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IMPORTANCE OF DEVELOPING A BUDGET  

“Running a business without a financial plan is like driving a car 

without a destination and without a route to follow” 

Building a budget, or financial plan, is the first step in achieving the goals of 

your business – it’s the step that identifies what those goals are, and gives 

you targets and milestones to work toward.  Most business owners have 

superficial goals, like ‘Grow this year’ or ‘Increase profits this quarter’, but 

they do not have specific goals or ways to measure progress against them.  

I’m sure you’ve all seen (or at least heard of) Shark Tank…one of the 

questions that is always asked by potential investors is, “What is your 

revenue/margin forecast?” or similarly, “What do your 3 year financials look 

like?”  If you can’t answer these questions, you are ill-informed about your 

own business.  This doesn’t need to be the case, though! 

A budget can serve as a roadmap for your business.  It can, and should be, a 

management tool with which to analyze business decisions.  Laying out a 

month-by-month plan for the upcoming year will give you greater insight 

into what drives your business and where you can pull levers to improve your 

performance.  It will also give you something to measure progress against.  

On a monthly or quarterly basis, you can assess how your business 

performed relative to what you thought, and this will give you great insight 

into what you do or do not need to change!   

BUILDING YOUR BUDGET: THE BASICS 

Listed below are the steps you should take as you pull together your 2018 budget.  Even ‘non-finance’ types can build a 

simple budget.  If you find the thought of this exercise grueling, then hire someone (like me!) to help you with it 😊 

Organize your historical financials 

1. Compile a historical income statement (also known as a profit & loss or P&L) by month for the past two 

years.  If you don’t have two years of history, then pull together as much as you have.  Lay out the months 

side by side and make sure you are comparing apples to apples for the line items. 

Analyze historical trends 

1. Analyze how your sales (aka revenues) have changed over time   

i. Have they steadily increased?  Decreased?  By what percentage? 

ii. Are your revenues seasonal in nature? 

iii. What products or services are driving your sales?  You may need to 

analyze a separate set of data from your POS (point of sale) system to 

understand your sales drivers 

iv. Has pricing changed over time?  How has this affected your sales?  
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v. Etc. etc. etc.  

 

2. Analyze how your expenses have changed over time 

i. Have expenses stayed steady as a percent of revenue? 

ii. Which expenses are fixed and which are variable (change based on how many units you sell)? 

iii. Which expenses are largest?  Most variable? Seasonal?  Etc. 

iv. Calculate ratios of specific expenses/total expenses, or specific expenses/total sales 

 

3. Analyze how your margins have changed over time 

i. Have your margins improved, worsened, or remained steady? 

ii. What is driving your margins?  Sales?  Expenses?  Both? 

 Consider this year’s strategy 

1. Is there anything new happening in your business in the upcoming year? 

a. Any new product introductions? 

b. Pricing pressures or opportunities? 

c. New facility? 

d. New employees? 

e. New potential customers? 

f. New strategic partnerships? 

g. Competition? Etc. etc. etc. 

Putting it all together 

1. After analyzing your historical performance and considering your plans 

for this year, lay out a monthly budget in an Excel spreadsheet.  You can 

create your own format, download one of many available online, or ask 

me to share one with you! 

 

2. Plan revenue by month by considering the following: 

a. How many units (or # of services, subscriptions, etc.) will I sell 

in each month?  Use your historical analysis and strategic plans 

for this year to determine these numbers. 

b. How much will I charge customers for each unit? 

c. Your monthly revenue will equal the number of units from Step A x the price per unit from Step B 

 

3. Plan expenses by month by considering the following: 

a. For fixed, recurring expenses, input those for each month (for example, you know you will spend $1,500 

per month on rent) 

b. For variable expenses, determine what these expenses are dependent upon and then work out estimates 

for them.  For example, I may learn from analyzing my history that I spend $5 per unit on raw materials.  

Since I completed my revenue forecast in Step 2 above, I know how many units I plan to sell, so I can now 

determine how much I need to spend on raw materials. 

 

Use this information to set targets and goals! 

1. Once you have a monthly budget laid out, compare your sales and profit expectations to last year’s numbers 

 

2. Set yourself a challenging target for top line sales and bottom line margins 

a. Some examples of concrete goals are: 



-Grow annual revenue by 5% in 2018 

-Grow annual profit by 10% in 2018 

-Improve operating margin by 5% in 2018 

-Reach 10,000 unit sales by year-end 2018 

 

3. Think of ways to achieve your new targets.  Goals are nice to have, but you need routes to achieve them.  Below are 

some examples of routes: 

a. Top line growth through hiring top sales talent 

b. Cost cutting through energy efficiency and strategic buying partnerships 

c. Product Mix Changes 

d. Pricing Changes 

e. Marketing 

f. Human resource plans 

Finally, be sure to factor in realistic assumptions like the following: 

a. Market conditions 

b. Competition 

c. Resources available 

 

HAPPY BUDGETING!  I WISH YOU ALL A HAPPY AND PROFITABLE 

NEW YEAR!! 
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