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Achlevmg superior financial ﬂeXIhlllty through
driver-based hudgeting and planning

In good economic times and bad, all organizations need to efficiently allocate resources to
hoth company operations and special projects. Transparency and flexibility are vital to planning
processes, so as economic conditions change, organizations can use information to make decisions
and determine how to reallocate resources for the future and reduce costs. This transparency and
flexibility is achieved by having driver-based budgets for operations planning and project-based
plans for new projects. Project based plans can be thought of as an additional layer of planning
that add to the existing baseline budget. As plans are met, or exceeded, more plans can be taken
on. If the economic environment gets rough, projects can be put on hold. Driver-based planning
seeks to identify the key business drivers of an operation and create business models that use these
drivers to predict future results. Organizations can become more agile and can more effectively
plan for different economic scenarios by building flexible plans based on the key business drivers.
In addition, driver-based plans provide needed visibility to the impact of alternative strategies
before decision-makers are required to take action. Much of this can be accomplished through the
implementation of driver-based “what if” scenarios.



Many organizations find difficulty optimizing decisions because management does not have clarity regarding the financial
and operational impact of their decisions. Although most organizations have a good understanding of the key drivers

of their business, they confront challenges when trying to model these drivers to anticipate future results and evaluate
alternatives. Major challenges include a lack of centralization and the ability to quickly recast plans through “what-if”
analysis. Managers typically use individually customized spreadsheets to formulate their plans. The proliferation of
spreadsheets makes managing data quality and model calculations difficult because the spreadsheets are not integrated
and exist outside of any accounting or budgeting applications. When data is stuck in spreadsheet “silos,” reporting on
and sharing of the data among managers and executives in the approval process is not easy. Discrepancies accumulate
as the number of accounts increase causing difficulty with tracking which numbers are correct and where the bad data
entered the system.

As more entities within a company adopt driver-based plans, the lack of a centralized approval workflow through
decentralized spreadsheets can become complicated, full of redundant steps and overly time-consuming for both
departments and finance function. Organizations lack visibility into the entire process; they don’t know the status of
requests and cannot easily see which steps remain to move requests toward approval. This lack of visibility can cause
difficulty complying with regulations and policies for establishing data stewardship and accountability in strategic plans
and in planning and budgeting processes.

Whether due to familiarity or application requirements, many users prefer spreadsheets as their primary interfaces.
Spreadsheets can serve adequately at the interface level, but organizations need to evaluate how to improve their
underlying management of information, communication of the plan, reporting, analysis and workflow. One increasingly
popular option that is quick to deploy is a cloud based budgeting and planning solution. It can provide the centralized
control and systemization to mitigate these challenges. A key consideration in evaluating cloud options should be the
quality of reporting and analysis for organizations to track plan objectives and results in the context of financial metrics
as well as strategic plan goals and objectives.

This brief describes how Host Budget provides the ability to manage driver-based plans and quickly create alternate
“what if” scenarios. To illustrate the challenges, this brief looks at the planning and budget process compiled from
several Host Analytics’ customers.

Achieving flexibility and agility using Host Analytics Budget’s driver-based plans

The practice that many organizations employ for this process is to use spreadsheets. However, as discussed above, this
leads to inefficiencies. With spreadsheets, organizations end up spending more time collecting, compiling, recalculating
and printing the plan than analyzing the sensitivities of the plan in the current economy. Host Budget leverages the
benefits of a spreadsheet (flexibility and common financial language) while mitigating the spreadsheet’s weaknesses

by providing centralization and control. Host Budget supports the budget collection process through the use of “budget
templates.” These templates have the look and feel of Excel and support Excel formula syntax. They are displayed in the
browser for centralized control and write budget information back to a centralized database. Budget templates are used
to:

Collect budget information from budget managers

Collect budget drivers from budget managers

Retrieve necessary information from the database and render the data in an Excel grid so they can be used for calculations
Perform calculations using Excel syntax to calculate budget values based on values stored in the templates or from
other templates retrieved from the database

Write budget values back to the centralized database

To further systemize the budget templates, Host Budget provides a simulation engine which leverages the discrete
formulas in Excel but allows for centralized processing across all templates or selective templates, across all budget
entities or selective budget entities. This combination provides the flexibility of Excel and leverages the common Excel
domain knowledge while placing controls, centralization and systemization on the budget collection processes, business
modeling processes and the financial reporting processes.



Case example: driver-based health care planning

The following is a case study that combines methods and experiences from a number of different organizations that use
Host Budget by Host Analytics. The challenge of combining the experiences was to keep the example simple enough to fit
in this article but provide enough of the complexities to see how the task can be accomplished. The following provides
sample screen shots and descriptions of how the sample health care financial model was built:

Corporate Drivers During the initial creation of the budget, drivers are set at a corporate level. These drivers
impact all companies, divisions and groups. The driver scope can range from overarching drivers that impact
every company/facility, to regionally based drivers and then individual division/location/department drivers. In
the example below, set in the corporate planning office, we have overarching drivers and local drivers — days in
the month for the current fiscal year. This driver is used to calculate patient days (facility beds times days in the
month) for a medical facility.

Average reimbursement rates per patient for various charges. This is just an example so we focused on the
billable rates for a bed and for physical therapy support across pay types (Private, Medicaid, Medicare, etc.)

Target goals Set target goals for the individual properties related to number of beds and occupancy.
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The above screen is a sample input template used by Host Budget. The template is designed with the look and feel of
Excel displayed in a browser, has the same formula syntax as Excel for internally referenced formulas, and has imbedded
Host Analytics intelligence to:

e Display values in an Excel-like interface but store the values in a database for dynamic reporting. (A relational data-
base is a database that groups data using common attributes found in the data set and is optimized for transac-
tional reporting. OLAP databases use a multidimensional data model, allowing for complex analytical and ad hoc
queries with a rapid execution time)

e Store the Excel-like template specifications in a relational database

e Provide workflow over the budget/forecast creation process for template completion and approval




Facility Manager Once corporate level drivers are set, the facility managers can make adjustments, enter values to the
budget and complete the planning process based on local conditions that impact the facility. The first screen example
below is of the St. Louis facility and highlights:

Days per Month, Total Beds and Standard Occupancy Percentages from the corporate template above, retrieved
from the centralized database. (See the top of section 3 in the screen above for the facility standards of beds and
occupancy for the St. Louis facility.)

The Average Contract Rate by pay type from the corporate template above, retrieved from the centralized data-
base.

The input percentages provided by the Facility Manager allocating the occupancy across the different pay types.
(The cells with a yellow background identify input cells in the template.)

Note the formulas are created using Excel syntax and include the ability to round to the whole dollar. Also note
that Veterans Administration pay type is used to balance the amounts to equal 100%.

Patient Beds Occupied is calculated by taking Total Beds times the number of days in the month.

Revenue is calculated by taking Patient Beds Occupied times Occupancy Percentage times Average Contract
Rate.
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The second example (below) shows the calculation of both Physical Therapy Revenue and Expense based on inputs from
the Facility Manager. (This is a simplistic model that leverages a health care example and hopefully gets the point across
that there are many different departments that could have contract rates as well as line item expenses.) The screen
highlights the following:

Patient Beds to PT Hours is a driver that calculates number of Physical Therapist hours per month to the number
of beds occupied. In this case the Facility Manager is estimating 1/2 hour for each bed occupied. Average PT Hour
Cost is the average fully loaded hourly rate for the physical therapists at this location.

Standard Reimbursement Rates are from the first template prepared at corporate and they represent the reim-
bursement rate per hour for each of the different pay types.

PT Revenue is calculated by multiplying the Standard Reimbursement Rate for this pay type times the Patient
Beds to PT Hours Ratio times the number of beds occupied for this rate type.

PT Cost is the Average PT Hour Cost times the total number of hours.
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While the above is a simplified example, the template can be extended by hundreds of facilities, departments and line
items. In addition, Host Budget’s simulation engine allows budget preparers to change global corporate assumptions on
days and rates (in the first screen) and dynamically change all of the values in all of the facilities.



By integrating the Excel look and feel in a browser and linking the template to a database, Host Budget customers
achieve:
« Accuracy They don’t need to worry about broken links and broken formulas that could exist in one Excel file and not
the others because the template definition is centrally maintained and one definition is maintained for all the facilities
« Agility Because budgets can be recalculated easily to account for changing market conditions
« Alignment The process works at both the macro level (corporate) and the micro level (facility/line item) and the
impact of changes in one area can be measured in other areas

Key features to succeed

According to several research firms, a significant percentage of organizations still rely on spreadsheets to create and
manage budget plans. Given the drawbacks, why do they continue to do so? Surveys indicate that organizations believe
specialized calculations are easily accomplished; that is because spreadsheets are ubiquitous, working with their inter-
faces requires minimal training; and spreadsheets can easily be used to create flexible input areas to solicit input from
different sources.

Because spreadsheets are ubiquitous within organizations, budgeting and planning systems must have the
following attributes to support collaboration between departments and functions:

« The look and feel that can appear exactly like a traditional spreadsheet

» Runs in a browser so that the interface is accessible from anywhere and data entered via the browser is updated in
the central repository

Builds parameter-driven, database-driven spreadsheet templates that are centrally controlled and easily updated by
all constituents

Stores revenue and expense data in a database and retrieves timely information from the database when requested
Includes a workflow engine with a control point for managing information about when forecasts are

completed for all departments
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