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* Reasons for preparing a budget
* Budgeting process

* Obtain “buy in”

* Monitor

* Loan covenant compliance

* Capital retention

* Questions and answers
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1. Draftit

2. Analyze it
3. Editit

4. Adopt it
5. Monitor it
6. Expand it

Start budget planning now to improve profitability
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How much money will the Firm make next year?
How much cash will the Firm need in order to grow?
How many FTE’s will be needed to do the work?
How much will you pay them?

Where will the work come from?

How do our bookings match up with our labor force?

Visit us: www.fdcpa.com Call us: 888.875.9770


http://www.fdcpa.com

Targets

Capacity

Earnings

Cash

Bank
Strategic
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Set Goals (expectations)
for Revenue (Hours, Avg.
Billing Rate, Realization,
Billings, Cash Collections)
and Expenses.

Determine people and
space required

Set pre-discretionary profit goals

Will the firm have enough
cash?

Meeting loan covenants

Retaining capital
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Revenues

Existing based on backlog
Increase in billing rates
Target new work needed

Expenses

People and related costs
Other overhead costs

Cash and cash flow

Balance sheet

Vis
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*  Budget revenues according to three measures:

—  People: Hours X Rate X Realization %
(statfing capacity)
—  Clients: Which clients are growing, which are

declining and by how much?
Backlog and bookings review to start

—  New Business: Origination targets — How much new
business will we generate this year?

*  Distinguish between cash basis and accrual basis revenues

* If firm is growing this is even more important as there
will be a greater difference between billings and
collections.
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What is prior history — last year’s performancer

— Do you know your available capacity?
— Does 1t match up with your backlog?
— What 1s the average NSR per employeer

What are expectations?

What is required “ramp up” for new peopler

What is culture?
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* Billing Rates

— Don’t budget for an increase in billing rates unless you are
sure that you can increase them;

e Realization is defined as a %
— The numerator is the value of hours billed

— The denominator is the value of hours worked

* It should be the firm's goal to bill at least 95% of all
work every month (depending on type of billings
arrangements
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What a person can generate in revenue will determine
what you can pay that person.

If you pay someone more than they generate in
revenues, you will lose money.

If you pay someone the revenue they generate less
overhead costs, you will break even (not from a time
and energy expended point of view)

Track the multiples of what you pay them and budget a
model that makes the firm profitable.
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Realistic revenue targets should be set and the firm
should strive to achieve these goals

What If? scenarios

—  Version at prior year trend
—  Version at standard for all

—  Version at standard for those who were below last year and
actual at those above

Don’t just divide annual projections by 12 — consider
seasonality

However the firm must also have a realistic revenue

budget.

Monitor budget against actual - not only monthly, but
also month to date
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Budget and track performance

Determine 1s there is possibility of negative trends
— Excess Capacity — too many people
— Cash flow problems
— Missed Loan Covenants
— A Elm decrease or decrease in NSR/EE

Then you can plan to otfset those trends and get on right
path

The Firm’s CFO should maintain some realism/skepticism
so that the budget 1s realistic

— Need to poke holes in revenue projections to see if they are realistic
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Budgeting expenses:
Current expense levels +% increase
Seasonality
New people
Additional space

Compensation costs

Technical Staff Salaries — tie to Revenue

Administrative Staff
Payroll Taxes and Employee Benetfits

Rent
Space required for People?

Marketing costs —

Any additional marketing required to grow business?
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Start with zero based budgeting
Add in column for Prior Year Actual

Add in column for “Change from prior year” in
terms of dollars and % increases / decreases.

Helps to make sense of budget
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Revenues - Cash Collections

Budget Time Value (look at Hours x Rates)

Budget Billings (look at Realization, Seasonality)

Budget Collections (lookMsonality, Av A/R & WIP Days)
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Expenses - Cash Payments
. No Depreciation and Amortization
. Capital Expenditures
*  Profit sharing payments

. Annual shareholder c-stock Bonus

Visit us: www.fdcpa.com Call us: 888.875.9770

19


http://www.fdcpa.com

20



Why?
—  Cash “crunch” months

—  Debt covenant compliance

Revenue:
—  Known trends — Clients that pay slow
—  Growth and “ramp-up”
—  Historic seasonality
Expenses:
—  Growth —1.e. New Space, New People

—  Capital expenditure requirements

Visit us: www.fdcpa.com Call us: 888.875.9770
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Cash

Accounts receivable
WIP

Fixed assets

Line of credit
Project reserves

Debt
Accrued profit-sharing

Equity
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Develop a budget

Analyze and then edit the budget
Obtain “buy-In” to budget
Monitor the budget

Revise the budget quarterly / semi-
annually
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Obtain “Buy-In” to Budget
—  Directors and partner heads agree with revenue growth targets
—  PIC’s to meet billing and collection targets
—  Engineers to meet hours, project and realization targets
—  Tie in new business development to the marketing plan

—  The more strongly the budget is approved and accepted, the more
likely it 1s to be achieved

—  Align to business objectives, capital retention and tax planning needs

Monitor
—  Budget to actual on a monthly basis
—  Compare actual figures, line by line against budget
—  Cash collections (see Cash Budget)

—  Variance analysis & explanations on a monthly basis
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If expenses are exceeding the budget, consider
cutting back on costs

If revenue is below target, focus on why-who 1s
not hitting their goals

Monitor employees by periodically comparing
their performance to the budget

Meet with underperformers to review how to
increase performance

Keep super-performers on track.
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CASH - BUDGET TO ACTUAL FOR October 2007

As of: 10/20/07

COLLECTION % OF * GOAL VARIANCE MONTHLY
STAFF FOR MONTHLY MONTH MONTH TO DATE TOTAL VARIANCE
Oct-07 GOAL TO DATE/+ (under) over GOAL (under) over
Partner 1 $ 23,000 104.5% $ 14,000 $ 9,000 $ 22,000 $ 1,000
Partner 2 49,000 61.3% 50,909 (1,909) 80,000 (31,000)
Partner 3 10,000 25.0% 25,455 (15,455) 40,000 (30,000)
Partner 4 30,000 50.0% 38,182 (8,182) 60,000 (30,000)
Partner 5 28,000 46.7% 38,182 (10,182) 60,000 (32,000)
Partner 6 32,000 53.3% 38,182 (6,182) 60,000 (28,000)
Partner 7 35,000 58.3% 38,182 (3,182) 60,000 (25,000)
Partner 8 36,000 72.0% 31,818 4,182 50,000 (14,000)
Partner 9 41,000 82.0% 31,818 9,182 50,000 (9,000)
Total $ 284,000 58.9% $ 306,727 $ (22,727) $ 482,000 $ (198,000)

14 Days to date
Last year's total $ 250,000 22 Banking days total
% change 13.6% 64%
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February February Variance
Budget Actual
$333,333 $320,000 ($13,333) REVENUES:
EXPENSES:
Compensation:
2,500 2,550 50 Associates
1,250 1,250 0 Para-legals
2,500 2,450 (50) Law clerk
4,583 4,583 (0) Administrative
50 50 0 Payrolltaxes
5,833 5,900 67 Employee benefits
16,717 16,783 66 Totalcompensation
7,500 7,400 (100) Occupancy
458 600 142 O ffice equipment
125 350 225 Reference materials
5,417 5,500 83 Professional liability
5,000 2,200 (2,800) Promotion & marketing
1,000 750 (250) Professionalexpenses
3,750 4,500 750 Office operations
2,083 2,100 17 Outside services
42 100 58 Other costs
25,375 23,500 (1,875) TOTAL EXPENSES
INCOMEBEFORE OTHER REVENUE
291,242 279,717 (11,525) AND EXPENSES
OTHER REVENUES AND EXPENSES:
1,700 1,650 (50) Otherrevenues
$292,942 $281,367 ($11,575) NETINCOME BEFORE SHAREHOLDERS'
COMPENSATION
17,000 17,000 17,000 SHAREHOLDERS'COMPENSATION
275,942 264,367 (28,575) NETINCOME OR (LOSS)
$292,942 $281,367 ($11,575) CUMULATIVE NET INCOME (LOSS)
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YTD Feb
Budget

$666,667

5,000
2,500
5,000
9,167
100
11,667
21,767
15,000
917
250
10,833
10,000
2,000
7,500
4,167
83

50,750

594,150

3,400

$597,5650

3,400

594,150

$597,550

YTD Feb
Actual

Variance
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Revise the budget
—  Update for year to date actuals
—  Recast budget quarterly
—  Early-warning for cash-flow or profitability problems

Visit us: www.fdcpa.com Call us: 888.875.9770

30


http://www.fdcpa.com

Example Covenants-
— EBITDA
—  Operating Cash Flows (OCF)
—  Debt Service Coverage (OCF + Interest / ST Debt)
—  Capital Retention
—  Pay down Line of Credit

Budget, measure and track Covenants on a Monthly basis
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Develop a firm strategy

Proactive vs. Reactive
Focus on long-term “important” matters
What if scenarios

Shared vision — the “One Firm” firm

Evolutionary

Develop a Five-Year Plan

Build a Strong Capital Position
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Firms with a strong capital position can:

. Make better business decisions

*  Work through the unexpected loss of a client or sudden
unanticipated expenditures

* (Can consider strategic investments
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The firm should strive to achieve the following:

1. Achieve positive equity in the firm

2. Have Equity to Debt ratio of 2:1

3. Have no debt

4. Achieve 3 months of Operating Expenses in Capital

»  Retain Earnings and don’t distribute all income every year
»  Avoid pitfalls of recently restructured or dissolved firms
» S Corps should only make distributions to pay taxes on

allocated income until the firm has built sufficient capital

»  Retain capital for rainy day — purpose of loan covenants for
capital requirements
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What are the long-term goals?

What are bank covenants?

What may be available to distribute after
considering the abover

What should be the goals to retain in capital?
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Next year’s budgeted fixed assets additions
Finance what you HAVE TO, not what you CAN

Continuing principals in mature and growing firms
should be required to contribute as well

Definition of what it means to be a principal

Make all principals contribute something every year
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* Capital retention plan should be part of
— Overall strategic plan
— Compensation arrangements
— Buy-sell agreements

— Current year budget
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Should be related to current earnings

Should be related to total compensation and balances in
WIP and AR on accrual basis.

Don’t set base base salaries at 100% of budgeted for
year.

Consider 50-60% during year and rest at end of year
— Just in case budget is too aggressive
— So principals don’t change monthly needs and life style
— So you can retain some capital
— So you don’t rely too heavily on bank financing
— To avoid salary reductions due to cash tlow problems
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Set a tlat amount
— Large fixed amount upon being an owner
— Phase in for first few years and then adjust afterwards

— t.e. $10,000 year minimum for new partners

or percentage of profits
— 20% hold back
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