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Context & introduction

The Planning, Budgeting and Forecasting (PBF) cycle has always been key in
managing a company. However today it is in the spotlight more than ever before:

* The economic circumstances over the past few years have forced companies

to . Often this has meant
going back to the drawing board on financial plans and budgets.

* The new economic climate furthermore introduced a larger degree of
uncertainty. The forward-looking financial processes of many companies have
proven to be underequipped to deal with this. The move towards

could become a major
trend in coming years.
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Context & introduction

The Planning, Budgeting and Forecasting (PBF) cycle has always been key in
managing a company. However today it is in the spotlight more than ever before:

* Most companies by now realize that they cannot see their financial
management processes in isolation. The introduction of
concepts brings additional attention to PBF

processes and their interdependencies.

* The past two decades saw a huge advance in the way companies manage
their operational and transactional processes through ERP systems. By now,
those companies are ready to start capitalizing on the information mountains
they are sitting on and turning their attention to
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Context & introduction
Survey definitions of Planning, Budgeting and Forecasting

« Strategic Planning

« Financial Planning (P)
« Budgeting (B) = Scope of the survey: PBF
* Forecasting (F)

* Actuals & Reporting
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Context & introduction
Situating Planning, Budgeting and Forecasting within IPM

« Financial Planning, Budgeting and Forecasting are forward-looking financial
processes which are part of an Integrated Performance Management cycle

Intervene '
and Realign Techn Ogy 'q"C/)
Active m— D Plan
. . orecasting /
Intervention \ / Strategy | and Target
to realign / _

J 6@ Align the
the business :

’ Planning bUS|neSS tO
Q deliver to
strate
Analysis 1 \T ( gy
/Budgetmg}
Measure
and Evaluate
External
/ Reporting .
Run the (aperatlonal
. eportmg

business 0. M Reortng &
and monitor /77/7; KO
performance {Nformatio®

7 Planning in a Changing World



Agenda

Survey participants overview

Is PBF on the company agenda”
Summary process assessment
Detailed survey results

Key messages
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Survey participants overview
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Survey participants overview
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Survey participants overview

Industry

Manufacturing

= Technology, Media & Telecommunications

= Consumer Business & Transportation

Financial Services

= Other (including Life Science and Healthcare, Energy & Resources)

HQ location

Belgium

= Netherlands

m Rest of World
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Survey participants overview

Revenues

More than 5.000 M€

®1.001 M€ - 5.000 M€

= 501 M€ - 1.000 M€

1 M€ - 500 M€

Number of employees

More than 10.000 FTEs
m2001-10.000 FTEs
m501-2000FTEs

0-500 FTEs
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Survey participants overview
Financial professionals with decision power

Interviewee function

# (Group) Controller
sCFO
= Finance Director

= Other

= Corporate

= Business group

= Regional
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Survey participants overview

Who leads these processes?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

) T | " — .
Planning | 18% ‘ |
3% | ‘

, N 7270
Budgeting | ‘ 25%)| ‘ ‘ ‘
Ml 3% ‘

_ — 63%
Forecasting | 29%
8?/0 |

® Corporate Led Business Group Led Regional Led

Are the processes consistent throughout the whole organization?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
| | | | i | | | |
Planning | | | 5%
Budgeting _z_ | | 6%
Forecasting | | | | 3%
| _ ,

| | | | |
= Fully Mostly Somewhat m Not



Is Planning, Budgeting and
Forecasting on the company
agenda?
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Is PBF on the company agenda?

* 48% of participants are currently making improvements to PBF
» Another 38% will do so within the next two years

Do you plan to improve/invest in your PBF processes?

0% 10% 20% 30% 40% 50%
Yes, currently ongoing 48%
Yes, withinthe nextyear | 25%
38%
Yes, within the nexttwo years | 13%
Yes, within fiveyears || 2%
Perhaps | 6%
No | 6%
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Is PBF on the company agenda?

« Both finance and company have improving PBF on their agenda

On a scale of priorities, where does this investment/improvement rank?
0% 20% 40% 60% 80% 100%

T 1 T i | i
Finance 22% m
| | | | |

Company BG4 | : | 1%
\ \ ] \ i

= Very high High » Medium = Low/very low = No/Perhaps

* Finding executive sponsorship should not cause any problems

Towhat extent is PBF directly sponsored and monitored by the top management?

| | | | | —
57% _ I
j l | 1 l |

I I T I

0% 20% 40% 60% 80% 100%
= Strongly agree Agree Disagree = Strongly disagree
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Is PBF on the company agenda?
Focus for improvements is on process, technology and model

If the company plans to invest in PBF, what will be the focus area?

0% 20% 40% 60% 80% 100%
|

- e ——
| | | |

m Focus area » In scope = Notin scope
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Summary process assessment

19 Planning in a Changing World



Process assessment

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

P
Overall B IEE

F
A / P

ccurac

Quality o 0% |

F
Speed/ P
Timeliness B

F
Effort / P
Cost D

F

m Excellent Good Acceptable m To be improved Not good
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Financial planning must
translate strategy into numbers
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Financial planning must translate strategy into numbers

« Agreement on the link between strategy, financial planning and other
(financial and non-financial) planning areas

 However few achieve perfection (and this is a view from the top!)

To what extent do you agree with the following
statements w.r.t. strategy & financial planning?

0% 20% 40% 60% 80% 100%

There is a clearly defined business strategy
which is well understood by everyone involved

Financial planning is linked to
the overall business strategy

Financial planning, budgeting & forecasting are integrated
processes which are aligned among each other

The financial planning is linked to 229,
other planning areas (HR, operational)

m Strongly agree = Agree Disagree = Strongly disagree
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Financial planning must translate strategy into numbers

23

Consensus that strategic initiatives must be in the financial plan, but not
everyone shows them separately

How does your company plan for strategic initiatives?

0% 10% 20% 30% 40% 50% 60%

There are no strategic initiatives,

%
or at least we do not identify them as such et

Strategic initiatives are planned,

o/
but not included in the financial planning 15

Strategic initiatives are included

o/
in the financial planning but not shown separately #0%

Strategic initiatives are included in

, ) . 57%
the financial planning and shown separately
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[s traditional budgeting losing
importance?
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“Everyone agreed the old way
of buvdgeting took too long.”
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Is traditional budgeting losing importance?

41% still rely on traditional budgeting only
Another 31% mixes traditional with zero- and/or driver-based
« Nobody in our sample had abandoned budgeting

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%
Only traditional budgeting | ‘ | ‘ | ‘ | A | 41%
Only zero-based budeting '| 9%
Only driver-based budgeting | 1%
Traditional & zero-based | 9%
Traditional & driver-based | 19%
Zero-based & driver-based | 6%

Traditional, zero-based & driver-based | 5%

Budgeting is no longerapplied | 0%

(Multiple answers were possible) 3 Techniques
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Is traditional budgeting losing importance?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
_  [Traditional
™
o Driverbased
@)
Zero-based
§  Traditional
1))
& Diiver-based
Zero-based [N
> y
o  Traditional 13%
J
& Driver-based
Zero-based |
® »
é Traditional
£ Driverbased
I,
Zero-based

u Excellent Good Acceptable 170 be improved Not good
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Is traditional budgeting losing importance?
Majority still keeps eyes firmly fixed on the budget end date

Fixed
Forecast

Rolling
Forecast

0% 50%

100%

Previous Year Current Year NextYear
Q11Q2|Q3|Q4(Q1|Q2|Q3|Q4(Q1|Q2|Q3(Q4 | ..
Plan/Q4 1
£E%  af [ — .
°S Blind
= I
S5 Spot
> L Q3 | 1
Plan/Q4 I
- Q4 | l l
8)*%' © Q1 [ 1 ]
=095 Q2 | [ 1
(@) 9 =
Xsao Q3 [ {
L
Q4 l |
Q1 I [

38%

Il Budget/Forecast
[ Actuals
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[ Actuals

63%




Why do we (still) budget?
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Why do we (still) budget?

0O 20 40 60 80 100 120 140 160 180 200 points

Monitoring and control, implementing accountability 22 times 1st priority
Aligning everyone to the same short and long term strategy 21 times 1Stpriority
Setting operational direction 5 times 1st priority

Setting targets for the remuneration process

Translating top-down cost reduction targets to the operational level
Creating a framework to evaluate investment opportunities

Detecting cost reduction opportunities

Weighted priority scale: 1st priority = 3pts, 2nd priority = 2pts, 3rd priority = 1pt (max. 192)

30 Planning in a Changing World



Why do we (still) budget?
Process structure and governance must support objectives

« What does it take to create alignment?

Which of the following best describes your budgeting process flow?

Top-down focus

Top-down / bottom-up with 1 or 2 iterations

Top-down / bottom-up with limited (3-5) iterations

Top-down / bottom-up with many (=5) iterations

Bottom-up focus
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0% 10%

20%

50%

7%

7%

18%

21%

48%

Bottom-Up



Why do we (still) budget?

« Top-down target setting is by far the most popular approach

Is 'slack’ within the budget challenged? If so, how?

0% 10% 20% 30% 40% 50% 60%
Yes, through top-down target setting | 53%
Yes, by applying zero-based budgeting | 1%
Yes, by not having upper or lower limits ’ 8%

within our (linear) bonus schemes

Yes, through the use of external benchmarks | 4%
No, we allow it as it provides a natural | 13%
buffer against uncertainty/volatility

No, we allow it as otherwise we would undermine ‘ 11%
the independence of the budget owners

o

No, no specific actions are taken \ 89

(Multiple answers were possible)
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Why do we (still) budget?
Not all targets are equally made

« All targets can create alignment, but effective targets also tackle slack

High |
Market Penetration
e oy (__ ZCapure 0% of e
: . market for product X"
regional profit centers
External Benchmarks
"Amongst the best 25% of Relative targets
the sector” * Strong motivation
* Competitive culture
* Empowerment
Improvement Targets * Performance-related
"Improve product line
Flexibility Eenby S
Cost Efficiency Targets
"Cost reduction by Stretchtargets ,
3€ per unit" Strong motivation- if used as a challenge, not constraint
* Competitor-oriented if linked to benchmarks
* Empowerment
* Performance-related
* Evaluation ex post vs. prior periods
Financial fixed targets
"1 2 M€ in sales”
Fixed targets
Non Financial fixed * Risk of limited motivation
targets * Directives & control
"Headcount of 25" * Financially - oriented
Low ,

Missing Reference to competitors Strong
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Why do we (still) budget?

In reality fixed and stretch targets prevail

Relative _]

targets

Stretch
targets

Fixed
targets

External benchmarks
Market penetration targets

Internal benchmarks

Improvement targets

Cost efficiency targets

Non-financial fixed targets

Financial fixed targets

® Consumer Business & Transport ®Financial Services
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30%

40%

Which types of targets does your company use?

50%

60%

70%

80%

Manufacturing » Technology, Media & Telecommunications = Other



As we cannot predict the future,
does this mean forecasting
always has limited value?
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Forecasting has limited value?
Respondents have mixed feelings

* Near 50/50 split between believers and non-believers (in forecasting)

Do forecasts lead to better decisions for your company?

|

They are essential 14%

To a large extent

36%

Somewhat 43%

Not at all 7%

0% 10% 20% 30% 40% 50%
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Forecasting has limited value?
Usefulness strongly related to ability to ‘read the road’

Strategic Plan

Budget

Forecast
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Forecasting has limited value?
Many reasons why forecasts are not accurate, politics on #1

Whatfactors most hinderyou company's ability to make accurate forecasts?
0 20 40 60 points

Forecasting is a political process

Lack of integrated systems

No or weak driver-based model

Lack of consensus, ownership and accountability
Unreliable and inaccurate input data

Lack of integration with operational planning

Too long cycle times

Limited functionality in planning systems

Lack of mathematically sound approach to probability

No link between renumeration and accuracy

Weighted priority scale: 1st priority = 3pts, 2nd priority = 2pts, 3rd priority = 1pt (max. 192)
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Forecasting has limited value?
Politics predictable given dominance of consensus model?

It would be most accurate to describe your forecasting model as...
0% 10% 20% 30% 40% 50% 60%

Consensus 8%

o+

Trend extrapolation 27%

Basic simulation 21%

Statistical simulation 3%
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Forecasting has limited value?

. affected by politics, indicates lack of forecasting systems,
expectation that driver-based model would be useful

. does not eliminate the politics, probably increases lack of
consensus & ownership, expects driver-based model to help

. discovery that driver-based is no ‘magic bullet’ if data quality
is lacking and systems can’t be linked, also risks increased lack of ownership

Priority | Overall Consensus Trend Basic
Extrapolation | Simulation

Forecasting is a Forecasting is a Forecasting is a Unreliable & in-
political process political process political process accurate input data
2 Lack of integrated Lack of integrated No or weak driver- Lack of consensus
systems systems based model & ownership
3 No or weak driver- No or weak driver- Lack of consensus & Lack of integrated
based model based model ownership systems
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Forecasting has limited value?
Many respondents make very detailed forecasts

The level of detail within your forecasting models can best be described as:

Different level of detail per period _ 11%

44%

Very detailed level

0% 10% 20% 30% 40% 50%

41 Planning in a Changing World



Forecasting has limited value?

« Companies that limit the level of detail in their forecast find benefits in effort
and also speed while getting rid of 'false accuracy’

o
2

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

- Summarized level | | | 1%
o
B
Very detailed level 32%
s
T
Very detailed level L2 21%
> Summarized level 26%
© | |
3
Very detailed level [IS2

m Excellent Good Acceptable m To be improved Not good
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Forecasting has limited value?

« Room for improvement in forecasting models & approach

Towhat extent does your forecasting model deal with uncertainty and volatility?
0% 10% 20% 30% 40%

| |
Multiple scenario's forecasted 29%

Risk catalogue used to determine scenario’s 24%
Driver-based model, what-if analysis possible 26%
Use of macro-economicexternaldrivers 33%
Use of supplieror customerleading indicators 25%

Probability ranges fordrivers are determined 7%

2

Probability ranges foroutcomes are calculated 1

Extreme 'stress testing' scenario's are calculated 6%

Increasing level of sophistication (Multiple answers were possible)
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What has been the impact of
the crisis on the Planning,
Budgeting and Forecasting
processes?
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What has been the impact of the crisis on PBF?

« Focus on cash flow, risks, cost control and top management involvement

Due to the 'changing world' there has been increased focus on...
0% 10% 20% 30% 40% 50%

Cash flow planning | 44%
|dentifying risks and impacts | 44%

Scenario planning | 38%

Use of budgets for cost control | 50%
Top management involvement | 33%

Centralization and group control | 32%

Cash flow forecasting |, 795
External driversand their risks | SN 532
Higher forecasting frequency | 2 5%

Forecasting
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What has been the impact of the crisis on PBF?
All industries appear equally affected

46

9,0
8,0
7,0
6,0
50
4,0
3,0
2,0
1,0
0,0

number of actions

# of answers selected out of 24 possible responses to 'impact of changing world on PBF'

Consumer Business &
Transportation

Financial Services

Manufacturing

Technology, Media &
Telecommunications

Other

= Average
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72
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Is technology an accelerator?
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Is technology an accelerator?

 However: budgeting and forecasting applications are on the rise (cf. investments
being made in planning technology)

How would you describe the technology you use for PBF?
0% 20% 40% 60% 80% 100%
75%

Ad hoc, using spreadsheets and local databases ||| GGG 5

63%

| 22%
Professionalized, using dedicated applications _ 45%
34%

w

/
%

State-of-the-art, part of a fully integrated l
‘Performance Management’ platform .

w
-©
o

3%

Planning = Budgeting = Forecasting
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Is technology an accelerator?
Comparison to consolidation survey

« 2009 consolidation survey showed 83% using a dedicated consolidation tool
» Use of dedicated tools could be indicative of overall process maturity level

Use of dedicated tools for financial processes

0% 20% 40% 60% 80% 100%

Planning
Budgeting
Forecasting
Consolidation 83%

» Dedicated Tools = Excel & Other

Note: consolidation data comes from a different survey with different respondents
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Is technology an accelerator?

Budgeting Forecasting

4 )

ORACLE’
EEE

e

m Other W Big Three W Other mBig Three

50 Planning in a Changing World © 2011 Deloitte Belgium



Is technology an accelerator?

Overall satisfaction with planning applications is rather high

Overall/ fit for purpose

Quality of implementation

Functionality & customizing ease

51

Cost

Performance & scalability

Planning in a Changing World

Forthose using a dedicated tool, how satisfied are you with regards to:

(Combined graph: Budgeting & Forecasting)

2%

i

2%

5%

2%

25%

31%

21%

19%

22%

12%

13%

12%

1%

5% 2%

2%

4%

208
578

61%

61%

61%

61%

619

Yo

0%

m Very satisfied

10% 20%

T

30%

» Satisfied

40% 90% 60%

m Somewhat satisfied ®Not satisfied

v

70%

80%

= No tool

90%

100%
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Is technology an accelerator?

Do you use a dedicated tool and how would you rate your process?
(Combined graph: Budgeting & Forecasting)

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

T Yes

@

& No [
-

2y Yes
2& No
=

SZ Yes
= @

33 No
<

17

o

(& ]

2 Yes

o No

m Excellent Good Acceptable m To be improved = Notgood
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Key messages
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Key messages
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Theory of strategic & financial planning must be translated into practice

Reflect on your budget process governance and target setting approach

Reduced level of detail in forecasting can bring major benefits

Excel still dominates, but dedicated planning tools are on the rise
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Thank you

In case of questions:
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