How to Master
Business Forecasting

By: Steve Player,
North America Director,
Beyond Budgeting Round Table

Hosted by eCapital Advisors
March 11, 2010

0
.
'

Beyond
Budgeting




I ————
About the Speaker

Steve Player
Director, BBRT North America
Managing Director, The Player Group

A Steve Player serves as the North America Program Director for
the Beyond Budgeting Round Table (BBRT) and works with
BBRT member companies to implement continuous planning
processes.

A He has over 25 years experience with improving performance
management and implementing strategic planning processes. He
is also the Managing Director of The Player Group, a Dallas, TX-
based business consulting firm, and founder of the Activity-
Based Management Advanced Implementation Group (ABM
AlG).

A He has a new book, fAFuture Rea
Forecastingo coming o u tauthoftediter f
of four books on Activity-Based Management and currently writes
a monthly fAFinance Transfor mat
Magazine for which he interviews CFOs from leading
organizations on innovative finance and planning processes.

Beyond

Budgeting



What is the Beyond Budgeting Round Table?

A A member-based network of organizations
focused on improving planning, forecasting and
control, and ultimately overall performance

A BBRT helps organizations implement global best
practices in planning and control

A Disseminates front-line implementation
experience and identifies the keys to success

A Continuously improves adaptive planning and
control to increase profits
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Selected North America BBRT members

Adaptive Planning
Alight Financial Planning
American Express

American Century
Investments

Applied Analytix

Bank of the West

BayCare Health Systems
The Carle Foundation
Charles Schwab & Co.
Cognos, an IBM Company

Cytec Industries, Inc
DFW International Airport
Group Health Cooperative
Hunterdon Medical Center
IES
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Kaiser Permanente
Kansas City Southern

Luci |l e Packard Chi
Hospital

MasterCard International

MD Anderson Cancer Center
Mutual First Credit Union
PPL Electric Utilities

The Palladium Group

Park Nicollet Health
Services

The Player Group

(j; car
Promega Corporation
RiverLogic, Inc.
Sun Healthcare Group, Inc.
The World Bank
VHA, Inc.




The formula for successful change

DXVXF>R

Where:

D = Dissatisfaction

V = Vision for change
F = Known first steps

R = Resistance to change

Beyond
Budgeting



D = Dissatisfaction

Seven Key Problems with Traditional Budgeting

1.

Budgets take too long to prepare (often making them out of date when
published)

Budgets cost too much
Budgeting is based on assumptions that are nearly always wrong

Budgeting causes gaming that erodes the ethical foundation of the
company

Budgeting triggers unnecessary spending
Budgeting gives the illusion of control by robbing potential
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At what point do you expect your annual budget targets

to become obsolete?
Budget Target Life Span

80% 7% 7aTS%

70% i -
60% i
50% 48% -
40% -

M Typical Year
— 2009

32%

30% 28%
20%
10% 8%
v E l l

Before the year 1-3 months into 4-6 monthsinto 7-9monthsinto 10 - 12 month into
begins/ already the fiscal year the fiscal year the fiscal year the fiscal year
have
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Simplify and Eliminate Redundancy

Financial Analyst Time

Providing value-
added analysis
23%

Collectingand
validating
the data

47%

Administering
the process
30%

SOURCE: APQC / BBRT Research
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Budgeting is Based on Assumptions that are

Nearly Always Wrong
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MAKING THE CHANGE WITH
THE 12 BBRT PRINCIPLES
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How Finance Fails to Support Frontline People

Front line

responsible for

continuous

value creation

Fixed
process

Support
services

Beyond

Front line people
with freedom and
capability to act

Fixed
performance
contract

Protracted
budget
process

A A
Compliance
with plans Cost bu

A A A 4

Annual fixed Fixed ?;r?:i?\l : eAsr:Jr:JL:i:a Planned Rear- view
targets incentives Brocessg allocations coordination mirror

A

Variance
analysis

A

A A
A A

FINANCE as CON

ROLLERS
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A New Vision for Finance

Frontline Front line people
responsible for with freedom and
continuous

_ capability to act
value creation

Adaptive Relative Relative Continuous Resources ST
stretch goals goals & planning & available as coordination KPI controls
pProcesses AT value creation required

A y y

A A A

A A
Support : Relative Risk Value- based Rolling
pp Ll information management information forecasts
services process

A A A A A A

FINANCE as STRATEGIC PARTNERS

KPI 6 s, fast
actuals and
trends
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The Twin VI si ons of

(1) THE FINANCE VISION (2) THE LEADERSHIP VISION
AFinancial case - A lighter process, APeople - Personal responsibility culture
releasing more time for strategic support. with more capable and committed people.
AStrategic case - A more adaptive ACustomers - More innovative, lower

4 | Acultural case i Reduced gaming and AsShareholders i Sustainable competitive
behaviour more consistent with goals. success and more ethical behaviour.
AOpening the way to] é

Performance

Adaptive
& devolved

Adaptive volv
Traditional processes improve organizations
organizations budgets

with budgets

Degree that organization is adaptive & devolved
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Relative Targets Using League Tabladdaidelsbanken

From Fixed Targets

To Relative Targets

Source: Handelsbanken Management System
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Branch to branches
(Costlincom| Region to regions

1. Branch C (ROE)

2. Branch H 1 Region D

3. Branch A 2 Region J

4, Branch D 3. Region |

5. Branch F A Region B

6. Branch E 5 Region E

7. Branch J 6. Region F

8. Branch B 7 Region C

9. Branch | 3. Region H

10. Branch G 9 Region G
10. RegionA
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Bank to banks

(RoE)
Bank A 31%
Bank D 24%
Bank H 20%
Bank C 18%
Bank E 15%
Bank F 13%
Bank B 12%
Bank | 10%
Bank G 8%
Bank J 2%

Comparison To
A Peers
A Competitors

A World Class
Benchmarks



Use league tables to avoid the pitfalls
Ahlsell: Using Relative Targets with 200 -84dinaged Teams

A Sales Unit All Sales Units
Return on Sales Report fiThe Premier Leagu®
A Sales 100% (Over 13%)
Less

A Direct material
A Stock losses/obsolete

= Gross margin

A Rent A Return on Sales (ROS)

A Staff A Growth in profits

A Bad debts fiThe Qualifiers League

A Depreciation | (Under 13%)

A Interest on capital A Return on Sales only
= Net margin 13%
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Seven Common Symptoms of

Forecasting lliness
(Pitfalls to Avoid)
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Common Symptom #1

Semantic schizophrenia:
confusion about the aims, purposes
and characteristics of good forecasts
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Common Symptom #2

Single point tunnel vision:
an unhealthy obsession with a
particular forecast number

Beyond

Budgeting



Common Symptom #3

Delusions of accuracy:
the mistaken assumptions that it is
possible to be perfectly accurate and
that lower errors are representative of

better forecasts
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Common Symptom #4

Nervous system breakdown:
misguided attempt to improve
forecasts by going into more detail and
analyzing forecasts obsessively
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Common Symptom #5

Visual impairment:
the failure to provide enough forward
visibility and discern trends In
performance
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Common Symptom #6
Lack of coordination:

the tendency to generate a
proliferation of competing forecasts
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Common Symptom #7/

Socio-pathological behavior patterns:
the unwitting encouragement of
behavioral patterns that are damaging
to the forecast process and to the

health of the organization as a whole
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10 common mistakes & best
Practices

Bonus: 5 More
Best Practices

1. Forecasting to the wall

2. Confusing forecasts with targets 1. Track your trends for

3. Demanding forecast accuracy forecasting over time

4. Relying on Excel spreadsheets 2. Constantly identify ways to

5  Excessive detail become more adaptive

6. Relying on-bdsedr obabil i t?ii Understand key drivers
forecastingo 4. Focus on threats and

7. Immediately assuming a growth forecast opportunities

Treating forecasting as a'J8% P e€iddqPagNfe n}t
rather than an on-going part of
monitoring the business

9. Picking out time horizons for all forecasts
with the same interval

10. Failing to learn from your forecast record
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Forecast accuracy tools coming from BBR

A Dissatisfaction with the quality of forecasts is a common complaint,
irrespective of the sophistication of the processes used

A One root cause is the inability to measure the quality of the process
and so put in place measures to improve performance

A The Forecasters Toolkit provides a set of simple tools based on
rigorous statistical methodologies to help users measure, manage
and build forecast processes

Hands on
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EASE OF lﬁ\ Minimal lﬁ\ﬁ quidance and Formal

instruction training

U S - necessary Il fL el essential
necessary
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