Austerity Accounting
Introduction

We are entering into an era of austerity, successive governments have left us with a huge debt burden which we need to address, the Accountant is more in demand than ever as measures to get costs under control, re appraise business models and run leaner businesses all kick in to create a perfect storm in the business environment which will  see  crises and opportunities ebb and flow.

This against a backdrop of changing consumer habits, wanting less not more means that Revenue streams are difficult to forecast, relevant overheads become difficult to manage and capital expenditure plans become more scrutinised .

This is a natural state for Accountants who are constantly  reporting  variances/cost cutting possibilities and business model changes.

Any certainty in the business landscape is underpinned by two factors

1 we cannot accurately forecast demand

2 We cannot rely on the past sector experiences or indeed academic research as the business environment is unique and past comparisons and corrective behaviours cannot teach us everything we need to know to survive.

Austerity accounting is the new mindset, it is based on a  resilience within the organisation to withstand sudden shocks and to report processes and outcomes that not just add value but also minimise waste.

There are several areas to consider

Entrepreneurial mindsets

It used to be that focussing on growth, Revenue and top line was all that mattered, even when CFOs banged the drum about margins, CEOs tended to ignore Gross Profit if there were customers coming out of their ears, however in a shrinking market , margins are now being squeezed even harder , so CEOs are ( at long last) actually looking at costs of servicing the customers and genuinely looking at service levels rather than paying lip service. So the numbers had better be accurate. For a CEO to grow a business , something different has to happen to sustain growth on less resources .
Marketing and Sales budgets are going to come under real scrutiny by the CEO. A good CEO will not panic or give knee jerk responses but will want to consider all the facts before making a calm rational decision. The onus is therefore on the Accountant to report the facts truthfully. CEOs may well also turn its focus on to the productivity of the Sales force who may not be indulged as much with expensive cars or flashy sales meetings, so austere measures in previously sacrosanct parts of the business need to be visible.

Reporting

We all know that accounts need to be timely and accurate, but much more than this they need to stand up to due diligence. Accountants who have been involved in mergers and acquisitions will recognise this territory, but accountants who have not will have to get used to the constant barrage of questions now coming from all aspects of the business. We cannot produce the normal monthly pack, sit and wait for the Board to react with the usual questions and then disappear for a month until the next meeting, Figures will be questioned by the Sales force, the production team, the IT department, and indeed people who previously never took an interest because they know themselves they are under scrutiny, and as Accountants we are priviledged to have access to all parts of the business, so don’t be surprised if your numbers get questioned from unusual  quarters . You will have to get used to ‘bottom up’ questioning.
You will also have to get used to a new raft of KPIs. Stock turnover  and debtor days may still be required, but do you know how many invoices have been produced today and how many credit notes have been produced rectifying invoicing mistakes, in a high turnover business, this may be a key metric that has nor been previously reported but could indicate a level of inefficiency that requires attention.

Furthermore you may also be asked by the CEO for a daily report of certain KPIs which you may not have realised were the CEOs thermometer of business help, be prepared to supply these on a frequent basis and ensure that your Management information system can throw these numbers out without too much effort.
Time

The pressure has always been to produce accounts on time. A well disciplined accounts function will work like clockwork in producing the information on time. That is all well and good and is a minimum requirement. Austerity measures require feedback, , there needs to be a minimum delay between implementing a cost reduction and reporting the effects, including the unintended consequences, therefore in austere times, if a measure is a cut too far there needs to be some pretty quick feedback to re instate the status quo , and if the decision was bad, an agile reporting system will spot it and assist in rectifying the position before it is too late. Having  an ‘Austerity ‘mindset , or indeed a ‘Committee ‘should be a pre requsite in these times as measurable outcomes need to be reported quickly .

Austerity measure should be seen as a project that has to be measured and constantly monitored 

Forecasting

You cannot get away with having one budget, there needs to be a change of mindset. Whilst doing the same budget as last year plus 10% may have been the norm, and indeed these ‘aspirational ‘budgets get set in stone and used as  a rod for the sales team’s backs, it is now more than ever that the Accountant must state clearly and precisely how these budgets are assembled. Budget packs must show all assumptions so that the board fully understand the basis of preparation. Working closely with the CEO is one thing, but clearly working with the Head of Sales/Production or Operations and understanding how they have answered your questions and given you the relevant figures is also crucial. These facts must be reported to the Board as a matter of routine, whether they understand them or not is another issue, the important point is that the onus on the accuracy of the figures has shifted to collective responsibility.

Forecasting worst case scenarios and disaster planning should also form part of the budget packs submitted to the Board for approval.
Focus

There is a tendency not to display how focussed Accountants have been, the onerous duty of reporting accurately does not come without risk. Accruals/prepayments are relatively easy to understand and calculate, major reserves for stock losses, bad debt provisioning and capital depreciation are all areas where past judgements and applications of policies may well change. The focus has to be on how resilient the balance sheet is to changes in market conditions and how these reserving policies can assist the CEO rather than be used as rainy day money in the event of a downpour.  Ignoring the credit worthiness of your marginal customers and not making suitable reserves for non payment is blatantly ignoring the new austerity rules , similarly is the carrying value of that machine correct in the balance sheet?

Think about what matters most, cash is king etc which means a real focus on supply chain management and the cash to cash  cycle, standing as an interpreter in the accounting function is not good enough , getting involved in procurement and selling and helping cut down on the cash cycle is paramount, it may even make you daily treasury function easier!

Talent Management

Behind every good CEO there is a team of people that require leadership. Having the right team in place is a pre requisite and austerity cultures require a differing mindset, so switching lights off , eliminating waste, minimising costs need to be part of the culture. Little steps like these, insignificant in  themselves, will transmute to other parts of the business.  Not replacing laptops as frequently, not upgrading mobile phones just for the sake of it, not replacing cars every six months, these are all actions which influence the culture and help manage the talent along more austere lines.
Cutting out unnecessary meetings and having only relevant people attend is a pre requisite to austerity behaviour.

Conclusion.

Now all of the above may just be common sense to an accountant , but having a built in austerity button doesn’t mean that such measures are second nature to other departments. The issue here is that, although the instinct within an Accountant can be sympathetic to such austere measures, it is not a natural mindset to say the Sales department, so help must be given in a fair and even handed way to the CEO in assessing whether any austere measures in key operational parts of the business are working.
What we don’t want is a further cementing of our already  perceived doom and gloom approach to our work, but rather a balanced view and reporting of events driven by the CEO in an attempt to steady the ship.  In all probability the business is in an environment in which the CEO is unfamiliar, there will be more reliance than ever before to ensure that his corrective austere measures are working so leanness, agility, timeliness and accuracy and above all else fairness are qualities that any self respecting accountant should display , otherwise the CEO is steering blind.

