
For far too long, budgets were an annual exercise undertaken to appease the Board and for departments to 
justify or gain funding. Once completed, the budget sat in a folder and was rarely referred to again until the 
following year’s budget season. But budgets can be more than a collection of spreadsheets showing static 
numbers and hopeful projections. For companies with their eyes set on growth, a budget is a strategic asset, a 
tool used to set short and long-term targets for revenue, expenditures and cash generation. 

Of course, in order to live up to its strategic potential, the budget must be easy to build, manipulate, review, 
approve and update. It must foster collaboration with aIl stakeholders and require no manual intervention 
by the finance team. More than that, a budget must be relevant and a source of insight throughout the year. 
This is possible by connecting the budget directly to financial classifications found in the general ledger for a 
variety of items, including ongoing budget vs. actuals, as well as forecasts at the transactional level. Moreover, 
by integrating corporate financials with other business domains (e.g. workforce or sales), the CFO can track 
organization-wide drivers and goals for improving overall performance.

WHY BUDGETS SHOULD BE STRATEGIC ASSETS
Budgets are an initial stake in the ground, developed by finance teams who comb through historical data, solicit 
input from functional stakeholders, make assumptions as to what will happen over the next 12 months and 
forecast how those assumptions will affect the business financials. 

Most CFOs agree that although their budgets are out of date after the first month 
of actuals roll in, the process of creating a budget is a strategic 
exercise, one that helps the management team set goals 
for the company and communicate to them 
throughout the organization. By treating the 
budget as a strategic asset – updating and 
reforecasting it each month as actuals 
come in – the budget will provide 
a means for accurately measuring 
success. It will also serve as a tool  
to indicate where pivots in strategy 
are warranted.
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DRIVER-BASED BUDGETING
Driver-based budgeting is a process that ties resources 
and activities to the financials in the budgeting process. 
In other words, if the budget for a company calls for a 
25% increase in revenue, the driver-based budget must 
identify that actual resources – marketing, inside sales, 
regional sales team, professional services – and their 
activities – lead generation, lead qualification, prospect 
meetings, product configuration – to deliver that boost in 
sales. Drivers inevitably span the entire organization.

In this example, key drivers for this software company 
may include:

MARKETING }   Number/cost of lead 
generation programs

}  Number of targeted prospects 
needed to generate desired 
number of responses

INSIDE SALES }   Number of incoming calls 
needed to generate desired 
number of qualified leads

}   Number/cost of reps required 
to handle incoming calls

REGIONAL SALES }   Number of qualified leads 
needed to close new business

}  Number/cost of sales reps 
required to increase revenue 

PROFESSIONAL 
SERVICES 
ORGANIZATION

}  Number of PSO staff required 
to implement solution and 
generate revenue

}  Number/cost/travel expenses 
of PSO personnel

As the ICAEW writes, “In many ways this approach  
is similar to traditional planning and budgeting, but  
the link to physical resources and real people makes  
the difference.”

The difference is important. Driver-based budgets 
facilitate coordination between departments. They also 
help managers understand what’s expected of them, as 
well as provide guidance on how to plan and adjust in 
order to meet company goals.

Budget drivers are useful metrics that allow a company 
to assess proactively whether or not it will meet its goals 
for growth. The sooner the company can identify drivers 
that are at risk of falling short, the sooner it can take 
steps to identify and address the causes.

ROLE OF THE CFO IN DRIVER-BASED BUDGETING
The goal of driver-based budgeting is to focus the business 
plan and company resources on the factors most likely 
to drive success. A software company may have a well 
oiled lead-gen and lead closing operation, but if it lacks a 
sufficient PSO team to implement the solutions, it will miss 
its revenue goals.

The first job of the CFO is to ensure there are no flaws 
in the assumptions, as well as to monitor and report on 
them accordingly. The CFO must also define the financial 
metrics that represent drivers of growth for the company 
and put initiatives in place for the whole company to focus 
on those metrics. 

Defining the right metrics is no easy task. The number 
of potential drivers can be vast and span multiple 
departments, making it difficult for the CFO to track. 
Most CFOs we speak to are keen to rein in the number of 
potential drivers and dimensions to track, as too much 
complexity makes it difficult to see the big picture of 
company performance. Therefore, to streamline the task, 
CFOs tell us they seek to identify financial metrics that 
serve as proxies to the actual drivers. For example, if the 
sales funnel is working as expected, the company should 
expect a specific revenue minimum to enter the pipeline 
each month.

A communications plan is essential to ensuring the  
entire organization focuses on the right metrics. Let’s  
say the software company decides that a key to  
achieving its revenue goal is to focus resources on  
selling products with a higher price point, rather than 
quick-hitting but lower value products. This switch in  
focus must be reflected in each group’s goals and 
reinforced through communications.
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BUILDING A DRIVER-BASED, FLEXIBLE BUDGET
CFOs are keen to improve the way they define their 
financial metrics as drivers of growth and to put initiatives 
in place for the whole company to focus on those metrics. 

For instance, let’s say the Board of Directors of a hospital 
has set a goal to grow the business by 20%. There are 
multiple paths the hospital can take to achieve that goal: 
add more beds, raise the price of services, or provide more 
services to existing patients and so on. If the decision is 
made to add more beds, staff becomes a critical driver, 
as hospitals must maintain a specific ratio of nurses to 
patients. Therefore, setting KPIs for recruiting qualified 
staff is a critical driver for growth.

Or, let’s say a manufacturer has a five-year goal to grow 
from a $20 million to a $50 million company. The plan 
must identify critical drivers to meet those goals, e.g. 
unit price, number of units sold, number of salespeople 
needed to meet that objective, along with marketing 
investments required to support the sales team and so on.

To build a driver-based budget, CFOs will need to:

}   Identify the internal and external factors that may (or 
may not) affect the plan, such as a decision to expand 
into a new region or the cost of borrowing money.

}  Because the list of drivers may be long, identify the  
ones that will have the most critical impact on your plan 
and develop KPIs that enable you to track them easily 
and frequently.

}   Develop multiple planning scenarios and what-if 
scenarios to stress test on a regular occasion. Pre-warn 
your executive team if the likelihood of an event seems 
possible, so they can create a response plan.

}   Assess the outcomes that may arise if a particular 
scenario occurs. For instance, determine the impact on 
revenue if hiring goals aren’t met.

MOVING BEYOND SPREADSHEET-BASED BUDGETING
It’s extremely difficult to build a spreadsheet that 
represents a complex company. Budget creators are 
forced to piece together multiple spreadsheets and 
rely on complex formulas and macros to arrive at 
answers. The result is a budget that’s difficult to manage 
and nearly impossible to manipulate in order to test 
multiple business scenarios. And future changes are 
likely to cause it to break, requiring countless hours 
to troubleshoot all the formulas and macros. This is a 
critical consideration given that when building a budget 
model it’s impossible to anticipate the variety of changes 
that might occur in the future.

Equally important, the data entered aren’t typically 
connected to all of the company’s outputs. This is also 
critical, as inputs don’t occur in a vacuum; enter one 
expense or loan payment or update rent calculations for 
the West Coast office and multiple updates should ripple 
through the budget plan, based on payment terms, 
inventory impact, related expenses, etc., to reflect the 
complete impact on the P&L and balance sheet and  
cash flow.

So, while Excel is familiar, it limits the budget’s ability to 
keep up with the speed of business. For this reason, an 
Intelligent Planning solution is essential.

A budget built on an Intelligent Planning platform 
will automatically process all inputs according to the 
company’s unique business structure and automatically 
update all outputs (P&L, balance sheet, cash flow 
statement). It is activity based, meaning it flows inputs 
through the financials based upon the logic and rules 
established automatically, without any programming on 
your end.

Let’s say your CEO believes that, by closing the New 
England division, the company will have the cash to 
expand the West Coast division and ultimately generate 
more revenue. An Intelligent Planning platform can test 
that assumption or what-if scenario by simply deleting 
the New England division from the model and adjusting 
the additional expenses for the West Coast. It does not 
require modifying the underlying model to ensure that 
formulas are still accurate. Simply Delete and Add and 
the model adjusts itself.

An Intelligent Planning platform allows CFOs to create a 
highly flexible budget model that allows them to assess 
the financial impact of business decisions quickly and 
easily. When the Board of Directors wants to know the 
ramifications of opening an LA office, or closing the 
Boston operation, or reintroducing your entire product 
line in pink, you can accurately calculate the impact 
those business decisions will have on your P&L, balance 
sheet and cash flow statement.

At a basic level, an Intelligent Planning platform provides 
a forward-looking view of the company’s general ledger 
for planning and financial management purposes:

}   What-if scenarios
}  Forecasting
}  Budget vs. actual performance reporting
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THE INTELLIGENCE BEHIND INTELLIGENT PLANNING: 
STREAMLINED AUTOMATION AND WORKFLOWS
The intelligence behind Intelligent Planning platforms are 
streamlined automation and workflows, specifically pre-
programmed business logic and accounting rules. This 
contrasts with spreadsheet-based and legacy software 
models which require the finance team to define the 
underlying formulas that drive the calculations.

Pre-programming offers distinct benefits to companies:

❶  Ensures that all information and transactional data 
entered into the budget by end users flow through 
the financial statements according to the way the 
business is structured,  and follows all US GAAP 
accounting rules;

❷  Allows the company to instantly generate accurate 
future-looking financial statements. In a sense,  
they turn your budget into living, evolving document the 
management team can use as real-time planning tool.

PRE-PROGRAMMED BUSINESS LOGIC
The business logic is a representation of how a company 
is structured: number of divisions, offices, employees, 
contractors, how they roll up, payment terms for vendors, 
customers, employees and so on. It also encompasses all 
the drivers that are based on specific methods to create 
budget lines, such as:

}  Budget records that are dependent on other records, 
KPIs or other driver data

}  Spread of expenses and revenues according to pre-
existing spread methods

}  Application of customer receivable terms and vendor 
payment terms to cash received and disbursed in the 
correct budget periods and other logic

All financial information and transactional data entered 
into the model are automatically processed according to 
the company’s unique business logic.

AUTOMATED ACCOUNTING RULES
Accounting rules are similar in concept to the business 
logic, except their purpose is to ensure all data and 
financial statements are fully US GAAP-compliant.

The accounting rules ensure that every budget line will 
cause the values representing GL account balances to 
update in every budget period, as well as contribute to 
the generation of the forecasted financial statements and 
other operational reports.

Spreadsheet programming does not enforce the accurate 
flow of transactions throughout the models. Users can 
define the formulas and flow as they please and not 
conform to established accounting standards.

PAYROLL BUDGETING
The largest part of a budget for many companies is 
workforce expenses. Salaries, hourly, overtime, taxes 
(employee and employer), 401(k) contributions, 
insurance, employee stock purchases, garnishments, 
pre-tax items, post-tax items, holiday pay, sick day pay 
and vacation pay, are just a few of the items that make 
it complex. And that complexity will only increase as the 
company grows and adds more headcount.

The more detail you put into your payroll budget, the 
more accurate it will be. Here are five factors to consider:

➊  SEASONAL EMPLOYEES – When your business is 
highly seasonal, such as needing to hire additional 
staff during the holiday season, you’ll want to go 
beyond the Divide-by-12 method. Reflecting the 
highs and lows of the season helps you whether you 
book on a cash or accrual basis so you can see that 
the revenues are also heightened when your payroll 
expenses are up. Accounting for seasonality is also 
very important for your cash flow. You’ve got to make 
sure your inventories support the anticipated sales 
and that the payroll is tracking with both of them. 
Being short on cash without a plan isn’t good for  
any business.

❷  BY DEPARTMENT – Regardless of your payroll levels, 
when you’ve got different operating lines, shifts and 
different products, you’ll likely want to spread your 
expenses by department so that you can see your 
controllable expenses. If you’re a one product or one 
service organization, you’d probably want to keep 
things simpler by expensing all the payroll and related 
expenses to Admin, then allocating it with  
your overhead.

❸  OUTSOURCING PAYROLL – When you outsource your 
payroll to a third party you may feel limited in how you 
can book the expenses and budget for them. Tracking 
the expenses can vary as you may want to record your 
labor expenses at the department level and the lump-
sum employee match numbers and tax withholdings 
as Admin expenses.

❹  HIGH TURNOVER RATES – If you have some 
departments such as a call center that have a high 
turnover rate as compared to your Sales team, 
you can dig deeper into the numbers within the 
department level payroll and adjust them within that 
department at the monthly level.

❺  INDIVIDUALS – This may seem impossible for 
finance professionals who are working with  a 
budget spreadsheet. Even at a level of 50 employees, 
budgeting for their deductions and the employee 
matches (and caps) could seem daunting. You’ll want 
to see the cash flow implications of each individual 
employee’s taxes and benefits throughout the year as 
they can be different depending on employee type, 
position, etc.

Budgeting at the individual employee level offers 
significant benefits to the organization. The more 
detailed the workforce budget, the better your ability 
to track performance to plan accurately and identify 
instances when changes are necessary to meet your 
business goals. 
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BEST PRACTICES FOR PAYROLL BUDGETING

INTEGRATE DATA 
FROM HR AND 
PAYROLL SYSTEMS

HR systems generate robust 
datasets which increase the 
accuracy of your forecasts. 
For instance, PEO providers 
maintain detailed records on 
every type of employee or 
contractor who works with 
the company, as well as their 
benefit requirements. 

AVOID EXCEL  Accurately calculating total 
expenses is too complex for 
spreadsheets. Spreadsheets  
do not provide enough  
security. Excel spreadsheets 
require manual data input  
from multiple HR and  
payroll systems. 

PAYROLL BUDGETING WITH AN INTELLIGENT  
PLANNING PLATFORM
All of the benefits that stem from the automated 
workflows and pre-built logic that are hallmarks of 
Intelligent Planning platforms apply to creating  
payroll budgets:

}  Input data from your CRM or HR platforms to create a 
more accurate and valuable workforce plan.

}  Track all workforce expenses – including salary-related 
expenses – for all employees in all periods.

}  Built-in logic tracks overtime, premium time and shift 
differentials that conform your work and pay cycles.

}  Easily incorporate caps on FICA and FUTA, delayed 
starts on benefits and new hires starting mid-month.

TRACKING BUDGET VS. FORECAST VS. ACTUALS
All budgets are based on assumptions. Some 
assumptions are straightforward: fixed costs, such 
as leases for office space, won’t change. Others are 
beyond the CFO’s control to predict. In 2018, New 
England experienced a particularly harsh winter, with 
temperatures plunging well below zero for a few weeks 
and wreaking havoc on all assumptions regarding 
heating oil costs across the region. And that’s just the 
start – interest rates, exchange rates and a host of global 
economic factors beyond our control have the potential 
to upend a budget. For this reason, a budget is an initial 
stake in the ground and once the first set of actuals come 
in after 30 days, financial teams must reforecast the 
budget based on a new set of assumptions.

In an ideal world, business planners compare actuals to 
plan, course correct and reforecast on a monthly basis 
so that they can assess if their corrections are delivering 
desired results. At its best, this tracking and reforecasting 
is an iterative process that helps business planners keep 
a tight watch on the health of the company. An Intelligent 
Planning platform makes it easy to:

}  Quickly generate variance reports of budget, actual and 
re-forecasted numbers.

}  Create accurate forward-looking balance sheet 
and cash flow statements that are automatically 
synchronized with GL data.

}  Drill down from summary to detail level to understand 
why variances occurred.

}  Compare multiple forecasts based on actuals.

}   Facilitate collaboration across all budget owners to 
allow fast responses to actual results, while maintaining 
a centralized view of the overall plan.

FINANCIAL CONSOLIDATION
Intelligent Planning streamlines the multi-step process 
of aggregating multiple business entities within an 
organization and prevents duplicating or overstating 
financial data.

Intelligent Planning’s built-in financial consolidation 
process keeps you focused on results, no matter how 
many entities, locations or products you may have.

}   Automate repeatable tasks to streamline the consolidation 
of entities with multiple currencies, inter-company 
transactions and complex allocation schemes, journal 
entry adjustments, minority interest, percent of 
ownership, intercompany eliminations and more.

}   Review results with and without adjustments.

}   Easily build and distribute consolidated GAAP 
compliant financial reports.

PRESENTING THE BUDGET TO THE LEADERSHIP TEAM
When presenting the budget to the Board of Directors it’s 
important to feel (as well as be) fully prepared. Consider 
the audience: What do they want to be aware of and 
what do they need to know?

The entire planning process until now has been at a micro 
level. It’s now time to step back and convey the overall 
view of the operational and financial plans and how they 
tie into the strategic direction that the Board has put forth.

PROFIT FIRST
What is the bottom line? It’s where all eyes head to first. 
There’s no point in preparing a  presentation for the Board 
and starting with explaining how management intends to 
execute the Board’s strategic plan, go into the assumptions 
and variances, or to talk about anything else. It’s all 
irrelevant at the onset. The bottom line must be addressed 
right off the bat. Board members won’t be able to hear 
or absorb the details until they know, at the highest level, 
where you expect the financial disposition of the company 
to be at the end of the budgeted year.
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ASSUMPTIONS
After the profit projection is revealed, it’s time to address 
the high-level assumptions made, which are inherent 
in every plan. Assumptions include timing, controllable 
choices and conditions and a range of factors beyond the 
company’s control (e.g. cost of oil, weather, interest rates, 
new tariffs resulting from trade disputes, etc.).

What is the top line revenue, how do the costs then 
translate into a gross margin and what are the biggest 
fixed expenses for running the business. Level of detail is 
critical. What does the Board need to know? The major 
initiatives added, changed or discontinued need to  
be highlighted.

An example, for professional services company, labor 
is the largest expense. What drives the labor cost? 
The volume of employees, cost of benefits (including 
healthcare costs) and taxes. Revenue assumptions drive 
headcount. Initiatives that impact your sales volume, 
which drives the headcount, therefore, need to be 
covered before getting into much else.

RISKS
What are the risks inherent in the organization and those 
that could stop it from meeting projections? The Board 
needs to be aware of significant risks that could affect the 
company’s bottom line profit.

Think of the footnote disclosures typically included in an 
Annual Report. Are there any pending lawsuits, fraud or data 
breach situations under investigation or pending resolution? 
The Board should be made aware of these issues regardless 
of their materiality if they could impact the budgeting year 
being reviewed or the company’s reputation.

Factors beyond the company’s control such as interest 
and healthcare premium rate changes should carry with 
them a set of actions taken or to take to mitigate their 
risk. An example is shopping insurance plans with other 
carriers, considering raising deductibles or accepting 
coverage for employees with a narrow network.

WHAT-IFS
A plan presented to the Board is a collection of the 
executive and management team’s best projection 
scenarios. Plans are static but there are limitless 
variations of scenarios that could occur.

A Board Member may be privy to a potential acquisition 
of the company’s best customer and wants to know what 
would happen if a significant portion of revenue is lost. 
The impact on production volume, profit margin, the 
bottom line and cash flow would need to be considered. 
You’re able to prepare for this type of question by 
exploring a variety of ‘what if’ scenarios prior to your 
Board presentation. When scenarios can be evaluated 
with each major revenue and expense driver as well as 
with varying levels of severity, an intuitive answer will be 
available to you.

DISCUSSION PREPARATION
Every Director has a different background and specialty. 
You’ll find that summarizing annual data into charts and 
graphs in a dashboard-type layout can be very helpful. 
Visuals can cut through barriers and are especially 
welcome when the alternative is weeding through a stack 
of financial statements.

Thousands of choices are made during the business 
budgeting process. Participating in management 
discussions when significant decisions are made will 
prepare you for the types of questions that Directors 
on the Board could ask you. Be ready to articulate the 
reasons one initiative was chosen over another and what 
led to taking a more conservative stance on revenue 
projections – your experience in the Boardroom will be 
more valuable to both yourself and the Board.

WHY INTELLIGENT PLANNING MAKES A DIFFERENCE
Presenting to the Board is often the moment of truth 
and it’s at these moments that the value of Intelligent 
Planning becomes clear. By following the Intelligent 
Planning process – i.e. leveraging the right technology, 
getting timely, bottom up input, applying automated 
intelligence to workflows – you will find that your key 
data is both readily available and endlessly malleable. In 
short, you will have intelligent answers – on demand – to 
any question or scenario raised by the Board.

CONCLUSION
CFOs and their teams face a myriad of daily challenges. 
Tasked with showing how well the business is performing 
and – more importantly – how well it is likely to perform, 
they need to be ready to gather and share critical 
financial information on a moments notice. The CEO 
and board will ask questions that need fast and accurate 
answers. They also need to highlight potential risks and 
propose actionable changes. 

Every company benefits from developing a robust 
budget. Sophisticated CFOs establish key performance 
indicators (KPIs) to monitor performance against the 
plan and adjust resources as necessary. They’re also 
eschewing Excel-based budgets and opting to build them 
on an Intelligent Planning platform instead.

An Intelligent Planning platform adds significant 
efficiency to the budget process and allows it to become 
a strategic asset that guides the company. For instance, 
CFOs can set short and long-term targets for revenue, 
expenditure and cash generation and easily build, 
review and approve collaborative plans to achieve those 
budgeted targets. They can connect directly to financial 
classifications found in the general ledger for ongoing 
budget vs. actuals and forecasts at a transactional level. 
In short, Intelligent Planning platforms provide the level 
of of functionality required to turn any budget into a vital, 
strategic asset.
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