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KEY 1

Budget blues

Let’s face it. Producing a budget is often a very unpleasant task. Why?
There are several explanations. First, the budgeting process is often a stand—
alone exercise. The various units prepare their budgets in isolation with no
input or guidance from upper management or other departments that might
affect future operations.

Second, the budget is perhaps the most important output generated by
the firm’s planning process. But if upper management does not outline the
firm’s goals and objectives and develop a business plan, it will be difficult
for middle and lower level managers to develop budgets to achieve those
goals and objectives. Third, budgets are themselves plans for the future. Like
all plans, they require specifying and estimating relevant assumptions and
forecasts. Forecasting the future is generally a difficult and unpleasant task.
The future is a moving target and a proper budget should reflect that
uncertainty or risk. Fourth, budgets are used to monitor and control
operations and activities. The budget process must generate a blueprint that
is able to distinguish between controllable and uncontrollable events. Fifth,
budgets are based on accounting data and are expressed in financial terms.
Many managers have no formal accounting training and have a great deal of
difficulty in understanding the accounting requirements involved in
preparing a budget. Finally, the budget process is time consuming. Volumes
of worksheets and caomputer spreadsheets must be prepared and reconciled.

If the budgeting process is so costly, difficult and time consuming, why

bother? Because a good budget is critical to your firm’s success. Companies

<11 -
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need a method to link business plans—mission statements, strategies,
objectives, and lactics—with the firm’s actual activities. This is the role of
the budget process. In return, the budgeting process provides a mechanism
for keeping track of costs and measuring the firm’s activity. At the same
time, the budget expresses in financial terms the firm’s strategies and tacties,
and it provides links to the measurement of performance and the
compensation system. Without clear, unambiguous inputs from the company’s
planners, the budget process will invariably go awry. The planning and
budgeting processes must be tailored to the firm and reflect the level of
planning and the time period involved. Strategic plans represent the highest
level of planning and are developed by upper management using a top—down
approach. They are designed to implement the firm’s goals and objectives
over the long —term. Tactical plans are prepared along with the strategic
plans and specify the tools and techniques employed in accomplishing the
strategic objectives. Tactical plans are prepared using a bottom-up approach
and have a shorter planning horizon. They are more detailed than the
strategic budgets and are often prepared at the department or activity level.
The strategic plan is for the company as a whole but the tactical plan
describes how the various departments and functions expect to accomplish
the strategic goals and objectives.

Ideally, then, budgets flow naturally from a well-coordinated budgeting
process. Your firm should develop strategic and tactical plans that are
integrated with the budgeting process. For each plan there should be a
corresponding budget and information should flow freely between them. Done
wrong, your company will simply spin its wheels and waste everybody’s time
on a budget that doesn’t help. Done right, the budget process may still be

difficult and drawn out. But it will be worth it.
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