Less Is
More
BY ROBERT ALLEN

F

inancial closing activities have presented longstanding challenges for many companies, whether
privately or publicly held. Perhaps because these
activities are periodic in nature, the focus has been primarily on systems solutions rather than on the underlying efficiency of the processes themselves. Recent events,
however, have converged to force a different level of
attention on financial closing processes:
◆ The scale and diversity of merger and acquisition
activity throughout the last decade has left many companies contending with a dizzying patchwork of confusing
and manually intensive financial closing processes as they
attempt to validate and augment their enterprise resource
planning (ERP) financial data.
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◆ In the wake of highly publicized accounting scandals, the enactment of the Sarbanes-Oxley Act (SOX) has
exacerbated this situation for publicly held companies,
adding time, expense, and risk by requiring all closing
processes to be documented and validated by a third party and management to sign off on monthly reporting of
results.
◆ At the same time, lacking the budget to add new
staff, many companies are asking their financial group to
take on more responsibility and are elevating their role as
advisors. With value-added projects piling up in the
queue, it’s critical to reduce time spent on nonvalueadded activities and free up these resources to tackle the
backlog.

Financial Management

When it comes to financial
closings, simplify the process
so your financial staff can
work smarter, not harder, and
have more time to create value.

IS THERE A SOLUTION?
While seemingly counterintuitive, one solution is to radically simplify the whole closing process by applying the
same disciplined mind-set that has driven greater efficiencies and value-added productivity in physical supplychain processes like manufacturing and distribution.
Capturing benefits from the “less is more” maxim
means process reengineering based on answers to some
fundamental questions:
◆ What portions of the process eat up the bulk of the

time and resources?
◆ Within these time-consuming “blocks,” what is really required?
◆ How can the process be reengineered to meet those
requirements via the fewest, simplest steps?

WHAT ARE THE BENEFITS?
By radically simplifying the process, companies reap a
number of important benefits:
Cost—When the issue is cost, without process simplification the reported estimates of associated costs (e.g., IT
systems improvements, hiring new personnel, increased
auditing and legal fees) are in the millions of dollars for
most publicly held companies. With process simplificaJune 2005
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As a result, many companies find their already beleaguered financial staffs working harder, not smarter, while
incurring excessive cost and risk.

45

tion, fewer steps means lower costs in terms of both
resource time spent and investments avoided by not institutionalizing cumbersome processes.
Risk—In an April 2003 survey by CFO.com, 65% of
the executives surveyed said that SOX presents significant
increased risks for the CEO and CFO, who are required
to certify the company’s financials. With process simplification, however, fewer steps and handoffs reduce the likelihood of errors and the time required to redo steps in
the event of errors—benefits that are critical whether the
company is privately or publicly held.
Value-Added Time—Without process simplification,
in-house financial staff typically spend 20% to 30% of
their time on nonvalue-added activities when they perform financial closings, according to Summit Consulting benchmarks. With process simplification, fewer
steps mean more time freed up for often-limited financial staffs to focus on activities that add real value to the
business (e.g., analyzing profitability by customer and
product line, cycle counting to improve inventory accuracy). Also, a more manageable process means more
working days are productive. Companies avoid the historic enormous peak in workload along with the attendant paralyzing dread beforehand and the recovery after
the fact.
Although most companies recognize the benefits from
simplifying their processes, it’s easy to get bogged
down in the day-to-day “firefighting” and never really
rethink the process. Yet a number of leading companies
have broken the old paradigm and are achieving success
through process simplification. Such is the case at
Innovene.

INNOVENE ACHIEVES SUCCESS
By adopting an open mind-set, Innovene, the newly
formed subsidiary of BP PLC, reengineered its monthly
financial closing processes to take out the “pork” and is
well on its way to achieving some dramatic results at one
of its manufacturing sites:
◆ 25% reduction in the total resource time required
for closing;
◆ 35% reduction in the number of errors;
◆ Freed-up time to tackle the growing pile of valueadded projects, e.g., implement a computer program
(Essbase) to do financial costing as important input to
the plants—a capability that was sorely needed but previously postponed due to resource constraints.
Since the pilot was so successful, Innovene is planning
to roll out process simplification to other key plants.
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WHAT SPURRED THIS PROCESS REENGINEERING?
After years of growth and acquisition, Innovene’s monthend financial closing process had become extremely complex and time intensive. Company management
responded by setting a goal to condense the process from
12-14 days to six. Of these six days, two were allocated to
manufacturing site closing (vs. three historically). Mike
Meyer, manager of internal controls at Innovene,
explained the logic behind the new goal. “The company
wanted to simplify and streamline the close process, and
the accelerated close project established the goal of completing the close in six days as a forcing mechanism. The
central project team believed that if the finance teams
had less time they would innovate simpler processes for
the close.” As management expected, the manufacturing
sites did find simpler ways to complete the close, but in
some of the more complex locations the teams were
scrambling to fit this cumbersome task into the targeted
time period. Recognizing the dangers of this situation,
management launched an initiative to further simplify
the closing process at these sites.

WHAT DID THE PROCESS REENGINEERING ENTAIL?
Innovene began by selecting a single plant location in
Lima, Ohio, as the pilot test site for process reengineering. Mike Meyer notes, “Lima is one of our more complex
locations with the most product lines and several thirdparty relationships that add even greater complexity to
their closing process.” A plant team (controller, accountants, operations personnel, and consultants) was established and charged with taking a “Greenfield” approach
to Lima’s monthly financial closing process. The effort to
simplify and streamline this process began with a meeting
of key managers and consultants to gain clarity and consensus about the objectives. The impetus for the project
was obviously the need to achieve a robust plant closing
within a condensed time period in support of a shortened corporate closing. But the team also wanted to consider the Lima-specific objectives of the project, knowing
that a local context would help ensure buy-in to/ownership of the project in Lima, thus greatly increasing the
likelihood of ultimate success. In response to the question
“What are we really trying to accomplish by simplifying
the close process in Lima and why?” the team arrived at
the following local objectives:
◆ To establish a close process that facilitated a reasonable work/life balance during the first week of each
month.
◆ To free up the time of critical financial people to

Figure 1:

Time-Tracking Approach

tackle more value-added business analysis that would
make a difference in the operating performance of the
business.
Deb Eickholdt, Lima site controller, says, “Achieving a
reasonable work/life balance was really top of mind for
me. We could achieve the accelerated close, but we were
putting in horrendously long days and nights to get it
done because there were so many steps. All of our time
was being spent completing the numerous steps of the
close, and we didn’t have time to really look at and analyze the results to see where we could add more value. We
knew we needed to step back and find a better way.”
After they articulated both corporate-level and local
objectives, the team moved on to figuring out how best to
meet them. The corporate initiative had generated a set of
high-level process-flow maps for each of the core financial closing processes in Lima that illustrated the basic
steps and the flow of work. What was missing, however,
was a good understanding of what the plant was actually
doing in each of these processes and where the time sinks
and opportunity areas were. To find out, the team leveraged a simple time-tracking methodology commonly
used to evaluate and reengineer physical operations such
as manufacturing and distribution. The time-tracking
model measured time spent during the close at the intersection of three key dimensions: Product, Process, and
Activity. See Figure 1.
By tracking across all three dimensions, the team could
clearly see where and how their time was spent during
the close. The Product dimension included all of the key
products that the plant manufactured (e.g., Barex™,
Acrylonitrile, Acetontrile, and other petrochemical-based
products). The Process dimension covered each of the
core financial closing processes from the high-level

process-flow maps (e.g., inventory mass balancing, journal entries, settlements, yield calculations). And the Activity dimension included such activities as collecting,
inputting, and analyzing information; waiting for a decision; and developing reports. Using a simple Excel-based
worksheet model, the team was able to track time by person throughout the close process and total time for a single month-end close.
Time tracking quickly uncovered the trouble spots,
highlighting two processes that together ate up almost
60% of the Accounting team’s time during closing:
◆ Inventory Mass Balancing—proving out the accuracy
of month-end inventory records in SAP.
◆ Utility Balancing—allocating some $6 million in
utility costs among the various business units that shared
these utilities in the plant. See Figure 2.
Narrowing the focus to the activities that made up
these two trouble spots revealed that Accounting was
spending the bulk of its time on relatively nonvalueadded but necessary activities like collecting and
inputting data. In fact, across all processes, even with a
uniformly implemented SAP platform, Accounting was
spending nearly 65% of its month-end closing collecting
and inputting data and only 11% of its time in actual
decision making.
The team then mapped out in more detail the current
process steps for inventory mass balancing and utility balancing. They analyzed these more detailed process-flow
maps to identify potential opportunities for simplification. Critical to the team’s success in simplifying these
processes was the reengineering effort that, first, challenged the basic relevance, value, and design of each of

Figure 2:

Two Trouble Spots
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Figure 3:

Reengineering Levers

the process steps. After robustly challenging the status
quo, the team applied proven process reengineering
levers. See Figure 3.
Not surprisingly, the team found that the horrors of
month-end plant closings were the result of years of
M&A activity, partnerships with third parties, and system
and organizational changes. As the enterprise grew, the
original processes hadn’t been rethought in the context of
more complex operations, and multiple capabilities had
been jammed into relatively simple models, obfuscating
their original intent. In the case of utility balancing, Barry
Smith, senior accountant at Lima, says, “We had a lot of
different data sources coming together, so there was a
greater chance that errors could happen. In the new
process we have eliminated a lot of human error, and that
additional time can be used to do a more thorough job of
reviewing and checking results.” See Table 1 for an
overview of the new, simplified processes.

TIPS FOR SUCCESSFUL PROCESS REENGINEERING
Now that you’ve seen how one company successfully
reengineered its financial closing process, are you ready to
give it a try on one of your more cumbersome processes?
If so, here are four tips to help you through:
✔ Do it quickly, but take the time up front to set the
expectations and charter for the team. Any process
reengineering can take on a life of its own. When you add
accountants into the mix, many of the same characteris48
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tics that make them good at their jobs (e.g., thoroughness, risk aversion) threaten the efficacy of your financial
closing process reengineering effort. Successful reengineering isn’t about “crossing all the t’s” and “dotting all
the i’s.” Rather, it’s about quickly zooming in on the problem areas and performing “radical surgery” to simplify
processes and ensure they are true to their purpose.
To get the desired radical results within a short time
frame, you need to set the stage properly:
◆ Diffuse any fears that this is a headcount-reduction
effort by communicating early and strongly that the
intent is to enable the existing staff to spend more
of its time on activities that add value to the business by cutting the hours spent on nonvalue-added
activities.
◆ Turn aversion to change and ownership of the status quo into bold “Greenfield” thinking by setting a
clear charter for the team where the goal is radical
change and process innovation, not justification
and incremental tweaking of the old process.
✔ Leverage time tracking to quickly focus your
team’s effort. Inevitably, the “80/20” rule is applicable,
meaning that within the entire realm of your financial
closing process, a relatively few number of activities are
consuming most of your financial resources and time.
Given that a multitude of people are performing discrete
tasks in support of the whole closing process, no one person has a complete enough view of the process to be able

Table 1:

What Do the Simplified Processes Look Like?

PROCESS

Inventory Mass Balancing

Utility Balancing

BEFORE

AFTER

Multiple add-ons (e.g., daily yield
calculations, customized
management reports, journal
entry format) to a once-simple
spreadsheet model.

A stripped-down model with the
steps reduced that is true to its
original purpose—i.e., to validate
inventories in ERP—and is easily
scalable to accommodate future
business.

Much of what this model did was
already performed in SAP.

Elimination of some of what was
already performed in SAP (information not needed for inventory
balancing purposes); rationalization of the remaining activities
based on the value of the information to the inventory balancing
task vs. the time spent to generate that information.

A complex set of 14 interlinked
but separate spreadsheets.

One model organized around price
and volume, with a final simple
step to connect the two data
fields in order to properly assign
utility costs to each user.

A new spreadsheet was built for
each acquisition, making this an
unnecessarily cumbersome task.

A simple model as is appropriate
for a relatively simple task.

to see and understand these problem areas.
While the tendency is to start with detailed mapping of
the current process, the more fruitful first task is to track
time throughout one close cycle to answer three basic
questions:
◆ Which products consume the bulk of your time?
◆ Which process steps are most resource intensive?
◆ What activities performed in these processes are
most problematic?
By answering these questions, you will have quickly
identified those relatively few extraordinarily timeconsuming parts of your closing process to focus on.
Then you can limit process-mapping activities to these
problem areas.
✔ Challenge with a vengeance. To get meaningful
results, you have to ask the hard questions and then take
appropriate action based on the answers:
◆ What is the objective of this part of your closing

process?
◆ Do you really need to do X, Y, and Z to meet this
objective?
◆ For those activities required to meet your objective,
what is the simplest, most-stripped-down solution?
✔ Institutionalize the changes. Avoid the “flavor of
the month” trap by ensuring that the simplified processes
are adhered to month after month in moving forward. A
key tool for institutionalizing your process change is
ongoing time tracking. This delivers a message to your
organization that the change is real and gives you an early
warning of any rise in complexity/time in the future. ■
Robert Allen is the founder and managing director of Summit Consulting, a management consulting firm specializing
in helping clients to improve business performance through
process and operations innovation. You can reach him at
(630) 420-1216 or rallen@scg-us.com.
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