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387,389, 390, 394, 508
Agents and brokers, insurance, 636,
638-640, 642, £13,(47, 651, 655,
656
Alternative approaches
scenario planning, 16
strategic planning, 16, 45, 61, 62
to traditional budgeting, 72-75
Alternative minimum tax (AMT), 550,
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leasing, implications of, 545-550,
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Balance-sheet budget
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accounts receivable, 595-597
accrued liabilities, 616
balance sheet accounts, 582
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585-587
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cash budget, 587, 588, 595
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588-591
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financial ratio analysis, 620-623%
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format, 588
income taxes, 585, 614-616
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notes payable, 585, 608-611
overview, 581
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preparing, 591-620
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purpose of, 582, 588
responsibility for, 583-587
spreadsheets, use of, 591
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measurement, 34—37
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learning and growth perspective, 4—6,
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19-22

operational budget alignment, 20

overview, 3-5, 24
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reporting, 23, 24
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capital investments, 523-527
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procurement process, 511, 517, 518
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501, 502
Bracket budgeting
annual planning, use in, 700, 719, 720
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budget centers, 698, 699
budgetary control, 699, 700
commitment to, 698, 699
complexity, 698-700
consolidating income statements, use
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break-even chart, 252-254, 360
break-even point, 205, 207, 250, 252,
257,360-363, 365, 366,372,375,
390, 808
cost-accounting systems for
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cost behavior, 360-366,371, 372,375
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problems with, 71, 72, 170
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Budgeting software. See also Software
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features of, 183, 192, 303
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processes, 186, 189, 190
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Burden rate, 441, 481-484
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general ledger, 182
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manufacturing budgets, capacity
increases, 428, 429
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cost allocation, 370-373

cost analysis, 354, 355, 359, 363,
370-371
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factors, 357
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Cost of capital

agency costs, 276

cost of debt, 264, 265, 268, 270, 276,

283,475
cost of equity, 265-268, 275, 276,
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input, control over, 99-101
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insurance, 648, 649
Discount for lack of control, 136-139
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Incremental (differential) costs, 369, 371
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Industry data sources, 123-124
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data input, 99, 100
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risk management, 637, 638
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overview, 102
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International taxes, 802
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tax considerations, 803
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Leasing
accounting (international), 547-549,
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560-563,567,570
disadvantages of, 550
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Fees and Costs Associated with
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and Initial Direct Costs of Leases
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Leasing (Continued)
finance companies, 552
financial statement impact, 546
IAS 17, Leases, 548, 552, 554
independent leasing companies, 551
insurance companies as lessors, 552
lease analysis techniques, 566—572
lease life greater than or equal to 75%
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560-563
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single-dip lease, 557, 559
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software, 553
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third-party leases, 551
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Liabilities
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balance-sheet budget, 584, 585, 616,
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Liability insurance, 647, 648. See also
Insurance, budgeting for
Linear programming, 373
Liquidation basis appraisal, 120, 136
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188,189
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Management style, 382—384
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108, 109
Manufacturing budgets
analysis, 406, 407
capacity increases, 428, 429
capital tools, 429, 430
change, need for, 396—398, 403-407
changes from past practices, 398-400
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continuous processes, 430
and continuous improvement, 397
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Cost-accoun’irig systems for
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402=407
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iixed costs, 440, 441
indirect material costs, 436, 437
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manufacturing research, 446
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overview, 395,451-453
planned action budget, 410, 411,
452,453
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411,412
quality control, 447-449
raw material requirements, 434-436
replenishment, 431-434
shop floor performance, 450
total quality program, 425-431
variable costs, 440
variance reporting, 452, 453
waste, 401
work-in-process control, 450, 451
Manufacturing-cycle efficiency (MCE), 399
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Marginal costs, 369
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public guideline company method,
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valuation conclusion, 141, 142
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direct material, 194, 196, 197, 204,
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price variance, 232, 233
raw materials, 228, 298, 302, 319,
320,370,416,417,434-436,
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standard costs, 230
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and management, 146
performance measures, 2,7, 8, 14, 17,
27,34-39, 148.26%-316, 505
purchasing (procurement) process,
513-516
strategic planning step, 45, 46, 66
Meetings, preparation for, 38, 39
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Mergerstat Review, 138
Microcontrols, 94, 96, 102
Minority interest discount (implied), 138
Mission statements, 108, 155, 398, 639,
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Monte Carlo analysis, 475-477
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472,474,475
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Net present worth (NPW). See Net present
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Noncontrollable costs, 366
Norton, David, 3, 26-28, 30
Notes payable, 585, 608-611

Objectives. See also Goals
characteristics of, 460
management by ctiectives (MBO), 460
research and dévelopment, 459-464
technological, 461-464
Ohno, Taiicki. 397,401, 428
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budgciing systems, 184-187, 192
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compared, 497
and balance-sheet budget, 581
leasing implications, 545, 546. See also
Leasing
review of, 295
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strategic planning, 44-46, 62—68
Operational systems, revenue and cost
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Operations analysis, 112-114
Operations budget, 380. See also
Manufacturing budgets
Operations research, 751, 755, 756, 758
Opportunities, 57
Opportunity cost, 129, 277, 283
Organizational chart, 98, 104, 109,
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Organizational culture. See Corporate
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Organizational structure, 95
Overhead
and activity-based planning,
336, 346
administrative expense budget, 494
allocation, feature of budgeting
software, 185, 189, 190, 303
balance sheet budget, 590
bracket budgeting, 720
corporate, 314, 315, 324, 325, 720
divisional goals, 271
government reimbursement policies,
550
manufacturing, 194-198, 201, 202,
209-225,228-247,402,431-434,
440-447,452
operational budget, 20
research and development budget,
481,482,484
and zero-based budgeting, 147, 679,
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Pareto, Vilfredo, 27, 38,465, 701. See
also Pareto principle (80/20 rule,
Pareto principle (80/20 rule), 27. 3%, 39,
465,701, 728
Passive activity losses, 799, 300
Past costs (sunk costs), 358,370
Payback period, technralegy projects,
469,471
Payroll costs
fringe benefits, 196, 238, 239. See also
Fringe benefits
as part of labor cost, 196
taxes, 109, 196, 802
Payroll taxes, 802
PB. See Program budgeting (PB)
Performance indicators
key performance indicators. See Key
performance indicators (KPIs)
lagging, 5, 35, 36, 38,91, 148
leading, 35, 37-39, 152,173,178,
390, 663, 664
Performance management
adaptive process, 148—-153
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Beyond Budgeting model, 162-165
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performance
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responsibility, 152-159
performance indicators. See
Performance indicators
relative performance, 152, 162
and use of budget, 77
without budgeting, 152, 154, 155
Performance measures. See also
Performance indicators
and administrative-expense budget,
505
balanced scorecacd measures, 5, 7, 8,
14,17,27,34-39, 148
and incentive: compensation, 308-316
Performance reviews, 148, 150, 155,
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798, 799
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(ABP/B). See Activity-based
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352-354
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also Valuation
Prepaid expenses, 605
Present value (PV), project financial
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Pricing adjustments, 385, 386
Pricing techniques, 389, 391, 392
Process-costing, 219-221
Product development
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costs, 387, 388
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Profit centers, 98, 271, 288, 494, 505,
551, 688, 698, 720,727
Profit goals, 199, 268-276, 590
Profit/sales relationship, 455, 456
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project financial analysis, 469, 471,
472,475
project risk analysis, 476,477
Profitability planning/analysis
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manufacturing, 198-204, 226, 247
Program budgeting (PB)
accounting system, 760
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cost-effectiveness analysis, 751-756,
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described, 724-728
framework, 734-747
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information system, 759, 760
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staffing considerations, 762, 763
systems analysis, 751, 752, 756, 758,
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507-509. See also Purchasing
(procurement) process approach
Purchasing (procurement) process
approach
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and purchas ng department budget,
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471,477,481
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risk analysis, 459
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strategic planning, 456458
technological budget, 463-481
and total budgeting process, 455-459
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Resource allocation, 294
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Rolling forecasts, 171-174, 176,
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Taxes, budgeting for
Sales and marketing budget
advertising budget, 387
banking industry, 394
bracket budgeting, 389, 391
break-even analysis, 389, 390
budget process overview, 379-384
consumer-packaged goods industry,
393
customer service expenses, 388
direct-cost method, 383, 384
discretionary expenses, 381, 384-388
forecasting, 389, 590
full-cost method, 383, 384
goal settiriz, 383
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and inanagement style, 382—-384
ararginal analysis, 389, 390
operating factors, 382, 383
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pricing adjustments, 385, 386
pricing techniques, 389, 391, 392
product development costs, 387, 388
product life cycle analysis, 389
retail industry, 393, 394
sales promotion expense, 386, 387
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sensitivity analysis, 389-391
special considerations, 385-388
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tools and techniques, 389-392
Sales promotion expense, 386, 387
Sales tax, 803, 804
Sarbanes-Oxley Act, 25, 169
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Segment analysis, 110, 111



Self-funded insurance, 636-643, 647,
648. See also Insurance, budgeting for
Selling expense, 386
Semivariable costs, 358—-360, 370,
373-375
Sensitivity analysis, 389-391, 475,
477,758
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budgeting, 293-296
and cash flow, 280, 281
defined, 280, 290
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281, 285-296, 661
long-term value, 281-285, 296
overview, 279-281, 296
Shingo, Shigeo, 401
Situation analysis. See also Strategic
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business gridding, 48-51
business segmentation, 48, 49, 59, 60
company strengths, rating, 55, 56
forecasts, use of, 46
industry attractiveness, 50-55, 60
key success factors, identifying, 46, 48
opportunities, threats, and critical
issues, identifying, 57, 58
overview, 44
in strategic planning cycle, 45
use of, 47
Software
accounting systems, 151,183, 184
balance-sheet budgct, 521
budgeting software. See Budgeting
software
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(CPM), 666-669, 672,673
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33,72,181-183,186, 661
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188-192
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Sorter, George, 406, 408
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accounting systems compared, 183,
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192
calculations, 184, 188-190, 192
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limitations of, 181-183, 185, 330
macros, 184, 188, 189
modeling, 186, 188—-190, 192
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use of, 86, 182, 591
Staffing considerations, 762, 763
Standard costing, 222, 226-231,
236,237
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State taxes, 796, 804. 305. See also
Taxes, budgetin g for
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55. Cumsiaeration of Internal Control
ina inancial Statement Audit, 93,
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FAS 91, Accounting for Nonrefundable
Fees and Costs Associated with
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and Initial Direct Costs of Leases
(amendment of FAS 13, 60, and 65),
548,552,556, 558
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(amendment of FAS 13, 66, and 91),
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Statistical analysis, 373, 375
Stock options, 116, 170, 307, 327
Stocks, Bonds, Bills and Inflation
(Ibbotson), 131
Strategic buyers, 118,119, 133,138
Strategic management, 775-780
Strategic planning
alternative approaches (step 3), 45,
61,62
attributes of, 41
balanced scorecards, use of. See
Balanced scorecard-based budgeting
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business direction/concept (step 2), 44,
45, 58-60

business objectives, 107, 108

business plans, 103-105. See also
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characteristics of useful plan, 70

components of, 107, 108

contingency planning, 68

critical success factors, 108

defined, 41

feedback (step 6), 45, 46, 66—68

forecasting compared, 41, 42

implementation problems, 69—-70

integration with budget, 148

linking budget process with, 76

management issues, 108, 109

market analysis, 110, 111

marketing strategies, 111, 112

measurement (step 5), 45, 46, 66

mission statement, 108

monitoring, 112-114

operational plan (step 4), 45, 46, 62—
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operations analysis, 112-114

planning cycle, 42—44

process overview, 44—4.6

purpose of, 103, 104, 114
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segment analysis, 110, 111
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case study, 28-34
described, 28
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SWOT analysis, 111
Systems analysis, 751, 752, 756,

758,759
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Tax attributes, 800
Taxes, budgeting for

accumulated earnings tax, 797, 798

alternative minimum tax (AMT), 801

asset acquisitions, 800

assets, sale of, 801

at-risk rules, 799, 800

built-in gains tax, 795
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IncoineTaxes, 793
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net operating loss deductions, 799,
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overview, 793, 794

passive activity losses, 799, 800

payroll taxes, 802
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798,799
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property taxes, 802

retirement plans, 801
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sales tax, 803, 804
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tax attributes, 800

uncertain tax positions (UTPs), 793,
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unrelated business income tax, 800

Technology
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industry statistics, 456458
project screening, 465-470
project selection, 465,475,477
projects, prioritizing, 469, 471-475
role of, 85, 86
Third-party administrators (TPAs), self-
funded insurance, 636, 641-643,
656
Threats, 57
Time conversion, 191
Time value of money, 280, 282,
469-475, 569, 605
Tolerance Control in Design and
Manufacturing (Wade), 427
Top-down planning, 77, 78, 80, 384
Trade payables, 611-614
Traditional budgeting
alternatives to, 146—148
problems with, 145-148, 330-334,
659, 660, 678,679
zero-based budgeting compared,
692,693
Transparency, 169
Trigger events and contingency planning
68

Uncertain tax positions (UTPs), 793,
804

Underpayment penalties, 8 G2

Unrelated business incorie tax, 800

Valuation

acquisition premiums, 119, 138

activity ratios, 125

adjustments to value, 136-141

approaches, 125-136, 141, 142

asset approach, 125,135, 136,
141, 142

assignment, 117-120, 141, 142

challenges of, 115,116

closely held companies, 115, 130,
131,133,137-141

competitive analysis, 122, 123

conclusion, 141-143

cost-accounting systems for
manufacturing, 221-231
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definitions of value, 118-120

discounts, 136-141
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fair market value, 118-120, 133, 136,
138, 141

fair value, 120

financial buyers, 119

financial ratios, 124

financial statement adjustments and
analysis, 123-125

finished goods, 226

forecasts, 124,126,127

going-concern basis appraisal,
120,136

income approach, 125-132,
141, 142

industry data sources, 123, 124

Internet comimi.nication technology
industry 807

invertor - See Inventory

investcd capital, 118,127, 128,
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luvestment value, 119, 120

liquidation basis appraisal, 120, 136

market approach, 125, 132-135,
141, 142

mergers and acquisitions, 118, 120

premiums, 119, 130-132,136-138

reasons for, 116

research and information gathering,
120-123

Revenue Rulings, 117

risk premiums, 130-132

standards and professional
organizations, 116,117

strategic buyers, 119

Variable costs

in break-even analysis, 250-252

cost behavior, 357-358, 361-365,
367,369,370,373-375

manufacturing, 195-219, 221

semivariable costs, 251, 252

terminology, 769

variable costing, disadvantages
of, 216

variable costing as management tool,
198-204
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Variances
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cost-accounting systems for
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cost variances, 452
reporting, 354, 452
Volunteer services, 806, 809—-811

Wade, Oliver R., 427

Wall, James, 452

Wallander, Jan, 153

Weighted average cost of capital (WACC),
129,130, 268, 269, 276

Weighted average valuation of inventory,
222,224,225

Welch, Jack, 72, 161

What-if analysis, 346

Winning (Welch), 161

Wolf, Harold, 407

Work in process, 198, 219, 223,
245,400,416,417,431,435,
450,451

Workers’ compensation insurance,
636-638, 640, 641, 647, 648, 653.
See also Insurance, budgeting for
WorldCom, 161

Zero-based budgeting (ZBB)

as alternative to traditional budgeting,
72,147

benefits of, 694, 695

decision package, 681-695

described, 679, 680

detailed budgets, 692-694

elements of, 679

and manufacturing budget, 410

overview, 677,678, 695, 696

problems with, 334

procedures, 680, £81

profit and loss, coaipletion of, 689-692

ranking process, 687-689

and strateric planning, 694, 695

and traoitional budgeting, problems
With, 678,679

traditional budgeting compared,
692,693



