BUDGET PREPARATION
Reasons for preparing a revenue budget
1.   Determining income and expenditure

2.   Assisting in policy making and planning

3.   Authorising future expenditure

4.   Providing the basis for controlling income and
     expenditure

5.   Setting a standard for evaluating      

     performance

6.   Motivating managers and employees

7.   Co-ordinating the activities of multi-purpose  

     organisations

Resource Budgeting
· Development in central government budget preparation

· Budget preparation in central government was firmly based on cash receipts and payments

· Resource budgeting will require the use of accruals accounting techniques, so that attention is focused on resources consumed rather than simply on cash spent 

Line-item Budgeting
· A revenue budget can be prepared emphasising the ‘nature’ of the income and expenditure (eg income-sales; fees or expenditure – salaries; materials)

Programme Budgeting
· Here the revenue budget emphasis is on the ‘purpose’ of the income and expenditure (eg crime prevention; mental health care) 

BUDGET PREPARATION

Incremental Budgeting

Many organisations adopt an incremental budgeting method to produce budget estimates.  Figure 9.3 outlines this method.  









· A characteristic feature of budget preparation for public sector organisations is the long and complex process involved

· Linked to treasury fiscal control and political aspirations

· Budget proposals need to be considered at several distinct levels, and the frequent referring back and revising of original estimates before a satisfactory outcome is reached for charges and tax levels 

Programme budgeting (PPBS)

· Planning, programming, budgeting, systems were developed to overcome perceived deficiencies in traditional budgeting applied to government organisations

Deficiencies were:

· Lack of cohesion between short and long term strategic planning / budgets

· Budgets failed to provide information on planned and actual results

· Budgets failed to provide a sound basis for deciding on resource allocation

· PPBS is primarily concerned with the needs of decision makers

· Resources available to public sector organisations are limited to the demands for them

· Choices have to be made to ensure that the limited resources are allocated in such a way as to produce the greatest beneficial impact on the overall objectives

· PPBS provides a framework for making such choices
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Possible programme structure for social services

Advantages of PPBS
· Providing management information that related more directly to the work of an organisation

· Allows scarce resources to be identified, put to best use, and eliminated as a budgeting constraint

· Allowing programmes to be assessed in terms of their efficiency and effectiveness

· Highlighting long-term commitments of an organisation

Disadvantages of PPBS
· PPBS requires information on costs and benefits that are not readily available

· PPBS is highly formalised and rational, however it ignores the political and organisational realities of complex human organisations

Zero based budgeting (ZBB)

· The preparation of operating budgets from a  zero base

· Introduced to try and overcome the disadvantages of incremental approach

· The main stages of ZBB: 












Advantages

· ZBB forces managers at all levels to identify their specific objectives; quantify them, and evaluate the cost-effectiveness of alternative ways of achieving them

· Improves quality of management’s decisions

· Involves the participation of lower level managers

· Unexpected events that occur during the financial year can be more readily adjusted for 

Disadvantages
· Great deal of time (cost) to construct a budget from zero each year

· Like PPBS, imposes a formal and rational approach, which ignores the political and organisational realities of complex human organisations

· Unlikely to be conducive to long-range planning, and may lead to lack of certainty
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Figure 9.3 Incremental budgeting
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