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BASIC BUDGET DEVELOPMENT

Budgeting is the process of allocating scarce resources to unlimited demands, a
dollars & cents plan of operation for a specific period of time. As a minimum,
such a plan should contain information about the types and amounts of proposed
expenditures, the purposes for which they are to be made, and the proposed
means of financing them.

The adoption of a budget implies that decisions have been made, on the basis of
a planning process, as to how the unit is to reach its objectives. The accounting
system then provides assistance to the administrators in carrying out the plans
and in preparing the statements that permit comparison of operations with the

budgets. '

GENERAL OVERVIEW OF PROCESS - AREAS TO REVIEW:
1. Purposes of Budgets

Considerations in Preparing Budgets

Some General Principles of Budgeting

Behavioral Implications

Basic Budget Terminology

Appendix — NACUBO Information
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2. Considerations in Preparing Budgets

A budget plan should explicitly spell out management’s assumptions relating to
such things as:
e the state of the economy over the planning horizon ((cost of living)

o plans for adding, deleting, or changing product lines
o the nature of the industry’s(competitionon & off campus
e the effect of existing or possi nment regulations campus card)

If the nature of the assumptions should change during the budget period, an
analysis of the effects should be made and reflected upon in the evolution of the
company’s performance.

In the preparation of a budget, accounting data plays an important role. The
details of the budget must be in agreement with the accounts maintained in the
company’s ledgers. The accounts, in turn, must be designed to facilitate the
preparation of the budget and the usual financial statements as well as the
numerous reports — cost & financial — that are prepared quarterly, monthly,
weekly or even daily to help exercise operational control.

During the budget period repeated comparisons of accounting data and

budgeted projections should be made and the differences investigated. But it
should be noted that budgeting ig'nof/a substitute for management and that a

budget is not self-operating. Instead, the budget is designed as merely a tool —
but an important one — of managerial control.

X\
o
,\/)/ o\ ¢ Budget periods vary in length, but usually they coincide with the accounting
afi“ period. Normally, the budget period is broken into months or quarters, and the
¢ greater the uncertainty faced, the more likely is this to be the case.
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4. Behavioral Implications

Too often the term budget has very negative connotations to personnel who feel
they are subjected to a budget.
Reasons:
e a budget has been imposed by management without giving
consideration to the opinions and concerns of the personnel affected
e there might be a lack of understanding about the program, concern
about status, expectation of increased pressure

The problems encountered by suck imposed budgets)have led the accountant
and management to participatory budgeting.

Budget participation includes active participation of all levels of management in
the setting of operating goals for the forth-coming period. Managers are much
more likely to understand, accept and pursue those goals, which they were
actively involved in formulating.

Accountants are the compiler or coordinator of the budget, not the preparer.
They should be on hand to present and explain significant financial data and their
relationships. Accountants have the responsibility for meaningful budget reports.
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6. NACUBO (National Association of College and University Business

Officers)

According to NACUBO:
Auxiliary enterprises are those activities that support the institution

but that are financially self-contained and specific enough to be
managed as separate budget items. Furthermore, each auxiliary
(\ X enterprise has a source of income derived from students, and in
e Kj\? some cases, the public. Examples of such activities are residence
O\f\ o and dining halls, student union retail activities, intercollegiate
4 athletics, and bookstores.

™ \*}g" An enterprise as large as higher education is affected by the same
Uy economic and political pressures that affect other major activities in
(UJ this country. Some of the most significant pressures are long term:
1. Personnel costs, especially in an industry as labor intensive
as higher education . ,
2. The costs of plant maintenance kiaciﬁ ma]:\i—)
3. The prices of purchased goods and services
4. The costs of complying with federal regulations and

”(‘f ,*Q‘—\b mandated social programs (\ar\auaif_, [N Ve C\\S&kmtj)
r & T Other pressures have been added recently:
C@\,\g'\c'\“ 0 " < 1. The cyclical changes in the size of the traditional college-age
* ™R population
N e O 2. Reduced federal aid and state support
oV e’f}\(

In addition, we must work through the budget process as any other
company or organization would, involving the coordination of financial and
non-financial planning to satisfy the goals and objectives of the

organization.
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4. Variable costs — those which vary directly with changes in volume
5. Fixed costs — those which remain constant over the entire range of output

6. Break even point — that level of operation at which revenue and costs are
equal during a period so that no element of earnings or loss remains

7. Profit margin — that level of operation at which revenues exceed costs
during a period

8. Flexible budget — a budget showing budgeted amounts for varying levels
of output

9. Capital budget — are prepared to evaluate particular long term projects
such as the addition of equipment or the relocation of a facility

10.Food cost percentage — food cost as a percent to sales; monitoring this
ratio allows management to identify negative trends in the amount or cost
of food that is being used

11.Labor cost percentage — labor cost as a percentage to sales; labor costs
can be estimated based on the average rate per hour for the most recent
payroll; related labor expenses will need to be based on past experience
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