How to implement quarterly rolling ptanning
and get It right first tli)IST[ﬁvid Parmenter

extract from fAPareto's 80/20 Rule for the Corporate Ac
SBN: 978-0-470-12543-4)

By David Parmenter ( davidparmenter.com )

0 Qu a rrdlimgmplamning (QRP) is the most important management tool of this decade and is a process that will
revolutionise any public or private sector organisations t at e s Da v iwdymBraolutiogsmitece r , CE

QPremoves the four main barriers to success that an annual planning process erects. An annual funding

where budget holders are encouraged to be dysfunctional, a reporting regime base around monthly targets the
relevace, a three month period where management are taken away from making money, and the remuneratiol
based on an annual target. The only thing certain about an annual target is that it is definitely wrdngy; it is either
too hard for thediiag conditions.

The critical building block for the QRRjimttezly rolling forecastThis article is part of a series that will explain
why QRP is the most important management tool of this decade and why the rolling forecastsffefrém: past are |
beast to the 2tentury QRP.

Although many organisations are using forecasts to monitor performance they are, in many cases, flawed fron
as they often feature some or all of the following:

e due to poor tools and expediency thetiEréloadget holder or analyst in finance) uses the t
the remaining months as a guide to future expenditure

¢ the forecasts do not involve the budget holders as it would be a nightmare to use the bu
so they are prepared centrglihe finance team with little or no consultation with the worl
these tofop forecasts

¢ the forecasts are updated monthly, an unnecessary time frame creating much number nc

e forecasts only go up to year end even though the newdausimegde starting in the near futc
only four weeks away and management is still only focused on year end.

There is an answer, quarterly rolling planning.

Watis a quarterly rolling planning process?

The quarterly forecasting process ismdreagement sets out the required expenditure for the next 18 months. Ea
guarter, before approving these estimates, management sees the bigger picture six quarters out. All subsequen
while firming up the stearh numbers for the next 3hs@iso update the annual forecast. Budget holders are
encouraged to spend half the time on getting the detail of the next 3 months right as these will become tal
agreement, and the rest of the time on the next 5 quarters. Each quartmvtarecaestdistart as they have
reviewed the forthcoming quarter a number of times. Provided you have an appropriate forecasting software ma
can do their forecasts very quickly, one airline even does this in three days!! The oveddltredafmsed time
forecasts is as little as five weeks. Compare this to your annual planning cycle that olaverage. takes 8
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Diagram of how the rolling forecast works for organisations with a March, June, SeptemberemdDecember year

Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr MayJun Jul AugSepOct NovDec
18 months

[ 18 months

First look at Annual Plan 18 months

Annual plan finalised 18 months

x Quarterly update of rolling forecast (during 2nd week)
Forecast monthly in detail (50% of forecast time spent getting it right)
Forecast monthly
Forecast in quarterly splits, although some budget holders may want to do it monthly

The key potis of a rolling forecast are:

e budget hol der sdé pr ovi d-ep quanerlyaoillinguaecastind regime
not assigned those funds, this is done on dygaeder funding

e monthly reporting is more meaningful asuteaegerformance against the most recent fore
not a monthly split of the original annual plan

e each subsequent forecast is still expected to put the ball through the annual plan goal pc
being the ball carries on to the reéx(ipib next year). e.g. always looking forward 18 month:

e forecasting is carried out on an appropriate planning tool that can hangldoacbatbmce
guarter Excel is not, and has never been, an appropriate tool for a key company system

-I_hedifference between quarterly rolling forecasting (QRF) and quarterly rolling planning (QRP)

A recent study of over 200 US organisations found that 80% of them expect to have quarterly rolling forecasts i
2005! Many of these will be usswyftirecasts as a funding regime and thus they will be a QRP process.

QRF on it own simply gives management a better picture of the future. Organisations then report against the fol
the budget. In other words they still have not tackiedseaentmolding back their organisation the annual planning
process and its undesirable offspring, the monthly budget.. Organisations who gone the extra steps and throw
annual planning process entirely have converted their QRF to a QRP process.

It is significant as the rolling quarterly planning process allows:

e an adaptive performance management structure, responsive to the fast and dynamic wor
e it forces management to look forward on a regukacbasizual planning psece

e it replaces the monthly budget with a more up to date monthly target

¢ radically improves monthly repoytogiow report against a meaningful target

I hefeatures of a quarterly rolling planning (QRP) process

There are a number of key feafuae@RF and these are set out below.
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Recognisethat it is a bottomp process

Most forecasting models, built in Excel, tend tetbp apimmach, what | mean by that is that consultation is often
restricted to people who are removed from theeveort flaus tend to have a very skewed view of the future, and in
some cases simply reiterating the misconceptions that the head office wish to believe.

A proper rolling forecasting regime is one which is a bottom up process and which ieerDitsésteariduestw
different functions, in other words, production is being based on forecast demand rather that the other way a
bottorrup process also helps ensure that there is a general consensustaritheitmger

Ceatesthe annual plagoal posts

Lets get one thing straight, the standard annual planning process takes too long, is not focused on performance
not | inked to strategic outcomes or Ocritimaokr suc
barrier to success.

This paper will show how the quarterly rolling forecasting process will allow you to set quick annual plan goal
throw out the flawed monthly budget yardsticks and annual appropriation to budget holders.

| use a rughanalogy to explain how the QRP solves these problems. The annual plan is the establishment of gc
at the end of the pitch, the budget process is where we set 12 X 10 metre lines to report against, see diagram.
problems about the cusgnation is that firstly, the 10 metre lines (the monthly budgets) are wrong as soon as the
has started, and secondly, there is no need to pass the agreed appropriation on to budget holders based on th
plan.

The 12 monthly progress lines
which are a meaningless
breakout of the annual plan

Variance analysis telling us
that the wind has changed Actual course

(useless information) responding to
prevailing conditions ‘A""ua' Rian gog).posts

Planned course /
based on anticipated

conditions

his yea

Ceatesa quartedby-quarterfunding mechanism

The key is to fund budget holders on a rollindpyggarterr t er basi s. I n this proc
know you need $1m and we can fund it, but how muc

that a budget holder can be much more precise for the funding requirement for the next three months. Say in
$225,000. The Aground staffo then draw these | i/
progress, see diagramwbelthis process means that the approval process through the SMT will be quicker as the
are only approving the funding of the next quarter and can adjust the quarter by quarter funding as the condi
environment dictate.
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Some organisations acognising the folly of giving a budget holder the right to spend an annual sum, while ¢
same time saying if you get it wrong there will be no more money. By forcing budget-gakisdheisaecedd

in this inflexible regime you erdodefensive behaviour, a stock piling mentality. In other words you guarant
dysfunctional behaviour from day one! A benefit o
financial year as it is harder for a budgetiohaldiesurplus funding in the next quarters allocation.

The released funds can fund new initiatives that the budget holder could not have anticipated previously. Thi
around the common budget hol dleoughddshoald)asa didinot inclieda iniro t
my budget 0. I'n the new regime the budget hol der v
sure | will get the go aheadod

This more flexible funding environment will haveygodwrb cost centre managers, as long as the regime is
communicated clearly and frequently.

Basedon a planning applicatiédmot Excel

Forecasting requires a good robust tool not ha nun
now no one can understand. If you have not already up skilled in this area you need to do so immediately.

Acquiring a planning tool is the first main step forward. This is particularly important as in my view there is nc
toptop forecasts, @&rle management prepare it with out consultation from budget holders. They exist only bec
organisations use Excel, a nightmare for aupgitocess. To do bottgnforecasting every quarter you need a
bolted down system.

Excelisagreattooldfar ex pense c¢cl aim at the airport. It is n
key systems.

As a forecasting to@xcefails on a number of counts:

e it has no proper version control, we have all burnt the midnight oidpulimgvondéring whe
all spreadsheets are the correct versions!!

o for every 150 lines in your forecasting model there is a 90% chance of a logic error (from
¢ lack of robustness (show me a CFO who can be confident of the reirfdrecastEkecirns out!)

e cannot accommodate changes to assumpti o
the financi al i mpact of stopping produc!

¢ designed by staff who ar@magframmers, nor have been trained in documentation, quality
other vital skills for a core system
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