Timely Annual Planning Process z 10 Working Days Or Less!
By David Parmenter
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Background

This sounds impossible yet it is achieved. It takes good oggammizand recognition that the annual
planning process is not adding value, instead it is undermining an efficient allocation of resources,
encouraging dysfunctional budget holder behaviour, negating the value of monthly variance
reporting and consuming lge resources from the Board, senior management team, budget holders,
their assistants and of course the finance team. When was the last time you were thanked for the
annual planning process? At best you have a situation where budget holders have been
antagonized, at worst budget holders who now flatly refuse teoperate!

The future for your organization is quarterly rolling planning which is covered in section 3 in the
book. However, it will take upwards oine months to implement and your annual plaimg cycle
may be just around the corner. This section will help devtiebetter practicesghat will be carried
over into quarterly rolling planning and forecasting.

Sell The Change Through Emotional Drivers

It is important to sell to management whygaiick annual plan is a good annual plan. This is not
particularly difficult because | have yet to find a manager who enjoys the process or finds it
rewarding and worthwhile. The difficulty is that while they will concur with the concept, getting
them to change old and embedded bad practices requires a culture change.

To start the process off we need to sell the change using emotional drivers rather than selling by
logic as already discussed in the introduction.

The following are some of the emotional deig¢ you would use to sell the need to streamline the
annual planning procegs the SMT
e The monthly budgets from thennual plarcreate meaninglessmont§ Y R NB L2 NIia 6 S o3
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e Lost months!Lost weekends with familydroducingthe annual plan
¢ Huge cost associated with the annual plagstimate on the high side, as costs motive the
SMT and the Board
e Time spent by the Board and SMT second guessing the nextiyisamore efficient on a
quarterlyrolling basis
e ltis a best practiceo implement quarterly rolling forecasting and planning (e.g., 80% of

major U.S. companies expect to be doing quarterly rolling forecasts, etc.)

The emotional drivers to create change in an annual planning predgéss the finance team
include:
¢ In theweeks before the annual planning process commences are you already depressed
about the evenings you will be spending at work and the family time you will be missing?
e Are you and your team held prisoner for three months by the annual planning process,
whichcreates yardsticks that are out of date before the ink dries?
e Are you anxious about the reliability of the spreadsheets that are generating your budgets?




e Do your irhouse clients get frustrated about your unavailability during &mnual planning

proces®
e Are your dismayed at the lack of value the anrplahningprocess adds?
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inappropriateness of the monthly budgets?

Exhibitl.1 shows the key processes and who is imed in the ten working day annual planning
process.

Bolt down your strategy beforehand

Leading organizations always have a strategic workshop out of town. The session is to look forward.
Normally Board members will be involved as their strategic visianvaluable asset. These retreats

are run by an experienced external facilitator. The key strategic assumptions are thus set before the
annual planning round starts, also the Board can set out what they are expecting to see.

Hold a briefing workshop

Never issue budget instructions for you already know they are never read. Follow the lesson of a
leading accounting team who always hold a briefing workshop that should be compulsory to attend.
With technology today you can also hold the workshop sim@tarsly as a webcast so budget

holders in remote locations can attend albeit electronically. Attend a webcast on
www.bettermangement.conto see what | mean.

Hold aBudget preparatio@vorkshop covering thavay to complete the input form, explaining why
BHs do noheed to forecast monthly numbers, only quarterly, theee day window, the daily

update to the CEQhe fact that late returns will be career limitingtressing that the bigger items
should have rach more detailand why you have automated some of the categories, the help they
will receiveand so forth

Make sure at the workshop the CEO makes it clear that everybody has to cooperate to achieve a

quick time frame. It would be most useful if the C&&tes they will be monitoring compliance in the
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Most organizations have a budget committee comprising CEO, CR@@general managers. You

need to persuade tis budget committee that a three day loalp is more effi@nt than the current
scenario.

During the lockup each BH has a set time to:
e discuss their financial and non financial goals for the next year
e justify their annual plan forecast
e raise extra funding issues
e raise key issues e.g. the revenue forecast is contingent upon the release to market and

commissioning of products& Y

See Appendix Bithe book¥ 2 NJ I OKSOT1f A&l 2y & LISONFAINNIA yeK Ala  jodklf |
with the quality assurance process.


http://www.bettermangement.com/

Never Budget At Account Code Levelz7 A . AAA 41 1 Pl U 0AOAODI

80/20 Rule

As accountants we never needed to set budgets at account code level. We simply have done it

because we dith the previousyear. Do you need a budget at account code level if you have good
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establisha series otategory headingwhich include a number of G/L codes.

Some rules tdollow include:

e Limit thenumber ofcategoriesin® dzR3 S (i BHHudy& tédmore than twelve
Havea budget line if thecategoryis over 20% of total e.g. show revenue line if revenue
category is over 20% of the totavenue Ifthe categoryis between 1820% look at it and
make an assessment if separate disclosure is required; if under 10% consolidate with other
categories.

e Map the G/L account codes to these categoresplanning tool can easily cope with this
issue without the need for eevisit of the chart of accounts, see Exhib for an examplef
how to map these changes

Accurate forecasting of personnel costs requires detalil

Accurate forecasting of personnel costs requires analysis of all current staff (their end date if known,
their salary, the likely salary review and or bonus), all new staff (their starting salary, their likely start
date). See exhibit 1.3 as an example of the payroll worksheet BHs need.
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annual planning. By using this number you have multiplied the long service leave paid to Pat

Carruthers last month by 12! At the same time not recognised that two staff positions were not

included! Many of us have made this @nr



Exhibitl.1 Ten day annual planning process

Process =>

Activities =>
Strategic
Planning

SMT

Finance
team

BHs

10 day Annual Planning Process (part of the 4th quarter's QRP performed in the last month of the 3rd quarter)

Prior work 1 2 3 4 5 W/E 6 7 8 9 10
Present First look Rework Compilation of
Budget holders prepare Submissions by BHs to | final draft budget | Final alterations
Budget prework budget . at some &1 (il f
Ksh and load their forecast b bud management board for Management | andfinishing o
workshop numbers udgets ey el JeEU CHalon
Reviewing to ensure linkage to Plan, and
Attend - . . Attend
advising of any discrepancies
. Hear presentation
First look ) L .
. Review submissions etc, and give
Set assumptions at . . .
full time instructions for
numbers .
final changes
Prepare system, the
. . Complete
presentation, Give : ;
i Help BHs with budget preparation and
overheads, personnel | presentation QA Help BHs Further QA
plans (extended team) present AP
costs, travel standard to BHs .
presentation
costs etc
Presentto SMT when Document and file
Attend Prepare budget Attend )
called all calculations




Exhibitl.2 How Forecasting Model Consolidates Account Codes

Old detailed approach

Stationery
Uniforms
Cleaning
Miscellaneous
Consumables
Tea & coffee
kitchen utensils

Salaries and wages
Taxes

Temporary staff
Contract workers
Students

4,556
3,325
1,245
7,654
2,367
2,134
145
21,426

25,567,678
2,488,888
2,456,532
2,342,345

234,567

33,090,010

Forecasting by categories

Consumables

Salaries and wages

Taxes

Other employment costs

Employment costs

21,400

27,400,000
2,900,000
4,200,000

34,500,000

Notes

No detail required

BH first calculates S&W to the nearest $100,000
Taxes are automatically calculated by model
This number is the balancing item

BH then estimates costs to the nearest half million

Exhibit 1.3 Example Of The Payroll Worksheet Budgleters Need

Position Std Annual
Employee Name Grade Department Salary Override Salery Start Month End Month
Jump, John Junior Sales team 1 35,000 40,000 Jun
Hospt, Chris Sales Sales team 1 70,000
Big, Terry Sales Sales team 1 68,000 Aug
etc Sales team 1




Automate Calculation Categories Where Trend Data Is t he Best Predictor

A numberof categories can be prpopulated as the BH will only look at past data and may even

misinterpreted thisdata. Face it you are best equipped to do this.

The obvious categories to populate are:
e Communication costs
e Accommodation costs
e Consumales
e Fleet costs
e Depreciation
e Miscellaneous costs

Accurate revenue forecasting will involve talking with the right people at
your main customers

Many organizations liaise with customers to get demand forecasts only to find them as error prone
as theforecastsdone inhouse. The reason is that you have asked the wrong people. You need to
get permission to met with the staff who are responsible for ordering your procduadservices.

The lesson to learn is when you want to forecast revenue more accurately by delving into your main

One participant told me that they decided to contact their major
custome rs to help with demand forecasting. Naturally, they were

hol ding di scussions with the major customer sb

reflection they found it better but still error prone so they went

back Ahow come these forecasts you supplied

fi | f wantaccurate numbers you needed to speak to the

procurement managers for our projectso was

speak to them?o0 ioOf cour se, here are the

people you need to meet around the countryo.

meetings were then hel  d around the country. They found that
these managers could provide very accurate information and were
even prepared to provide it in an electronic format. The sales
forecast accuracy increase seven fold due to focusing on getting
the demand right for the main customers.
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Expand your annual planning team

Many budget holders will need orte-one support. Yet | havdiewn in Exhibit 1.1 that ware to
do this all in three working days. We thusedeo ex@mnd the support teamSane suggestionto
expandyour team are

Get all qualified accountants involved, even those not working in the finance team. E.g. this

involves the CFO too

Ask the auditors to loan some auditor seniors from their local offices to cover those remote

locationg the audit seniors wilbe grateful for being involved in an interesting task (those
who have been auditor will know what | mean)

Ask the auditors to loan some audit seniors who will forever thank you for being involved in

an interesting task
Bring in some temp staff with budgexperience
For smaller budget holders the senior accounts payable staff would be ideal



Thus all budget holders/herever they are located, who need help can be supported during the
three day window for data entry.

Avoid phasing the annual budget

Quartely data for the next year is perfectly adequate. You want to have the ability to phase the
monthly budgets closer to the event. This is explained in the quarterly rolling planning section.

Provide automated calculations for travel

A key area of wastetime isthe BH calculating the travel and accommodation costs. Set a simple
calculator with standard costs eBH enters that foupeopleare going to Sydney fahree nights
The model then calculates tregrfares, accommodation, transfeasd overnight allowances using
standard estimates

Have trend graphs for every category forecasted

Better quality can be achieved through analysis of the trends. There is no place suiptus

funding when a BHas to explain why the forecast trend is so differéom the pasttrend. The

graph shown inexhibt.4,A ¥ YIRS I @ AfFo6fS F2NJIff GKS OFGS3az2Il
increase forecast accuracy. BHs will want to ensure their forecasts make sense against the historic

trend.

Exhibitl.4 Foreast Expenditure Graph
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If using Excel simplify the model to make it robust

Forecasting requires a good robust tool not a spreadsheet built by some innovative accahatant
now no one can understand. However you may not have the towweplace the exsting Excel
model. A new planning tool will take at leastmonths for researching, acquiring and
implementing for organizations ovesay, 500full-time equivalentsIn this case you can:

e Improve the revenue predictions by focusing in on some majaoouers

e Budget at category rather than account code level

e Forecast the annual plan using quarterly figures, rather than monthly,(hiding two of the
monthly columns for each quarter)

e Consolidating via the G/L instead of the spreadsheet (if you can add thgargtheadings
easily into the G/L)
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He can be contacted at parmenter@waymark.coanzelephone +64 4 499 000He has recently
completed a series of white papers which can be purchased from his website www.waymark.co.nz
His recent thinkings accesible at www.davidparmenter.com

KEY

S B PERFORNANCE
Paretos [IINNARR

Ru

for :
CORPORATE §
ACCOUNTANTS

p,tz

>

vy #5

DAVID PARMENTERS

DAVID PARMENTER


http://www.davidparmenter.com/

	Timely Annual Planning Process – 10 Working Days Or Less!
	Background
	Sell The Change Through Emotional Drivers
	Bolt down your strategy beforehand
	Hold a briefing workshop
	Budget Committee To Sit In A “Lock-Up”
	Never Budget At Account Code Level – We Need To Apply Pareto’s 80/20 Rule
	Accurate forecasting of personnel costs requires detail
	Automate Calculation Categories Where Trend Data Is the Best Predictor
	Accurate revenue forecasting will involve talking with the right people at your main customers
	Expand your annual planning team
	Avoid phasing the annual budget
	Provide automated calculations for travel
	Have trend graphs for every category forecasted
	If using Excel simplify the model to make it robust
	Writer’s biography


