple you should be able to
create a process where you change a query to
obtain current data, and use that query as a
source for an Excel spreadsheet. Other uses for
a database are:

e Import statistical data for reporting;

e Create queries to build a parent company trial
balance;

e Store different budget versions;

e Consolidate departmental spreadsheet
budgets;

e Store summarized payroll data;

e Store GL summaries from your old accounting
systems and build queries to map to the chart
of accounts of the new system.

SMART WAY #4: SIMPLIFY
FORMULAS

One of the biggest problems with Excel
workbooks are overly complex formulas and/or
inconsistent formulas.

An example of an overly complex formula is a
calculation of sales commissions with a formula
in one cell for each month that may look like
this:

e Multiplied sales on one worksheet;

e By aratein the formula;

e By quantity of salespeople on another
worksheet.

Anyone who looks at the formula will have to
spend some time tracing the sources of the
calculations to see if they make sense. Multiply
this effect by scores of formulas and you have a
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model that is unreasonably hard to understand
(and fix).

Many Excel users write formulas like this
because it is easier in their mind to do it this
way, and they are very proficient using various
Excel formulas. They quickly become the only
person who understands the model, and the
company becomes unnecessarily dependent
upon one person.

A better way is to create calculations that use
multiple rows where each factor in the
calculation is on separate row:

ROW 1: Sales per person from one workbook
ROW 2: Quantity of salespeople

ROW 3: Sales subject to commissions

ROW 4: Commission (ROW 2 X ROW 3)

In this simple example with four rows, instead
of one, anyone can look at the model and
understand the math. It might take a little
longer to do it this way, but it is definitely a
clearer method.

Another problem is when a formula in one cell
is not used consistently with the other cells in a
row. The author may go to a cell and add a
number to the formula. For example, if the
normal formula was (factor A x factor B) for 360
cells, the author of the spreadsheet might
modify a cell to be (factor A x factor B + factor
C). Changes like this are easy to make, but very
hard to find and understand.

A better way is to have three rows supporting
this calculation:

ROW 1: NORMAL FORMULA (factor A x factor B)
ROW 2: ADJUSTMENT (factor C)
ROW 3: ROW 1 + ROW 2

Again, any user can easily review these rows
and understand what has been done without
detail formula auditing.




SMART WAY #5: CREATE
PROCEDURES

Too many Excel workbooks do not agree with
source data, but are still used and distributed to
internal and external users. By using out of
balance conditions you are opening the door to
accepting inaccurate data that may result in bad
decisions. It takes more time to check things
and setup procedures to ensure that your
spreadsheets “balance” with source data, but |
believe a zero tolerance policy is best. If you are
$100 out of balance that could be $1,000,000
off in one account and $999,900 in another.

You need to establish procedures to ensure that
accurate data is used in your financial analytic
solutions. In an accounting system, journals
entries are created and posted. A procedure
ensures that all journal entries are entered. A
trial balance is created and reviewed. And then
financial information is provided to users.

It is very important to define procedures for
processing data for your Excel workbooks to
ensure that meaningful and accurate financial
analytic results are delivered. Take the time to
do it right and ensure your data is accurate.
Here are a couple of things you can do:

e Produce workbooks to audit and reconcile
balances to source systems. Always have an
audit trail back to source data and take the
time to verify the accuracy of information you
provide. Find and fix all out of balance
conditions.

e Ensure that production workbooks can be
verified to the audit workbooks. If you group
GL codes in your database, you might create
pivot tables to review GL codes combinations.
For example, you may have 10 tax expenses
that you combine in an Access database into
one code taxes; you can create a pivot table
that shows the GL codes that make up that
total.
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Then review the procedures for auditing and
verifying Excel data with users. This will help
them understand why they can’t have instant
access to month-end numbers. Users will be
willing to wait once they know you will be giving
them the information they need.

SMART WAY #6: CREATE AN
INFORMATION CZAR

As you can see, | am proposing in these Smart
Ways that you must:

e Let user information needs drive
development of all financial analytic
solutions.

e Listen to managers and educate them on the
values on your system.

e Define procedures that produce spreadsheet
information just like you would with your
accounting system.

e Simplify as much as you can and use
technology in smart ways.

e Most importantly, create a team environment
with a “we are in this together” mentality.

Many companies have a bright, spreadsheet
guru who might be a CPA, MBA or other finance
type. This person is perceived to be a liability
because they are the only one who knows what
is going on in complex spreadsheet models.
This is the person that many vendors suggest is
a problem and by using their product you can
eliminate dependency on key personnel.

It is my opinion that these spreadsheet gurus
can be essential in a positive way if you make
them responsible for managing your Excel
solutions. They can be tasked with ensuring
users get the information they need.

Your information czar needs to be the go to
person for Excel users to get advice, and then
final approval for their solution. The
information czar is responsible for the
production, interpretation and explanation, and




maintenance of any budgeting, planning or
reporting solutions. The information czar plays
a pivotal role in the development of
procedures, and is responsible for ensuring the
organization follows them. It is essential that
the czar has clear objectives and doesn’t work
in a vacuum. The czar must be a practical
person who listens to managers and executives
and understands their information needs, and
then proposes ways of getting them what they
want.

If you implement new procedures, either from
ideas in this eBook or from other sources, the
czar’s responsibilities could include:

e Participate in all planning meetings and
insure user needs are met.

e Evaluate existing information systems to
determine how to provide users with the
information they need for their Excel
solutions.

e Manage user expectations and solve
problems. Be the person people go to for
information.

¢ Implement and maintain Excel solutions for
users.

e Review existing spreadsheets and define
better ways to do a task.

e Expand Excel skills and learn database
technology with the objective of making
Excel a safer technology.

e Apply many of the smart-way tips to create
a controlled environment for the use of
Excel for financial analytics.

By creating an information czar, you are
showing users throughout the organization that
you are committed to listening to them and
getting the information they need to do their
job effectively. In many companies, the CFO is
the czar, but as a company grows the CFO will
need to assign the task to a member of the
finance staff.
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SMART WAY #7: CREATE A NEEDS
ANALYSIS

| have seen many companies purchase multiple
applications to solve “Excel Hell” without
success. They keep looking outside the
company for the solution. Even with a new
system, they may be producing unnecessary or
inaccurate information that continues to be
inaccurate or unnecessary.

Once you have developed a system based on
these smart ways and your own common sense,
your information czar should develop a request
for information (RFI) mainly for internal use.

The Excel solution you have developed probably
isn't perfect, yet. The RFI will help you make it
better. While creating the RFI, seek user input
about how they want the solution to be
improved. lItis a living document available for
planning meetings and use by company
executives. You want to make sure other
executives are not wasting time independently
reviewing outside products.

As most CFOs know, a RFl is a document that
describes WHAT your problems are and how
you are solving them today. It does not focus
on how your problem will be solved. Your RF
could include:

e A definition of the key information you
need to drive your company’s success.

e Adescription of the problem(s) you want to
solve. For example, you may need better
Excel-based financial reporting. Describe
what you are using (perhaps FRx) and its
limitations.

e A description of your current system and
how it to works; i.e., exporting GL data into
Excel and doing a lot of manual work.

e Anassessment of your user community;
their abilities, time available and perceived
needs.




e A budget - how much you are willing to
spend to improve your solution or replace
it?

e A description of data sources and sample
reports.

A smart CFO can use a “living RFI” to
understand the viability of different solutions
provided by internal or external sources. It will
help define how far you can go with Excel and
when and if you need other products.

APPLY WHAT YOU HAVE LEARNED

You already have a great tool in Microsoft Excel,
but what makes it great also can cause
problems. Microsoft gives you a ton of features
but leaves it up to you to control what you do
with Excel. Most people take advantage of the
features and rarely worry about how someone
else will understand what they did.

Successful users develop Excel applications in
the same way programmers develop software
applications. Many people do their budget in
Excel without any planning (this is oxymoronic).
They use the same spreadsheet they used the
prior year and rush to get the budget done so
they can move on to other projects.

| believe the budgeting period is a great time to
organize your information system and really
figure out what is important. You need to take
a little more time in this effort.

Here’s one way to go about planning and
developing an enterprise budgeting system
using Excel:

e Define the input and output of the system
and key calculations.

e Define the workbooks required by the
system and who will mange each workbook.

e Use atemplate approach. Create a budget
template for each department. Make sure
the template works, and then modify a copy
for each department. Do not use the real
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workbook as next year’s template so you

won’t carry any errors forward. Make sure

the templates are valid and enhance them
as needed.

0 Use Excel built-in documentation
capabilities such as cell comments.

0 You can also use Excel’s “SmartArt” to
draw diagrams that show how
worksheets work together and how
data flows.

Determine how you are going to

consolidate departmental or revenue

forecasting budgets. You need to carefully
combine distributed budgets to calculate
things like Federal Income Taxes. You
should not use linked spreadsheets, you
should figure out how to put each
department’s budget in an Access Database
and then import that data to a consolidated
workbook.

Determine how you are going to compare

actual and budget balances. Many people

import their Excel budgets back to their
accounting system. This is the best way if
your accounting system has all the
information you need. However, many find
that business metrics data is not in their
accounting system and need to export
actual data to Excel to build budget-actual
comparisons.

Determine if a full balance sheet budget is

needed. If capital asset acquisition,

financing, equity investments, and other
balance sheets account greatly affect cash
flow this may be an essential effort. Many
people short-cut this process by picking the
few balance sheet accounts (fixed assets
and long-term debt) and including those
calculations in the consolidated budget
model; this is a practical solution, but the
best thing is to do a complete balance sheet
budget.

Once the budget system is defined, develop

a test plan and make sure the model works.




If you find errors, go back to the beginning
and start over.

Welcome any available IT support to review
your plan. Many IT executives do not like Excel
applications due to the damage an untrained
Excel user can cause. IT executives may not
have time to take responsibility for financial
analytic solutions developed in Excel, but if you
seek their counsel to help improve your Excel
model building process, any good IT
professional will jump at the opportunity to
help. Itis in your company’s best interest to
work together.

YOU'RE ORGANIZED FOR THE
FUTURE

a position of knowledge and power using the
tools and skills you have.

The question is, can you afford not to act?

TELL YOUR WORLD

There are perfectly good accounting and
reporting system around the world based on an
Abacus. These systems work within the limits
of an Abacus and get the job done. The solution
is not in a better Abacus, the solution is in how
you use the tools you have.

By applying these 7 Smart Ways and using your
practical common sense, you will be able to
maximize your use of Excel and not throw the
baby out with the bath water.

Successful companies organize what they are
doing with proper procedures, clearly
understand the information they really need,
and provide current information on what can
practically be produced at a given time.

These companies educate and solicit
management participation in using and
improving your Excel strategy. They work
together to improve the system over time. To
figure this out, you don’t need a consultant or a
new product to replace Excel.

It may be clear that you should look for
products and services to enhance your financial
analytic solutions. The purpose of this eBook is
to motivate you to think about ways to act from
CFO
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If you received value from this eBook, you can
thank me by sharing it with your associates.

Feel free to post this eBook on your blog or
web site or email it to whoever you believe
might benefit from reading it.

This eBook is available for free by visiting
www.cfosoft.com.

Copyright holder is licensing this eBook under
the “Creative Commons License, Attribution No
Derivatives:
http://creativecommons.org/licenses/by-

nd/3.0/us/

Special note: The organization and some of the
approaches used in this eBook have been
greatly influenced by 7 Secrets the Healthiest
Project-driven Organizations Know that You
May Not by Michael Camp.

www.synergybusiness.com/7secrets

COMMERCIAL BREAK

| have been associated with the development of
several spreadsheet products and my most
recent product is by far the best. XCELLEGEN
was created to help you make better use of
Excel; not replace it. XCELLEGEN lets you:

e Maintain Excel formulas with programs to
eliminate errors.

¢ Import and export to and from an Accounting
Intelligent Database eliminating spreadsheet
links.

e Use an accounting calendar in workbooks to
facilitate automatic updates with new data.
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e Create financial reports, budgets, analysis and
multi-year plans.

Most, if not all, of the 7 Smart Ways in the
eBook were principles used to guide XCELLEGEN
development.

NEXT STEP

When you are ready to take the next step,
consider some of the resources and
opportunities available on my company’s
website at: www.cfosoft.com.

e Have comments or questions

e Have a different perspective?

e Want to connect?

e Email John at: info@cfosoft.com

ABOUT THE AUTHOR

John Calahan is the Founder and President of
CFOsoft. John has been in the accounting
software business for over 30 years. He started
his career as a CPA with Arthur Andersen & Co.,
formed his own CPA firm, and then formed
Timeline, Inc. initially to provide accounting
services to his CPA clients in the 1980s.

A common theme to John'’s career has been the
development of spreadsheet software and
implementation of spreadsheet applications for
clients and customers.

As CEO of Timeline, John had the vision to
acquire Why Systems, which created DigiCalc,
the first mini-computer spreadsheet. DigiCalc
competed with the original personal computer
spreadsheet “VisiCalc” and was widely used
around the world. Following the acquisition,
John was the driving force behind these
initiatives:

e Envisioned and assembled the development
team for DigiCalc I, a multi-dimensional
spreadsheet applications that pre-dated
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current OLAP technologies.

¢ Developed the concept of Microsoft’s “Small
Business Financial Manager” that was
developed using Timeline’s intellectual
property. The SBFM was a product Microsoft
used to attract Lotus 1-2-3 users to Excel.

e Conceptualized Timeline’s Excel-based
financial reporting product and recruited the
development team.

John was CEO of Timeline and participated in its
public offering in 1996. After leaving Timeline in
1998, John formed CFOsoft with his long-time
friend and business associate, the late Fred
Dean to provide better Excel budgeting,
reporting, modeling solutions, and financial
analytic software.

The 7 Smart Ways in this eBook are based on
John's experience in developing hundreds, if
not thousands, of spreadsheet solutions that
use accounting information in an intelligent
way.
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