The Importance of Business Budgeting
Arthur F. Rothberg, Managing Director, CFO Edge, LLC
Most people realize the importance of establishing and sticking to a household budget. This is the best way
to make sure that household expenditures don’t exceed income during the month, forcing families and
individuals to have to borrow money or use credit cards in order to make ends meet.
The same principles apply to managing business finances. It’s critical that executives work together with
other key members of the management team to create a business budget that defines the company’s basic
financial structure and how cash will be managed to work within this structure. Business budgeting helps
reduce the uncertainty that often accompanies expense and cash flow forecasting, providing executives with
a fiscal framework for all of the company’s financial decisions.
Budget Annually, Review Periodically
Ideally, the business budget should be created on an annual basis for the upcoming year, and then
reviewed periodically throughout the year to compare actual results with budgeted amounts. The two key
components of a budget are income and expenses. Income, of course, will be determined by sales volume,
which makes the sales forecast a critical budgeting component.
The sales forecast — Start by looking back at your sales from the previous year. Based on economic
and market conditions, your product and service mix, and your planned sales and marketing efforts, do
you expect sales to be higher or lower in the coming year? By what percentage do you expect sales to
rise or fall? And do sales tend to be cyclical or seasonal, or are they spread out fairly evenly over the
year?
The cash flow forecast — Based on the answers to these questions, the next step is to project your
company’s income (or cash flow) for each month of the upcoming year. This is critical, because sales and
income are two different things. If your company offers 30-day vendor terms, for example, sales made in
March should become income in April.
On the other side of the ledger are your business expenses, which fall into two broad categories: fixed and
variable expenses:
Fixed expenses — Often referred to as overhead, these include things like rent or mortgage, utilities,
payroll and other selling, general and administrative (or SG&A) expenses. These should be fairly
consistent from one month to the next, regardless of the level of your sales volume.
Variable expenses — These expenses will fluctuate from month to month based on your volume of
sales. Inventory and raw materials, for example, are a large variable expense for manufacturing
companies — the higher the sales volume, the more inventory and raw materials will be required to fill
orders.
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In addition to fixed and variable expenses are one-time capital expenditures (or CAPEX) for fixed assets like
machinery and equipment, computers, plant and property, and buildings and warehouses. These expenses
should be planned for in a separate CAPEX budget which details anticipated CAPEX needs for the
upcoming year and how they will be financed (internally or via a loan or lease).
Finally, be sure to factor marketing and advertising expenses into your budget. Ideally, your business will
budget a fixed amount of money for marketing and advertising campaigns for the entire year. Depending on
how and when this money will actually be spent, you can allocate it as an expense in certain months or just
divide the total by 12 and allocate the same expense to each month.
With these figures in hand, you can now create your annual business budget. There are many software
programs available into which you can plug in the numbers, or you can simply use a common spreadsheet
tool like Excel.
Benefits of Budgeting
Taking the time to create a business budget may offer many potential benefits to your company, including
these four:
1. You can predict when cash shortfalls may occur, enabling you to plan in advance whether you will
need to secure financing, tap into a line of credit or make adjustments to your payables schedule.
2. You can plan large expenditures (including CAPEX) more strategically, rather than being caught
unprepared when these needs arise.
3. You can reduce interest expense by planning financing needs well in advance.
4. You will have a better handle on your cash flow, which will increase your overall financial control.
Concluding Thoughts
California business leaders who haven’t taken the time to perform basic business budgeting should make
this a top priority. A well-planned budget will provide the framework for all of the company’s major financial
decisions. Without this framework, such decisions may be plagued by uncertainty and inaccuracy. An
outsourced CFO services provider can provide invaluable assistance in the business budgeting process by
helping you forecast your sales and cash flow and identify all of your expenses: fixed, variable and capital.
About CFO Edge
CFO Edge, LLC is a leading Southern California provider of outsourced CFO services. Based in Los
Angeles, we are a group of experienced chief financial officers who engage with CEOs and CFOs on
demand to address strategic planning, business management, and day-to-day financial operations
challenges. Our seasoned professionals deliver services as interim CFOs, part-time CFOs, project-based
CFOs, recruitment-to-permanent CFOs and interim-to-permanent CFOs. At CFO Edge, we’re passionate
about helping our clients create, grow and sustain value. For more information, visit www.cfoedge.com or
call 626.683.8840.
This publication has been prepared for general information on matters of interest only, and does not constitute professional advice on facts and
circumstances specific to any person or entity. You should not act upon the information contained in this publication without obtaining specific
professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in
this publication. The information contained in this material was not intended or written to be used, and cannot be used, for purposes of avoiding
penalties or sanctions imposed by any government or other regulatory body. CFO Edge, LLC, its members, employees and agents shall not be
responsible for any loss sustained by any person or entity who relies on this publication.
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