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Shadow Finance Teams: 
Identifying Hidden Costs  
in FP&A  

Finance transformation is top of mind in many organizations. 

Many CFOs and finance leaders are pursuing strategic 

initiatives aimed at improving finance within their 

organizations. These transformation programs can involve 

a variety of tasks, from shortening a budget cycle, reducing 

overhead, or implementing new accounting or reporting 

software with the overall objectives of data integrity and 

accuracy, team efficiency, and increased profits. Standing  

in the way of many of these initiatives are internal 

productivity barriers in the form of shadow finance 

functions and solutions.

The terms shadow staff, shadow functions, and shadow  
IT are commonly used to describe information-technology 

systems, user-created solutions, and the teams that support 

them that are built and used inside organizations without 

explicit organizational approval. Since the emergence of 

desktop productivity tools, finance and accounting teams 

have wrestled with these shadow solutions and activities. 

As far back as the 1980s, the introduction of  Lotus 1-2-3 

paved the way for groups outside of finance to begin to 

do their own accounting, finance, and reporting activities. 

However, history has shown that as organizations grow  

in scale and complexity, these kinds of ad hoc functions  

and solutions may outgrow their usefulness. While they  

may originally enable a company to be nimble, shadow  

staff and solutions often become an impediment as the  

company grows. 

But what is shadow finance? Shadow finance arises when 

an individual outside of the oversight of the FP&A team 

performs a function that is also performed by the FP&A 

group. More specifically, one can define shadow finance 

as financial and nonfinancial data, or key performance 

indicators, pulled together in an ad hoc process not validated 

or reviewed by the FP&A team. This can be a problem 

if leadership wants to take action on operations, budgets,  

and strategic plans of the organization based on the  

shadow information. 

The challenge with shadow solutions is that frequently they 

cannot support data consistency across documents,  

real-time updating of data across documents, or provide 

solid audit trails of who made what changes and when. Ad 

hoc solutions do not support version control issues or drive 

collaboration that results in efficiency. Once a company 

reaches a certain scale, these kinds of shadow solutions  

can keep a company from scaling to its full potential.

When the CFO of any organization reflects on the amount of 

data and information provided to the executive team of his 
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or her organization that is not FP&A-verified, the magnitude 

of shadow finance begins to become more clear. In this 

refreshed look at shadow finance—particularly in relation to 

financial planning and analysis teams—we evaluate drivers 

of shadow functions in today’s operating environment. In 

addition, we address practical considerations, such as how 

to leverage available resources to regain control of shadow 

functions. However, before this can occur, FP&A teams 

are challenged to both identify the shadow functions and 

effectively reattach them to the central team. To locate 

shadow functions, one must understand how they arise. 

How did shadow finance solutions and teams get 
to this point? 

There are three identifiable drivers either enabling or forcing 

the business (e.g., HR, customer support, sales, marketing, 

development, production) to take on a shadow role of the 

FP&A team.

1. Access to data

The proliferation of data capture and storage systems and 

access has allowed broad data access to a population that 

previously did not have it. While this data tide has been 

building for the past 25 years, the challenge is for FP&A 

teams to continue to expand their understanding of this 

rapidly growing dataset, with little to no relief. The volume 

just simply continues to grow.

2. Limited budget

The widespread belief is that the office of finance is entirely 

a cost center and is budgeted and managed as such. The 

belief goes that the “finance-department operations should 

cost about 1 percent of company revenue.”  This has led 

FP&A teams, in order to protect their budgets,  to turn away 

customers within the organization who are then left to take 

responsibility into their own hands. Business functions, 

especially those operating as profit centers, have a greater 

ability to absorb, and ultimately dilute, the implied costs of 

information production.

3. Speed and domain knowledge

As organizations increase in complexity, they hire specialists 

and domain experts to execute various activities. At the 

same time, management is aware of the availability of 

information to these experts and reasonably begins to 

expect answers more quickly.  

This combination of factors results in leadership directly 

engaging the business about the information being 

requested—the classic scenario of going straight to  

the source.

To identify areas within your organization where shadow 

finance solutions may exist, or may even be growing, look 

for areas with large or growing complex datasets where 

leadership has taken an interest in managing the results. 

This is particularly an issue when leadership engages directly 

with employees within that function.

Why is shadow finance a problem—is it a problem?

Given the budget constraints of the FP&A team, access to  

data throughout the organization, and the specialized domain 

knowledge within the business, one may ask if shadow 

finance is truly a problem. Or, they may be wondering if 

it is the correct operational structure to run an effective 

organization at speed.

Let us begin by revisiting the second driver of shadow 

finance—limited budget. If an organization has operational 

objectives in managing the costs associated with the 

production of data and information, then it should capture 

and report all costs associated with these activities. 

Production of information for leadership by the shadow 

finance function has the potential to lead to incremental 

headcount within the business. These units are often 

already operating near capacity, and if they begin to directly 

produce this data, the number of these requests is likely to 

increase. The business then has to add headcount to manage 

these requests. Furthermore, the size of the shadow finance 

function can amount to two or three times the size of the 

FP&A team. Whether an organization believes best-in-class 

finance costs should be 1 percent of revenue or another 

metric, the true cost associated with this activity remains 

hidden. Organizations are unable to accurately measure the 

true costs of management and performance reporting.

Compounding the cost of information production, is the 

cost of the inevitable duplication of data. When the business 

teams operate independently and create their own data 

outside of finance,  inevitably they will produce duplicate, 

siloed information. Beyond the obvious result in expanded 

direct cost of producing the same information multiple 

times, the hidden cost of reconciliation also becomes 

apparent. The reconciliation challenges  are due to both 
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timing and the differences between when and how the 

duplicate information is presented.

A simple example is illustrated in the definition of customers 

as reported by finance, product lines, and marketing. While 

the finance and accounting teams likely publish an official 

customer statistic in the organization’s annual and quarterly 

reports, various other departments within the organization 

use customer count in various metrics they report to 

leadership. While the official definition and measure owned 

by finance and accounting may be based on legal entities, 

other teams, such as product line managers may base their 

customer count on individual contracts or billing groups. 

At the same time, marketing may use the same definition of 

customers as finance and accounting, but likely publishes 

numbers on a cycle that doesn’t align with the fiscal period 

end of the organization.

The cost of data and information reconciliation is 

represented with both direct and indirect costs. The direct 

costs arise when leadership identifies differing values in 

the “same” reported information and requests that the 

information providers reconcile their differences with 

another report or group. This results in time and effort 

of staff and leadership in the pursuit of the true answer. 

The indirect costs arise in the potential for conflicting or 

inaccurate decisions made on “same” data with either  

timing or definitional differences.

Lastly, one must also consider the potential for bias or error 

to arise in reporting, when business units are asked to 

produce metrics on their own performance—opposed to 

merely explaining and interpreting the results produced by 

others. As the old adage goes, “data can be used to prove 

anything.” When the business has the responsibility to 

produce information, leadership must consider if this data 

was produced with the rigor in process, validation, and 

control that is often cited as a core competency of the  

FP&A team. By nature of the organic growth of shadow 

finance within the business, it cannot be assumed that 

shadow functions have the maturity of process to apply 

the proper rigor in ensuring the accuracy and integrity of 

information reported.

According to PricewaterhouseCoopers, “organizations 

collect massive amounts of data and as with any other 

data asset, data has a useful life and must be categorized 

and managed accordingly. With the rapid agility and user 

friendliness of the cloud comes a potential lack of rigor with 

respect to data governance and lifecycle management.”

While there are advantages of shadow finance, such as the 

potential to provide data more quickly to leadership, there 

are significant risks in this unmonitored structure.

What’s the fix?

It is important to understand that shadow finance solutions 

and teams did not arise from some malicious intent. Shadow 

finance arises from the needs of employees to better 

manage the complex and ever increasing demands of their 

jobs and dealing with the constraints of current enterprise 

systems and resources. The fact that employees have taken 

the time and initiative to create these ad hoc processes and 

systems demonstrates innovation and self-sufficiency that 

should be encouraged. 

On the surface, a simple answer to this problem could  be an 

organizational mandate that all reports, spreadsheets, and 

presentations must be produced by the FP&A team with  

the business being responsible for commentary. However,  

if business owners were to identify and relinquish resources 

to the FP&A team, it would be a challenge for the finance 

team to absorb and effectively utilize such a large increase 

in workload. Additionally, the original drivers of shadow 

finance make this approach nearly insurmountable for  

any organization.

Through the recent emergence of collaborative reporting 

tools, FP&A teams have the opportunity to transform 

themselves from data and information owners to process 

and business advisors. 

Imagine a scenario where an organization had a master 

value for all information. Data would only need to be 

produced once, and it could be shared and consumed by 

all those who required it. This would eliminate duplication 

and reconciliation challenges and enable those with the 

most expertise in the data to be the sole producers of that 

information, even if outside the FP&A team. 

The FP&A team would transform its role from owner to 

advisor and would utilize domain expertise to work with 

business functions to establish proper process, control, and 

validation of data before publishing to stakeholders. FP&A 

would ensure all information being produced was being 

consumed consistently. In working jointly with the business 
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to identify new ways of looking at data, they would be able 

to present data with deeper insights to leadership.

This hybrid approach once hailed under the banner 

of a single source of truth was the backbone in the 

implementation of ERPs and data warehouses. However, 

these data capture and storage tools were not the entire 

solution, only a  first step. What they lacked was the ability 

to monitor the transformation and distribution of data that 

was pulled from them. Dedicated reporting applications 

are not ERPs or data warehouses. They are built to foster 

collaboration and transform data into information that can 

be shared across the organization.

Technology like Wdesk provides the ability to control 

ownership of information, the ability to produce—separate 

from the ability to share with others—and track where that 

information is being used. Robust audit trails show when 

information was updated, by whom, along with historical 

values. Linking provides data trails and ensures that 

information is being consumed and is consistent.

The adoption of reporting applications, such as Wdesk, by 

FP&A teams gives them a real path to taking the shadow 

out of shadow finance and transform themselves from 

information owners to business advisors. This technology 

allows the business to capture savings by reducing duplicate 

efforts in information production and reconciliation. These 

savings can then be reallocated for other projects and 

initiatives. Leadership will see marked improvement in the 

reliability of information, while retaining a direct relationship 

with the business in both speed and accountability of results.

About Workiva

Workiva (NYSE:WK) delivers Wdesk, an intuitive cloud 

platform that modernizes how people work within 

thousands of organizations, including over 70 percent of 

the 500 largest U.S. corporations by total revenue. Wdesk 

is built upon a data management engine, offering controlled 

collaboration, data integration, granular permissions, 
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decisions. For more information, visit workiva.com. 
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