How long should it take to produce monthly accounts?


Monthly accounts
SME's tend to want flash figures fairly quickly, so there is a need for CFOs to guess some estimates regarding accruals etc, whilst most firms are fairly efficient with monthly cut off on Sales and Cash, the delay in preparation usually comes from the Purchase ledger and how long people keep this open, especially where they may not have a formal purchase order system .
 
The Flash figures tend to be Income statements with maybe one or two key balance sheet items, a fully reconciled Balance sheet is somewhat of an impossibility within the first week
 
A lot of this is driven by impatience in getting accurate information and delay by CFOs to achieve the accuracy required, my experience is that once the following month end is passed, the CEO wants info from the (now) current month, so there is a post hoc element to setting a deadline
 
A well run business will typically cut off it's purchase ledger within two weeks which gives the third week of the month to balance the nominal and prepare the management accounts. It all depends on the complexity and size of the business.  In my experience CEOs lose interest once we are into week 4 of the following month as they have their own eye for KPIs to see how they are doing in the current month and want a prediction of where they will end up.
Such KPI's typically are based on Sales Volumes or Cash balances on the basis that the costs are under control, this helps reduce their anxiety levels. 
However, in the current climate, especially when Sales may not be up to forecast, the CEO is therefore beginning to turn his attention to the squeeze on his cost base and therefore in the current climate there is an even greater need for accuracy in reporting costs and monitoring sales.
 

In the past when there were good margins, the CEO would not bother so much as long as Sales were coming close to budget and costs were controllable.
Nowadays the mentality, whether CEOs like it or not is to get back to micro managing  costs, this is leading to frustrated CEOs and equally frustrated CFOs where the need for timely and accurate measurement is concerned.
This tests the relationship between the CEO and the FCO
 
 


Many CEOs I now talk to also want predictive information as quite often the budgets done at the start of the year are coming under  pressure sooner than usual ( i.e by month 6 they need serious revision) so there is an even bigger informational need for predictive indicators such as pipeline sales enquiries, order books  and forward cash planning, more so in these times, basically the CEO cannot afford to take his eye off the ball, and this is where the CFO becomes an even more pivotal player.
 
This is against a backdrop of staff reductions ( to eliminate costs) and further pressure on CFOs to produce accurate information.
 
 
The headline you may want is that if 'you dont produce your accounts before the end of week 3 you seriously risk losing your livelyhood '



 
Flash/ real time financial information is of much more relevance to day to day management than monthly accounts - for most sectors. This is because it can be related to specific current operational activities, and is normally in a weekly format which fits the operational cycle of most businesses. Monthly accounts do not fit operational cycles, and calender months are very difficult as they are of differing lengths and trading days. 
 

This therefore reduces the monthly management accounts to a supporting and confirmation role - i. e to confirm the broad validity of the flash/real time information, and as a means of reporting to funders and investors. On the basis that the support / external reporting role is the primary function of monthly accounts, then accuracy and validity are more important than speed of production. Fitting this in with banks and investors normally requires management accounts within 30 days, but are quite flexible if it moves out to 40 days
 

If accuracy and validity is of key importance, the more time there is to produce the accounts, the longer the time period the more accurate they are likely to be. This is because while a good purchase order systems should capture most costs, it is better to validate with actual invoices, especially as unanticipated or unrecorded cost always have a habit of crawling out of the woodwork. 
 

All these points have a greater or lesser relevance depending on sector. For example when trading patterns are stable, and validity and material accuracy is easier to achieve. Conversely if margins are low and trading patterns re fluctuating, validity is more difficult e.g. if margins are say 1- 4%, relatively small amount so if late, cost recognition can have a very material impact on reported profitability.
 
All this could lead to a theme around 'What are management accounts for?' or 'Most management accounts are not produced until the end of the month - but does it matter?'
What matters more as having an information system which has a 360 degree approach and that can stand up to reasonable due diligence at any time. 
 
 
 

