YOU AND YOUR ACCOUNTANT

Some agribusiness managers display superior
tdent in their ability to control business
financing. Others are capable of exerting
control over financia operations, but do so
with distaste. Still others prefer to practice
their profession in other areas and leave
financid regponghilitiesin the hands of their
accountant or fisca executive.

Whatever your own degree of expertisein
financid management, there is no excuse for
delegating dl financid condderationsto
others. Asmanager you are expected to stay
on top of your firm'sfinancid affairs. To do
S0, you must ask the right questions of the
right people a the right time.

In most cases, your accountant or fiscal
executive is the “ expert-in-residence”’
regarding financid matters. Assuch, heisthe
most convenient and appropriate person to
ask for information. The time a which to ask
guestions depends on particular business
circumgtances. Usudly, aroutine reporting
system should be established with enough
inherent flexibility to alow for coverage of
crigsgtuations. Asking the right questionsis
probably the mogt critical requirement in
maintaining adequate control. These
questions will dictate the fundamenta
relaionship which will exist between you and
your accountant.

An Overview
An agribusiness manager needn’t become
totaly involved in dl the details of finance.

He should, however, bein receipt of a steady
flow of information on key financia maiters.
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Every manager should be aware of hisfirm's
profit on sales, liquidity, cash position, return
on investment, inventory turnover, etc. His
awareness must be:

1) continud,
2) trend-oriented, and

3) based onthedesreto maintain an
overview of hisfirm’sfinancd
dfars.

Too often, the value of an accountant’ s report
to the manager isjudged by itsweight and
thickness. The manager is often too busy to
read alengthy report and sort out the key
financid indicators. To be most effective,
therefore, the accountant should condense the
information into something a busy man can
read quickly and proficiently.

In view of this, agood manager setsup a
close working rlaionship with his
accountant. It is hisresponghility to tdl the
accountant what informeation he needsin
order to maintain abusiness overview. He
may ask for ajoint meeting to discuss:

1) what information is needed,
2) wha information isrdevant, and

3) wha information isavailable.

The manager-accountant relationship will
prove beneficid only if the manager has
enough financid savvy to assess and quickly
interpret balance sheet and income statement
entries. Thisisespecidly critica in amulti-
divison agribusiness. A common
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characterigic of many agribusiness managers
isareluctance to close out an unprofitable
divison. Logic, sentimentdity, and disbelief
are dl rdlied to the defense of continuing the
operation. If the accountant’ s financia
reporting system is complete and
comprehengive, it will enableyou, asa
manager, to take a hard look at the facts
behind the figures and initiate remedid
action, while experiencing fewer second
thoughts.

The questions you submit to your accountant,
therefore, should be action-directed, e.g.

1) What isour return on invesment?
2) Do we need additiond financing?

3) How costly isour present loan
repayment schedule?

4) Etc.

If the information provided by your
accountant does not help answer this type of
question, it will probably be of little practica
vaue.

Y our Reporting System

Agribusiness managers would be well advised
not to accept afinancia reporting system
designed exclusvely by financid specidigts.

If you accept such a system, you open the
possbility of learning only what the
specidists want you to know. Because of
their training, perhaps, accountants are
inclined to prepare accurate Satementswhich
depict what is happening, but fail to consider
why it is hgppening. Gross profit on saes, for
example, depicts aresult of business
operations only. If thisfigure happensto be
declining, little information is provided asto
why thisis occurring. Normd financid
gatements provide the manager with little

direct information regarding product
obsolescence, increasing competition,
personnel limitations, etc. Y et these factors
may be the red answer to why gross profits
are dedlining.

Your financid reporting system should be
more than aroutine report which appears on
your desk each Monday morning and
provides data but not answers. As a manage,
it isyour responghility to ingruct your
accountant as to:

1) how often you want afinancia
report,

2) wha typesof information it should
contain,

3) how the dataisto be interpreted, and

4) thedepthinwhichitisto be
andyzed.

The interpretation of these reports becomes a
critical factor. Thetrick, of course, isto look
not for numbers, but for causes. Your
accountant’ s report should be decision
oriented so your interpretation will accurately
identify those factors most serioudy affecting
your business. To do this, it may be
necessary to have your accountant attach a
brief narrative summary giving the highlights
of the report. This summary should pinpoint
areas where remedial action seems warranted
and answer some critical managerid
questions before they' re asked. It should give
you, as a manager, an ingtant short- and long-
run picture of each business divison vis-avis
established goals and objectives.

What type of information should your
financia reporting system provide? To be
both practical and applicable, it must be
taillored to the needs of a particular business
and manager. It may condst of acombination
of financid charts, graphs, and comparative



data. If your businessis engaged in food
processing, for example, you may ask your
accountant for information on productivity,
equipment utilization, order backlog,
inventory turnover, effects of price changes,
divison bresk-even points, and capita
expenditures.

Trouble-Shooting

Congder that the financia operation of your
agribusiness represents a pulsating heart --
increasing its activity during periods of
economic crigs and decreasing it during
periods of reduced busnessstress. Asa
manager, it is your responsbility to check the
financid pulse rate frequently to assure that
flows and activities are maintained within the
physicad limitations of the firm. Asadoctor
would react to abnormal chest pains, you
must maintain an awareness of abnormdl
painsin the corporate body. Your god isthat
of adiagnodtician -- to identify the cause of
these abnormadlities and prescribe acure.

To continue our analogy, your financia report
may be looked upon as the printout of an
eectrocardiogram. When anayzing this
report, therefore, you are looking for
deviations from what isnorma. Abrupt
changesin cash position, working capitd, or
relevant financid ratios would indicate the
exisgence of amaady in the corporate body.

The process of trouble-shooting has not redly
been completed until the cause of an
abnormdlity has been identified. In search of
this cause, a manager will commonly consult
with many individuds. Inthisregard, a
consensus of opinionisrare. You'll get one
answer from your marketing director, another
from your production superintendent, and
perhaps a third from your accountant. 1n the
end, you will haveto weigh al answersin the
baance. A financia reporting sysemthat is
dollar-oriented, not figure-oriented, will make

it eeder for you to trouble-shoot on a person-
to-person basis.

Commondlity

Communication isavitd part of financid
andyss. A misunderstanding between you
and your accountant may become a major
roadblock to excdllencein financia
management. Do you both have acommon
understanding of the terms depreciation and
budget? When you speak of agod, isyour
accountant aware that you are referring to a
target, aforecast, or aprojection? All
managers should gtrive for commondity of
financd terminology. It is often atime-
consuming task. However, it is better to
achieve this common understanding before
launching amajor project thanto say, “Let’'s
get started and worry about the details later.”

Recently, the so-called nuts and bolts meeting
has been devised to establish commonality
among the management teeam. This meeting
is designed for an open discussion of
problems and operations. Executives from
many disciplines or divisons are ddiberately
thrown together and confronted with existing
interna confusons. This Stuation lends itsdlf
naturaly to the identification and darification
of business goals, policies, and procedures.
Semantic misunderstandings are thereby
reduced.

Theissues discussed may not be directed to
financid management, but over time, many
major problems do resolve themsdvesinto
matters of dollars and cents. A freeand
commonly understood flow of information
between you and your financid personnd
represents a giant move towards awell-
coordinated financid reporting system.

At firgt glance, the relationship between a
manager and his accountant would seem to



require avery down-to-earth attitude. It does.
However, if thisrdaionship is to be most
profitable, some abstract thought and
imagination are o required.

The abgiract thought and imagination relates
to the ability of financid plannersto project
themsdalves into many different business
gtuations. In other words, a manager should
ask his accountant a series of “what if”
questions, e.g.

1) Wha if we suffered a prolonged
business recession?

2) What if another competitor entered
our market?

3) Whatif wefal to receive long-term
finendng?

4) Etc.

Have your accountant figure out what would
happen to your income, cash flow, and overal
financid pogtion if business should fdl by
10%, 20%, or even 30%.

When answers are available, plan gppropriate
drategies which would minimize problems
and possible losses under each st of
circumgtances. This procedure isoften
referred to as contingency planning and
requires that your operation be designed to
absorb the impact of a serious economic
criss. Evenif crises do not develop,
contingency planning will pay for itsdf in
peace of mind and operational security.

If abusiness decline should appear on the
planning horizon, attempt to convert your
financid reporting system to atrouble-
oriented environment. Make unexpected
demands on your financid personne until
performance no longer lags. Ask for adaily
financia report in place of the weekly
verson. Shock them, if necessary, into an

awareness of the criss. However, don't go
overboard in your demands. A paper and
pencil may be just as effectivein acriss
Stuation as an expensive computer.

The Search

What you don't know about financial
management will be less of aproblem if you
know where to search for hdp whenitis
needed. A sound relationship between you
and your accountant may only partidly fulfill
the demands placed on you as a manager.
Many managers believe that the best way to
sharpen financid savvy isto establish a day-
to-day working relationship with bankers,
businessmen, and othersin the finance area.
Again, if thistype of relaionship isto prove
beneficid, you must ask questions.

What about training through seminars,
symposia, and dinics? If amanager isto gain
from this experience, the training should be
more heavily directed towards management
finance than financia management. In other
words, your accountant is the person who
should be highly trained in the ways and
means of sophidticated financid techniques.
As amanager, your training should be more
concerned with preparing you to oversee the
totd financid operation of thefirm. Your
gods should be to:

1) broaden your awareness of the kind
of information you need from the
financid reporting system,

2) improve your gbility to quickly and
accurately interpret thisinformation,
and

3) enhance your managerid kill in
initiating correct remedia action
when financia problems arise.

Under some circumstances, your search for
improved management of business finance



may require establishing an internd training
Course or retaining a private consultant. If
you choose either of these methods, follow
through with the thought that this search for
information isacosly endeavor. Make
maximum use of your expenditures. For
example, it isyour responshility to see that
the consultant is earning hisfee.

Summary

A sound manager-accountant reationship isa
critica factor in the atainment of excellence
in the financid management of an
agribusness firm. This relaionship depends
on the manager’ s ability to ask the right
questions of the right persons a the right
time.
The financid reporting system used in your
firm may indicate sgnificant weaknessesin
this manager- accountant relationship. If this
reporting system isto effectively asss you,
its design should be:

1) actionoriented,

2) dollar-oriented,

3) decison-oriented, and

4) trouble-oriented.

The financid information provided by your
accountant should provide an up-to-date
overview of the firm asawhole and by
divigon. The systerm must be designed to
pinpoint abnormalitiesin day-to-day
operations and identify suspected causes of
these irregularities. Commonality must be
incorporated into the sysem to minimize
internal confusion and misunderstanding.
Findly, alarge proportion of the information
provided by your accountant should bein
answer to “what if” type questions.
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