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PLANNING
Planning allows companies to address short-term, intermediate, and long-range horizons and leads to efficient resource use and high levels of productivity.  There are three primary levels of planning:
1. Strategic Planning


2. [bookmark: _GoBack]Capital Budgeting



3. Operations Budgeting



BUDGETING
Budgeting – tactical implementation of a business plan
· Fixed Costs – costs that are constant regardless of the quantity of goods or services produced
· Variable Costs – costs that vary with the quantity of goods or services produced
Advantages
· Promotes planning



· Promotes coordination



· Provides mechanism for performance measurement


· Allows for early corrective action


Disadvantages
· Costly
· Time consuming
· Can lead managers to make shortsighted decisions
SETTING UP A BUDGET
Creating and implementing a budget requires a company to have an understanding of the business’s mission, visions, and goals.  General steps in creating a budget is as follows:
1. Identify your company’s objectives


2. Develop a strategy to achieve this goal 



3. Set targets for the period that incorporate the strategy
MASTER BUDGET
Just a quick review of 11B, companies create a Master Budget, which is a group of detailed budgets and schedules representing the company’s operating and financial plans for a future accounting period.  A quick review of the Master Budget process:
1. Create a Sales Budget
· Schedule of cash receipts from customers
· Forecasted sales provide the foundation for all other budgets


2. Next budgets depend upon the type of company
· Manufacturing companies – production, direct materials purchases, direct labor, overhead, cost of goods manufactured
· Calculate production based on budgeted sales and desired inventory
· Use the production amount to calculate direct materials and direct labor
· Service companies – budgeted cost of services
· Retail organizations – merchandise and cost of goods sold
3. Create a Selling and Administrative Budget
· Expenses associated with running the overall business
· Costs not directly tied to making a product or performing a service
4. Cash Budget
· Cash receipts – all cash inflows
· Cash disbursements – all cash payments
· Cash excess or deficiency – determines if the company will need to borrow money or if it will be able to repay funds previously borrowed


· Financing – details the borrowings and repayments projected to take place during the budget period
· Cash budgets are especially important for small new businesses – must have enough cash to pay taxes at the end of the year

Example:  Electric-Powered Bike Taxi for Elementary School Kids
You live near North Davis Elementary School (near the Davis Public Library), and last year you were frustrated with all of the traffic at the school in the morning and afternoon pickups.  Now that students are going back to school, you’d like to provide a more eco-friendly and COVID-safe way to get students to school.  It’s a win-win: you can make some money and save pounds of carbon dioxide from being released every day (about one pound of carbon dioxide is released per car during 10 minutes of idling).  Your thought is to create a bike taxi service using electric cargo bikes.  

We’re going to create a Master Budget for this project, but first we need to brainstorm the costs we would incur.  Schedule for working on this project:
1. 10 minute breakout room (if you’d prefer to brainstorm on your own, please just stay in the main room.  I will rearrange rooms to put people who want to talk about it together) – introduce yourselves and brainstorm questions to find out essential information for creating a budget.  I would like you to use the Google Document shared in the chat to brainstorm questions to elicit information you need to know in order to set-up the budget.  You can look at the budget templates below to help you come up with questions.
· For example, you need to know how many bikes you will have in service, questions that will help you answer that will be:
· How much does the electric cargo bike cost? 
· How much money do you have to start-up your business?
· As a review, please discuss which type of business entity might be best for this type of company and why
2. Back to the whole class for answers to your brainstorm questions and to fill out the Master Budget together.
	Service Revenue Budget

	
	May

	Sales (in number of rides)
	

	Price per ride
	

	Dollar Value of Sales
	



	Cost of Services Budget

	
	May

	Bikes in Service
	

	Cost per Bike
	

	Total Cost of Bikes
	

	
	

	Bikes in Service
	

	Direct Labor Hours Per Bike
	

	Total Required Direct Labor Hours
	

	Direct Labor Cost Per Hour
	

	Total Direct Labor Cost
	

	
	

	Cash Disbursements for Cost of Services
	



	Selling & Administrative Expenses Budget
	

	
	May
	

	Budgeted Number of Rides
	
	

	Variable Expenses
	
	

	    Administrative Time Per Ride
	
	

	    Administrative Hourly Wage
	
	

	Total Variable Expenses
	
	

	Fixed Expenses
	
	

	    Advertising
	
	

	    Insurance
	
	

	    Depreciation
	
	(Hint: Depreciation Per Year =)

	    Cell Phones for Employees
	
	

	Total Fixed Expenses
	
	

	Total Selling and Administrative Expenses
	
	

	Less Depreciation
	
	

	Cash Disbursements for Selling and Administrative Expenses
	
	





	Cash Budget

	
	May

	Section 1: Cash Receipts
	

	    Beginning Cash Balance
	0

	    Collections from Customers
	

	Total Available Cash
	

	Section 2: Cash Payments
	

	    Services Expenses
	

	    Selling & Administrative Expenses
	

	Total Budgeted Disbursements
	

	Section 3: Financing
	

	    Surplus (deficiency)
	

	    Borrowings
	

	    Repayments (plus interest)
	

	Ending Cash Balance
	



HOW HAS COVID-19 IMPACTED BUDGETS?
“Everyone has a plan until they get punched in the mouth.” – Mike Tyson  In the past, many organizations have been too slow to respond with needed action to preserve cash flow for operations during previous financial shocks.  Some ways organizations can build resilience in a crisis:
· Create a risk-intelligent design
1. Define the Bottom Line – clearly state the key issues and understand what the crisis means to the business model, identifying the most important shocks to the operating plan that need to be addressed.  


2. Figure Out What Else Could Go Wrong – establishing a SWAT team of stakeholders from within and external to the organization who can best understand significant and fast-moving threats.  


3. Analyze and War-Game the Impacts – Build risk-models that effectively represent the impact of three or four what-if scenarios that represent the organization’s best estimates of best-case and worst-case outcomes
4. Decide What to Do – consider opportunity costs of decisions to cancel, defer, or scale down capital projects
· Make appropriate cuts – across-the-board cuts to every category of selling, general, and administrative budgets can be shortsighted.  Rather than cut employees or across-the-board cuts, organizations may want to consider consolidating products and services into fewer lines of business. 



· Zero-Based Budgeting – a budgeting method that starts from scratch rather than by adjusting the previous year’s spending
· Executives question and justify each line item in their budgets
· Allows executives to make large, longer-term changes for the business
