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After compiling all the individual budgets, a company’s finance 
department then generates a budgeted income statement and balance 
sheet to determine if the numbers align with profitability projections 
shared among investors, the company’s owners, and the board of 
directors. 

Most of us know from experience, however, that the first pass at 
budgeting rarely meets profit expectations. In order to match spend-
ing with company goals, cost-cutting negotiations are necessary. 

Successful organizations rely on high-performance CFOs and 
controllers to keep their financial houses in order. The best HR lead-
ers, however, realize that the burden of financial management cannot 
fall entirely on the finance department. To truly maximize return on 
company resources, every department head must be well versed in the 
criticality of budgeting and finance. 

If you think of budgeting as a monetary representation of the 
department’s goals, every dollar spent should be coupled to achieving 
the company’s goals. To help determine whether budgets are aligned 
with goals, use the following guidelines both when accumulating 
your HR budget and when evaluating other departments’ budgets: 

 ▶ Companies worry about cash flow or having enough credit to weather 
a downturn in sales. Have department heads link their spending to 
improvements in the company’s profitability. 

 ▶ Return on investment (ROI) calculations illustrate the payback period 
for individual projects. To rank and market initiatives by their impact 
on the bottom line, compare ROI with company goals. 

 ▶ For larger projects under consideration (e.g., expanding into a new 
product line), ensure that gains in market share do not consume a dis-
proportionate amount of the company’s cash by increasing inventory, 
extending the duration of accounts receivable, or increasing complexity, 
for example. (This practice, called cash efficiency, should be applied to 
your current product lines as well.) Determine where you are getting 
the biggest bang for your investment dollars.

 ▶ Some projects are more about adding value than ROI. Tie that value-
add into helping the company achieve its goals. ▶

IN HIS OPENING ADDRESS at the Society for Human Re-

source Management’s (SHRM) 2009 conference, Jack Welch, 

the former chairman and CEO of General Electric — and 

Forbes Magazine’s “Most-Admired CEO of the Century” — 

declared that HR’s role in the organization should be “right 

alongside the CFO.” As an HR specialist, are you prepared to 

help your CFO and other C-level executives lead the company? 

HR should indeed have a seat at the executive table; however, this 
place must be earned, not offered merely because of a title. To earn 
this seat, HR executives need to know more about the finance process 
than merely how to compile numbers for a yearly budget. Today’s HR 
leaders need to bring to the table ideas on how to control costs across 
the entire company and get the biggest return on investment for every 
dollar spent. Let’s review three areas in which you should endeavor to 
assume a greater leadership role within your company:

 ▶ HR and the Overall Budgeting Process

 ▶ Calculating ROI of Projects

 ▶ The Big Three Financial Statements 

THE BUDGETInG ProCESS

The following chart illustrates the process by which a company devel-
ops a master budget and where the HR budget fits in the overall plan. 
Companies typically start by defining expected sales projections and 
how much inventory is needed in order to meet those goals. From those 
targets, production then determines the costs associated with making 
products. These costs, which include material, labor, and factory over-
head (e.g., lights, floor space), are carried in the company’s books as 
inventory until the item is sold, at which point the costs are transferred 
to the “Cost of Goods Sold” bucket on the income statement. 

Once production and sales targets are set, companies then focus 
on expenses associated with selling goods or services (e.g., the mar-
keting and sales budgets). Tallying these costs and comparing them 
against the price of manufacturing products can help a company 
determine which products are most cost-effective.

Finally, companies focus on general and administrative expenses 
(G&A), which comprise of all the overhead departments such as HR, 
legal, finance, facilities, and IT. G&A budgets are associated with the 
operation of the company, not the actual selling or production of its 
products. 
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 ▶ Have department heads prioritize their initiatives based on their 
impact to the company’s bottom line—and be prepared to scrap the 
project at the bottom of your list. If you don’t, senior management 
will likely go after projects with the highest price tags. Be prepared to 
control how your funds are cut. 

 ▶ Demonstrate to executive management whether implementing a 
project will save (or cost) the company money, or if that spending can 
be saved for a time when company finances are better. 

CaLCULaTInG rETUrn on InVESTMEnT (roI)

ROI calculations have extensive application in the financial world. As 
an HR executive, you must be familiar with these calculations as you 
evaluate your company’s spending. 

If you’ve been involved in capital expenditure (CapX) budgeting 
(such as large equipment purchases, acquisitions, or the development 
of new products), you’ve probably done ROI calculations before com-
mitting to the expense. These calculations are typically quite exten-
sive and are based on a concept called the time value of money. In its 
simplest form, this concept means that a dollar today is worth more 
than a dollar collected tomorrow, which in turn is worth a great deal 
more than a dollar collected in ten years. The challenge with future 
money is that there are risks associated with actually collecting it. 

HR executives are typically involved with ROI calculations (also 
called cost-benefit analysis) for smaller projects included in your 
individual HR budget. The calculations are basically the same, but 
because the payback period is within the same year, the time value of 
money is not in play. 

Key formulas to use when calculating ROI include:
 ▶ Net Yearly Benefits = Benefits − Costs
 ▶ Net Monthly Benefits = Benefits – Monthly or Initiative Costs (see 

examples for the difference)
 ▶ Return on Investment = Total Initiative or Transition Costs ÷ Net 

Monthly Benefits

When determining costs, keep in mind:
 ▶ Outsourcing and transition fees
 ▶ Costs from not rolling out a program
 ▶ Costs from being away from the job

When determining benefits, keep in mind:
 ▶ Numbers saved in all areas (e.g., salaries, supplies, telephone)
 ▶ Increased sales
 ▶ How differences in employee output affect a company and how to 

monetize them 

The following chart illustrates the ROI calculation for outsourc-
ing benefits administration (something your company may review 
at some point). ROI calculations start by determining the total costs 
and benefits for the initiative. In this example, the costs are $900,000 
with $1.2 million in savings. The net yearly benefit is $300,000, which 
equates to $33,333 per month in savings to the company. However, it 
costs the company $100,000 to transition to an outsourced model; 
thus the ROI is $100,000/$33,333, or three months. 

This means that the break-even point (or payback period) is three 
months. The company does not see a financial benefit until month four, 
because it will take three months to recoup the $100,000 investment.

ROI Calculation: Outsourcing Benefits Administration

The second example below details the ROI for offering junior sales 
associates a presentation skills class designed to increase their selling 
abilities.

ROI Calculation:  

Presentation Skills Training for Junior Sales Associates

ROI calculations are a powerful resource when making decisions 
between competing projects and should be used by department heads 
whenever possible.

UnDErSTanDInG THE BIG THrEE FInanCIaL STaTEMEnTS

The final resource in the HR executive’s toolkit is understanding the 
three most widely used financial statements:

 ▶ Income Statement
 ▶ Balance Sheet
 ▶ Statement of Cash Flows

Hr LEaDErSHIP
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The income statement deals with accounting profit-
ability rather than cash profitability. That’s where 
the statement of cash flow comes in: it translates the 
actions taken in the income statement and balance 
sheet (e.g., company purchases, sales) into cash flow. 
Cash is king in this economy, and the statement of cash 
flow is an important tool for understanding where the 
company’s money is going.

LET’S Look aT EaCH In a LITTLE MorE DETaIL. 

The Income Statement

The major device for measuring the profitability of a com-
pany over a period of time, the income statement will tell 
you if a company is making a profit or operating at a loss. 
(One variation, the pro forma income statement, is either 
a projected statement or one that excludes any unusual 
or one-time write-offs.) You are probably already familiar 
with the income statement formula 

Revenues – Expenses = Net Income (or Net Loss)

in which revenue = what a company earns from selling  
its products or services, and expenses = costs incurred  
to sell products and run the business.

The income statement contains three critical equa-
tions for a company’s profit:
1. Gross Profit = Sales – Cost of Goods Sold
2. Operating Profit = Gross Profit – Operating and  

Depreciation Expenses
3. Net Profit = Operating Profit – Interest and Taxes

Operating profit shows whether the core of the busi-
ness is functioning at a profit or loss. It is possible for a 
company to have a high gross profit (25–50%) but have a 
relatively low operating profit because of costs associated 
with marketing the product or managing the company. 

From an HR perspective, think of operating profit as 
a measure of how efficient management is at generating 
revenues and controlling expenses.

The Balance Sheet

The balance sheet indicates—on a given day—what the 
company owns (assets), what the company owes (liabili-
ties), and how much the company is worth (equity). As  
an illustration of the fundamental accounting equation

Assets = Liabilities + Owners Equity, 

it indicates how efficiently a company is utilizing its 
assets and managing its liabilities. In other words, the 
balance sheet is critical because it indicates a company’s 
net worth. 

Key balance sheet equations include:
1. Stockholders Equity = Assets (Current and Fixed) –  

Total Liabilities (Current and Long-Term)
2. Net Worth (or Book Value of the company) =  

Stockholders Equity – Preferred Stock
If a company sustains a loss on the income statement, 

the equity on the balance sheet will decrease. Conversely, 
if the profit and loss statement shows an increase, the 
equity section on the balance sheet shows the accumula-
tion. A company’s goal is to increase profits on both the 
income statement and the balance sheet.

Cash Flow from 

Investing Activities

Cash Flow from 

Operating Activities

+/–

Cash Flow from 

Financing Activities

+/–

=
Add Items 1, 2 and 3 together to 

determine net increase (or decrease) 

in cash

Statement of Cash Flows

This financial tool illustrates the many ways cash comes 
in (additions) and is used (subtractions), as the following 
chart demonstrates.

nExT STEPS

Letting your finance department worry about the numbers alone is no 
longer adequate. If the financial crisis has taught us anything it’s that 
companies need to trim the fat from their expenses, conserve cash, 
and spend where they receive the greatest return for their money. Join 
your C-level executives at managing the company’s finances, and 
you’ll find yourself in line for that elusive seat at the table. 

Valerie Grubb of Val Grubb & Associates Ltd. (www.valgrubbandassociates.com) 

is an innovative and visionary operations leader with an exceptional ability to zero 

in on the systems, processes, and personnel issues that can hamper a company’s 

growth. Grubb regularly consults for mid-range companies wishing to expand 

and larger companies seeking efficiencies in back-office operations. Her expertise 

and vibrant style are also in constant demand for corporate training classes and 

seminars. She can be reached at vgrubb@valgrubbandassociates.com.
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