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ROLLING

FORECASTS:

A Guide For Modern
Finance Leaders

In recent years, business forecasts have had to become faster and more
flexible—ready to be adjusted at a moment’s notice. As earnings and product
cycles accelerate, it has become clear that the business world is decisively moving
towards treating rolling forecasts as standard. A slow process of budgeting and
forecasting is no longer enough.

This digibook contains a step-by-step guide on how to meet stakeholders’ expectations, with case studies
and examples of how smart CFOs are adapting their processes to improve the quality and timeliness of their
business forecasting.

In this guide, you’ll find out:

n The Business Forecasting Four Steps to Ensure Business
Landscape Post-Crisis - Forecasting is Relevant
Some of us looked pretty silly in 2008 Stop making those ‘write-only’ documents
Three Things to Avoid When Streamline: Complexity
“ Building a Rolling Forecast Is the Enemy Within
Budgets that suck and business Why someone else should
plans that don't do the boring bits of your job

m Tapping the Wisdom of Crowds Building your action plan

The more, the merrier—as long as you Build your comprehensive list
do it right of next steps

Further reading

If we seem to be missing three big ticket items, it's because they're covered elsewhere in this series.
Check out our three digibooks on Thriving in the Digital Age, Organizational Change and Reporting.

Who will find this digibook useful?

This has been written with CFOs and finance VPs at international companies of all sizes in mind, but

our research and case studies also include smaller businesses and public sector bodies, as well as larger
multinationals, so any senior finance person will find it useful. It also has insights into the life of the CFO
that other C-suite team members may find useful in understanding the challenges and changes taking
place in forecasting and re-forecasting.


oracle.com/goto/thriving-in-the-digital-age
oracle.com/goto/building-organizational-change
oracle.com/goto/annual-reporting-narrative-disclosure

INTRODUCTION: THE
BUSINESS FORECASTING™
LANDSCAPE POST-CRISIS

Over 62% of organizations find that their budgets reflect a single point in time

and quickly become irrelevant.

KPMG and ACCA survey'’

The traditional process of annual budgeting and forecasting—compiled in the three months before its release,

and based on static assumptions—started to look pretty silly in 2008. When the global financial system
collapsed, business plans and cash flow forecasts ended up worthless, and many companies had no
process for re-forecasting on the run.

Forecasting has changed dramatically since then, driven both by further financial shocks in Europe and China,

and by the rapid rise of better technology and richer data.

CFOs are expected to be able to reforecast in a window of just a few days, all the while sifting through
unprecedented levels of information. It's a big challenge—but it also comes with big rewards.

Companies good at forecasting saw overall share prices rise a third more than
other companies.

EIU/KPMG: Forecasting with confidence?

Most CFOs are moving towards something very close to a true rolling forecast; that means they are able
to create forecasts that are:

1. Fast

The average forecast cycle has fallen to just two weeks long; the smartest companies have driven
this down to just three days.?

2. Continuous

Budgets are now understood to be flexible: torn up every few months, in response to an always-on
forecasting process that constantly updates plans.

3. Driver-based

Forecasts are no longer based on past results: category growth, market share, human capital, customer
satisfaction, and a range of other metrics are fed into the system, making it possible for a prediction to
respond instantly to fluctuations in the marketplace or the workplace.

That said, speed and new data are not magic wands that you can wave and instantly have all your
problems solved. An astonishing 80% of companies believe their forecasts are unreliable.* To put
yourself in the 20% that are getting it right is the biggest challenge of all.

' ACCA: Getting to grips with planning, budgeting and forecasting
http://www.accaglobal.com/ca/en/member/accounting-business/insights/budgeting-forecasting.html

2 KPMG: Forecasting with Confidence
https://www.kpmg.com/dutchcaribbean/en/services/Advisory/Documents/forecasting-with-confidence.pdf

3 Topdown Consulting: Rolling Forecasts in Four Parts
http:/www.topdownconsulting.com/wp-content/uploads/2013/02/Rolling-Forecasts-in-Four-Parts.pdf

4 PMG: Planning, Budgeting and Forecasting
https://www.kpmg.com/UK/en/IssuesAndInsights/ArticlesPublications/Documents/PDF/Advisory/
planning_budgeting_forecasting_web.pdf
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FIGURE 1: UNRELIABLE FORECASTS?
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In this digibook, we'll look at how smart CFOs are building rolling forecasts and mitigating the dangers
presented by complex data and quick processes. At the end, there's an opportunity to build a personal
checklist for meeting these new challenges head-on.

THREE THINGS TO THROW
AWAY WHEN BUILDING
YOUR ROLLING FORECAST

The budget process ‘sucks the energy, time and big dreams out of an organization’, according to former head
of GE, Jack Welch, who claims that companies succeed not because of it but in spite of it. Ever more CFOs
would seem to agree with him: it's no longer about ‘dropping off a cliff’ at the end of the year.

FIGURE 2: THE GROWTH OF ROLLING FORECASTS®
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®> PMG: Planning, Budgeting and Forecasting
https://www.kpmg.com/UK/en/IssuesAndlnsights/ArticlesPublications/Documents/PDF/Advisory/
planning_budgeting_forecasting_web.pdf

¢ Oracle, Top Trends for 2015

®
3 http:/www.oracle.com/us/solutions/ent-performance-bi/business-intelligence/epm-top-trends-for-2015-2441101.pdf ORACI_E
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It's been five years since Unilever abolished its annual budget in 2010 and adopted an eight-quarter rolling
forecast. This has provided the visibility and flexibility to adapt rapidly to new competition and has removed
the need to spend six months putting together an annual plan that was out-of-date by publication.’

As Unilever found, adopting a rolling cycle turns your forecasting into a dynamic review and planning process
that runs at the ever-increasing pace of the business.

So, what are the key points to avoid when implementing a rolling forecast?
Point 1. The annual plan

Annual plans lure you into a false sense of precision simply by virtue of the time it takes to prepare
and the level of detail included. A plan represents a single-point estimate of future outcomes, and is
therefore a terrible way of predicting changes in a complex business. By abolishing the plan, you can
reallocate your resources to what really adds value.

Point 2. Prediction as an end rather than a means

Budgeting is not the goal. It's a means to an end. The purpose of forecasting is to influence the
future, not predict it. Your budgeting needs to provide not one definitive answer, but rather a set
of actionable recommendations based on the most probable set of scenarios.

Point 3. Looking backwards rather than ahead

Basing your analysis on trends and averages from last year is the mistake that made CFOs look
most foolish in 2008. You need to model future scenarios based on current drivers, so that the
impact of changes in the marketplace can be clearly expressed, and the range of outcomes over
the next 18-24 months predicted.

Euroclear chooses to forecast across 18 months, refreshing the forecast at least

three times a year, allowing it to anticipate increase in new business
and understand how this will affect cost.®

7 CFO: Let it Roll
http:/ww2.cfo.com/strategy/2011/05/let-it-roll-using-rolling-forecasts/

8 AFP: The Advantages of a Driver-Based Rolling Forecast

http://www.afponline.org/pub/res/news/The_Advantages_of_a_Driver-Based_Rolling_Forecast.html O RAC I_€®



http://ww2.cfo.com/strategy/2011/05/let-it-roll-using-rolling-forecasts/
http://www.afponline.org/pub/res/news/The_Advantages_of_a_Driver-Based_Rolling_Forecast.html

TAPPING THE WISDOM
OF CROWDS

The overused phrase ‘the wisdom of crowds’ originally referred to a very specific statistical quirk:
In the right circumstances, large groups of people are excellent at predicting future events—to the
extent that an average of ill-informed guesses is frequently more accurate than an expert calculation.

The statistical analyses behind this process are fascinating (though beyond the scope of this digibook),
but they boil down to understanding which sets of opinions will lead to a bell curve.

FIGURE 3: THE WISDOM OF CROWDS, SIMPLIFIED
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The truth

As a CFO in the digital age, you have for the first time direct, unmediated access to frontline employees
In your organization. And that means that you can collect their opinions to make predictions that combine
remarkable accuracy with great speed.

The process starts with the competitive testing of forecasts: run (for example) a monthly sales forecast
the traditional way, inputting all the drivers, checking in with all your VPs, and deriving the data via some
careful algorithms. Then run it again, by asking your frontline staff to estimate how much they expect to
sell next month. If the latter process performs better than the former (and you'll need to do this a few
times to confirm), you may have found a way of speeding up, simplifying and improving accuracy.

The system will only work if you can separate the forecasting and incentive processes. One of the
biggest challenges of getting intelligent data from a wide amount of people is avoiding ‘budgeting politics'.
If targets, measures and rewards are linked to the numbers in a forecast, it becomes an exercise

in self-preservation and self-aggrandizement.

Borealis, the Danish petrochemicals company, separated targets and rewards
when it implemented a rolling forecast, moving them into the hands of a

quarterly review committee. It very soon saw an adjustment of forecasts
towards a more realistic view of essential project expenditure.®

Finally, you need to design a lean process for people to give you their data. If you are asking 100 people
In your business for a forecast once a month, they need to be spending five minutes on filling out an online
form, not five hours fiddling with spreadsheets.

® CFOThoughtleader.com: Rolling forecasts

http://www.cfothoughtleader.com/wp-content/uploads/2014/04/Hope_ch33-1.pdf ®
: p 9 pcontenti pe_chiz 1 ORACLE
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FOUR STEPS TO ENSURE
BUSINESS FORECASTING
IS RELEVANT

Just getting yourself into the habit of rolling forecasts isn't enough. Is it relevant? Does it tell you what you
need to know, or what you've always assumed you need to know?

The challenge of dropping big data into a driver-based system is knowing what you should be reporting on.
Too many businesses are wasting their time producing ‘write-only’ documents and metrics: non-value-add
filler, which nobody in a line of business ever reads or acts on.

A.P. Moller-Maersk'’s rolling forecast contains only 35 input accounts and three

to seven KPIs; its previous annual budgeting process was built on inputs from
over 1,000 of the group’s legal entities.”

Every business’ value-drivers will be different, but there are
four steps to ensuring that you are identifying the right ones.

Identify conversion factors to help leaders make rapid
decisions. Southwest Airlines applied specific values to

a series of rolling forecast measures tied to specific scenarios,
such as the cost of taking a particular course of action over
another. These values could then be applied to real-world
situations to inform and accelerate management
decision-making in response to changes in the operating
environment. One example was the effect of changes in fuel
costs and supply on operations and whether the airline should
buy or hedge these. The result of these forecasts has been
that they allow Southwest’'s management to make rapid and Eliminate
informed decisions based upon what is actually forecasted non-value-add detail
and not what a potentially outdated budget dictates."

Identify
conversion factors

Eliminate non-value-add detail, through a test-and-learn
process. Quietly stop reporting on a specific metric, and see
if anyone in the business complains. |f nobody notices, then
nobody was using it.

Consolidate

Consolidate your metrics. At Hyatt, a dashboard .
your metrics

approach is used to consolidate metrics that track how

finance, marketing, HR, supply chain, and other lines of
business are executing against the five strategic priorities
defined by the company’s leadership team as guiding
principles for success. Finance executives say the
planning dashboard Is used to assess how well the
company is fostering customer preference in key areas
Including talent and reputation, brand and innovation,
hotel profitability, corporate resource efficiency, and
growth and capital strategy.'

Use range

forecasting

Use range forecasting. A single number cannot ever be
accurate. The normal way to find a single figure is to base
It on averages. This leads to sometimes wildly inaccurate
forecasts. Instead, go for a range of potential outcomes,
to better represent and understand possible scenarios.

1 bbrt.org: Basico Case Story
http:/bbrt.org/wp-content/uploads/2014/11/Basico-Case-Story-APMM-Sep-2012.pdf

" The Clute Institute
http://cluteinstitute.com/ojs/index.php/AJBE/article/viewFile/7810/7872

"> https://www.oracle.com/webfolder/s/delivery_production/docs/FY15h1/doc4/Plan-Predict.pdfn ORACI_€®
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STREAMLINE: COMPLEXILY
IS THE ENEMY WITHIN

A simple response is always the best answer to a complex problem

This goes for your forecasting processes as much as for anything else.

Simplifying how your teams approach the forecasting procedure is a key method of driving efficiency—
and efficiency is a key driver of value.

The first step to streamlining is to standardize. Your inputs need to follow common

20 standards and classifications. This is particularly important in allowing you to
—_— re-forecast, as changing one part of a modelled scenario does not mean changing
- : everything else if the input follows the same commonalities. Hyatt's ‘Project Unify’

standardized into one dashboard to take them out of ‘spreadsheet hell” where no-one
but the creator understood what was going on, into a position where progress could
be easily tracked across all areas.

You then need to build on this by centralizing. To cope with the challenges of scaling

up the number of inputs from across the organization, forecast and planning processes

need to be put into one (virtual) place to ensure that everyone is working to the same

-/\- standard. Replacing complex spreadsheets with collaborative technology, for example,
facilitates easy and quick organization-wide input. Not only can this sharply reduce
response times, it reduces the likelihood that input errors will go unnoticed.

You can take this process further by outsourcing or automating routine functions.

¢ The finance team'’s ability to reforecast depends on agility, and this disappears when
N 7 they are bogged down in managing routine processes. The best way of identifying
, these is by asking yourself and your team what the dullest part of the job is: if it's
v really boring and needs to be done more than once a quarter, it can probably be

managed by a clever SaaS application or a sophisticated back-office support service.

Finally, track your failures. There is always a good reason why a prediction

went wrong “this time”. There were currency fluctuations, or a change of regulations,
a huge deal went through, or the new product had to be recalled. So it's worth looking
back over the forecasts you have made, and checking which ones actually go wrong
every time. These are not just a waste of your team’s time—they are actively harmful
to the business. Sometimes they can be fixed by changing the inputs or switched

to range forecasts; but sometimes, you'll need to admit that forecasting is always
hard... and there are bits of the business for which it is actually impossible.

7 ORACLE




BUILDING YOUR
ACTION PLAN

Use this checklist to build your action plan

WHICH OF THE FOLLOWING DO YOU NEED TO DQ?

1. Building a rolling forecast
e Throw out your annual plan
e Treat prediction as a means, not an end

e Switch to driver-based forecasting

2. Draw on the wisdom of crowds
e Run competitive tests to see if crowd-sourcing provides better data than your current system
e Separate the forecasting and incentive process

e Design a lean process for getting data from front-line staff

3. Make your forecasts relevant
¢ |dentify conversion factors
¢ Eliminate non-value-add detall
e Consolidate your metrics

e Use range forecasting

4. Streamline your processes
e Standardize metrics and classifications
e Centralize your data

* Track your failures over time
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