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SMEs have limited resources and CFOs are often unable to spend
enough time on strategic initiatives. Our simple framework is a tool to
develop the finance function to enable CFOs to participate more
actively in strategic initiatives and maintain a high-level perspective.

Executive Summary

Problem
SME management needs an unbiased
fact-based financial perspective to
support their decision making. Yet the
finance function in SMEs often struggles
in providing strategic insight and
analytics to top management.

Why it happens?
Given the limited resources in SMEs,
CFOs are often over-burdened by routine
tasks and daily problem-solving. Daily
fire-fighting diverts focus away from
building a top-down view and developing
unbiased financial insights.

Why it happens?
A structured framework helps
streamlining processes and building a
scalable setup. By taking a staged
approach to finance development, CFOs
can release time for strategic tasks, and
increase their value contribution.

The role chief financial officers (CFOs) has traditionally been to report internally and
externally, providing the financial perspective on performance and outcomes of initiatives.
However, in small and medium enterprises (SMEs) and startups, financial resources are
limited and affording personnel in cost positions can hinder growth. Improving finance
function efficiency enables CFOs to expand their role beyond reporting and financial analysis,
and to be involved in strategic initiatives to increase the value created for the organization.

We interviewed 10 CFOs of Finnish SMEs and startups, focusing on how they add value within
their companies. We found that the limited resources in the finance team, a wide variety of
manual routine tasks, and frequent fire-fighting all contribute to distracting CFOs from more
value adding activities. In addition, few CFOs find enough time to take a big picture view on
their own function, and how to develop it further. Instead, they find themselves caught in a
quagmire. To reverse the situation, and to increase the impact of the finance function, CFOs
need to restructure their work and carve out time for a strategic viewpoint. In this article, we
seek to show how, with the help of a simple four-step framework.
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Develop a structured view on building finance function capabilities

The simple framework can guide CFOs to identify the development focus areas for the
function, and allow them to devote more time to strategic activities (figure 1). The first
element to consider is whether the structure and the processes are streamlined and
automated, scalable to sustain growth, and supporting the company operations. Streamlined
and standardized processes and routine work enable CFOs to collect the required data to
develop a solid understanding of the company and the industry. With this knowledge, CFOs
can manage performance by setting targets and tracking the progress. CFOs are then able to
focus on leveraging their knowledge and strategic vision to lead business initiatives and
develop the company strategy with the management team.

Figure 1: CFO value creation framework in SMEs

As most SMEs continue to develop their processes as they grow and mature, there are
different levels for the finance function to contribute to the organization. An essential initial
step is to recognize on what level the company currently is, before developing a realistic
roadmap for the development of the finance function. In what follows, we describe the four
steps to value creation, and provide examples of key activities and potential pitfalls to avoid,
along with best practices for success.

Establish structures and processes for efficiency and to enable development of
insights

Within the framework, the first two levels establish the basics within the company. At the
beginning of the company’s lifecycle, one best practice is to define the structure and vision
for the finance function based on the needs and current capabilities. The relevant IT tools can
be selected to support accurate and timely data-gathering from the operations. Managing
data structure is essential to ensure data quality and sets a solid foundation for automation
efforts. Especially for SMEs, data structure and hierarchy should account for the company’s
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growth ambitions and the need for scalability. In addition, documenting processes and roles,
both within the finance function and the whole company, clarifies the responsibilities and
focus areas of each. One main way to decrease the time spent by CFOs on reporting and data
collection is to leverage automation and analytics tools to streamline the processes, which
also increases reliability of the data. Another mean to increase efficiency is driving
standardization of processes, for example of report formats and meeting agendas.

While laying out the bases and establishing the structure, it is important to design the
systems, tools and processes with the organization’s current and future needs in mind.
Otherwise, scalability may be limited and consequently decrease efficiency of the finance
function in the future. Additional consequences include that CFOs must redesign the
processes or data structure, which may be expensive and time consuming. The value of the
structure and processes should not be under-estimated. Consider the case of a startup in the
food and beverage industry. The company focused from the start on data analysis and
developing financial forecasts. A monthly report was produced for the board of directors. The
monthly effort to develop the report proved time-consuming, as several data points needed
to be calculated manually. Best practices are to invest time early on to establish the data
gathering process, starting by the identification of the required data and then recording the
necessary data points with the system.

Established processes, tools and structure enable the CFO to focus on building a high-level
view on the company data. Combining it to industry and competitor data to provide context
to internal data enables developing actionable recommendations. From the internal and
external data gathered, the CFO can confidently build reliable financial forecasts and
dashboards to track progress, which can be communicated and shared within the company to
support data-driven decisions.

While collecting and analyzing data, possessing the high-level view on the business dynamics
between value drivers and company performance is critical. It enables to build forecasts
based on key value drivers rather than generic assumptions, such as monthly fixed-growth
estimates. The lack of justifiable and data-driven forecasts may have serious consequences:
the lack of reliability could cause the company to suddenly run out of capital to sustain the
operations. With increased availability of data, it is recommended to identify the required
data points and focus for the financial analysis to optimize the time spent by the team data-
crunching. A Finnish professional services startup initially focused on analyzing items within
the profit and losses statement. Several analyses were conducted, but no clear actionable
insights were derived. The company automated and standardized reports too early,
generating many reports, yet lacking the focus on key drivers. For young companies, cash
flow is often more critical, and should have been the focus for the analyses.

Manage performance and lead strategic initiatives when structure and data are in
place

While leveraging the available data, it is natural for organizations to recognize that the
evolving context or data collection is not fully supported by the processes. It is recommended
to periodically evaluate and validate it, and to make the necessary adjustments. Maintaining
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a strong understanding of data, key value drivers and reliable processes enables CFOs to
devote more time on performance management – including target definition and follow-up,
ensuring efficient operations, following company milestones and stakeholder communication.
To manage performance, one best practice is to set company-wide and individual targets and
incentives in parallel to developing tools to track and report the progress. From this point, the
true value from the CFO expertise can be unlocked. CFOs can analyze and identify the
opportunities for profitability improvements or growth, which can be challenging with the
burdensome day-to-day routine.

To support efficient operations and add value through performance management, an
important element is to define incentives that support value creation for the company. This
may be achieved by ensuring that individual goals trickle down from and support the unit’s
and company’s targets. Target settings should be conducted top-down to best support the
company strategy. Setting and communicating targets must be done meticulously. When
targets are too low, the organization may become complacent, and the company might not
reach its full potential. Oppositely, too high targets may impact the motivation across the
company, as people may deem the targets unachievable. Target communication is not
limited to an internal scope, but also spans to external stakeholders. An online retail startup
was seeking funding, and presented high financial targets to potential investors. As the
targets and promises were unrealistic, the investors doubted the ability of the company to
reach them, and decided not to invest, resulting in serious financial challenges.

Finally, leading business and strategic initiatives is where CFOs can contribute the most value
to the company. CFOs can be considered value managers and present the unbiased voice of
finance, as they can hold a central role in business decision making and strategy
development. Concrete examples of activities that CFOs can lead at this level are setting,
together with the management team, the priority of different initiatives, or developing a
governance roadmap, elevating the role CFOs to the level of strategic partner. They can also
develop data-driven insights and scenarios to support decision making. When prioritizing new
initiatives, CFOs can leverage their asset management capabilities to optimize the capital
and resource allocation, and actively challenge the thinking within the management team.
Furthermore, the financial perspective of ongoing activities is critical to decide when
initiatives should be accelerated or reduced.

While evaluating the different options to allocate capital and resources, a thin line exists
between being realistic and bearish. Although investment opportunities must be carefully
examined, a bearish interpretation of proposals may lead to missing important value creation
opportunities. It can contribute, over time, to create a pessimistic company culture where
new ideas are too often shut down. The degree of scrutiny applied for the proposals should
be based on common sense. In many cases when the cash outflow value is minor, the time
required to build the business case and evaluate the opportunity is too high. The CFO must
make a judgement call. A Nordic technology company uses “the rule of three” as a guideline
to efficiently decide on spending resources, implemented on all levels within the
organization. The capital use proposal is green-lighted if it provides benefits for (1)
customers, (2) employees, and the (3) the company.
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The required roles and skills of CFOs evolve across the journey

While the company evolves and the opportunities for the CFO to create value increase, the
key roles and required skills from the CFO change accordingly. Within early stage companies,
CFOs often spend most of their time on hands-on work, reporting and making analyses
themselves. Technical skills are important to establish sound processes and structure. The
scope of the CFO role often encompasses several functions, such as IT, legal, HR, and
sometimes operations. One key to optimize the time spent is to automate processes and
leverage analytics tools to increase the time spent on interpreting the data rather than
collecting it. As the company grows or matures, new candidates will often be recruited to
lead other functions, and the finance team will expand. The role of the CFO transforms to
focus more on people management, coaching and leading. Interpersonal skills are critical to
ensure clear guidance and communications. Additionally, when CFOs contribute at the
strategic level, communication skills and the ability to form opinions and an own agenda, or
vision, is central to value creation. CFOs sit on a mountain of knowledge, insights and data,
and leveraging it to drive collaboration and decision making is highly valuable.

As CFOs constantly face time challenges and the daily problem solving, it is important to
prioritize their and their team’s time according to the most critical areas for the company. In
other words, the ability to evaluate the level of maturity of capabilities within different areas,
such as planning, reporting, or managing receivables, and to identify where additional
investment creates the most impact for the company is key to an efficient finance function.

Change to a value mindset: assess your current capability, define your ambition,
and map your journey

As different companies face different realities and challenges, the previous guidelines should
be used as a reference, as the different steps may have a different level of relevance.
Notwithstanding, the framework can be used as a tool to reflect on and plan the development
of the finance function. A simple first step for CFOs toward an improved finance function that
contributes additional value is to take a step back to evaluate how the function currently
operates, what are its strengths and where lie the opportunities to improve. In all cases, once
the basics are in place, the CFOs can evaluate further the potential focus areas and validate
that their experience and knowledge are leveraged to create the highest business impact.
Accordingly, they worry less about being overwhelmed by the daily tasks that currently often
take too much of their time. Pausing for a look at the big picture top-down and thinking
through the real value drivers of the company will pay off handsomely.


