
Unit 5 – Session 1

Developing and Interpreting Budgets



Introduction 
“… budgeting is an integral part of effective planning, being the means to achieve resources and hence action. Planners who fail to get involved in the budgeting process are handicapped from the beginning …” (Green, 1994: 264)

“… Resource-allocation implies the distribution of resources, and in particular finance, from the center to the peripheral levels. It is generally used to refer to broad levels of aggregated financial resources. Budgeting implies the more detailed determination of precisely how these funds are to be used …” (Green, 1994: 243)

Public sector health services are usually “… non-profit and define their goals and objectives in terms of services they provide to the community … Once the goal and objectives have been set, the tools and techniques of financial management are used to ensure that adequate funds are available to achieve these planned objectives in the most cost-effective way …” (Management Sciences for Health, 2001: 2)

Financial management is the bedrock of resource management in a project or programme. A good financial system is central to good management. The manager ultimately carries the responsibility for how money is spent. It is therefore essential that the manager has a sound understanding of how a financial system works. There can be many varieties and levels of complexity in financial systems, but they will all be based on the same underlying principles. As Green notes above, developing and interpreting budgets is central to effective planning and management. 

In this session, we will concentrate on this aspect of financial management. You will cost a project and prepare a small-scale budget. We will also look briefly at financial control systems.
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Timing of this session

This session includes five tasks and four readings, two of which are for reference purposes while you develop your budget. The process of developing a budget (Task 2) and writing a budget narrative (Task 3) could take at least 45 minutes each. Allow three and a half hours for this session and take a break after section 3.

1
LEARNING OUTCOMES OF THIS SESSION



	Intended learning outcomes

By the end of this session, you should be able to:

	Management outcomes:

· Grasp the importance of understanding financial systems.

· Define some financial management terms.  

· Carry out costing for project planning. 

· Prepare a budget.

· Evaluate a financial control system.

  
	Academic outcomes:

· Reflect on your own financial management experience.

· Estimate resources required. 

· Categorise information

· Explain financial terminology.

· Research and calculate costs.

· Apply a set of guidelines to a workplace situation.


2
READINGS AND REFERENCES 



The readings for this session are listed below. You will be directed to them in the course of the session. 

	Reading 
	Publication details
	Page numbers


	25
	Management Sciences for Health. (2001). “Managing Your Finances” in The Family Planning Manager’s Handbook. Website erc.msh.org 
	

	26
	Pillay, Y., Mzimba, M. & Barron, P. [Eds]. (1998). Makan, B., Collins, D. & Zuma, N. Ch 7- “Financial management for District Managers” in Handbook for District Managers. Pretoria: Dept of Health.
	pp63-81

	27
	Creese, A.& Parker, D. (undated). “Calculating Costs” in Cost Analysis in Primary Health Care. Geneva: WHO, UNICEF & Aga Khan Foundation. 
	pp29-40

	28
	International Rescue Committee. (2000). Budget and Budget Narrative for UNHCR Project: Assistance to Burundi Refugees in Kigoma. Project Document. (Adapted)
	

	References
	Publication details
	The page numbers are in the text

	
	Green, A. (1994) An Introduction to Health Planning in Developing Countries. Oxford University Press. 
	


3
BUDGETS AND COSTING



This session could be studied in one of two ways: if you have drawn up budgets before, you could study Reading 1 which explores financial planning more broadly, and then check your understanding of budgeting by trying it out in practice in Task 3. If you are not familiar with budgeting, follow the step-by-step process below and refer to the reading as a source of information. 

Read pages 1-2 of Reading 25 as an introduction with the questions in Task 1 in mind.


3.1
Preparing a budget 

Developing a budget is a planning process, but budgets play several important roles within a project. Try to describe for yourself the roles budgets play in your work and then take a look at the reasons for preparing budgets on page 67 of Reading 26.


Although budgets may be seen primarily as a tool for financial planning and monitoring, in projects and organisations they have also become a key tool for planning the overall implementation process. Budgets provide a means of clarifying priorities in community needs, and therefore resources and services. They are also used as a tool for review and evaluation. When preparing a budget, there are two main steps: identifying the resources you need and then costing them. Thereafter you will have to identify the sources of funding for them. 

Read pages 68-69 of Reading 26: the authors provide an overview of the factors to take into account when budgeting. Think about how the budgeting process takes place at your workplace: is it a top-down or bottom-up process? Is the advice given on the process on page 69 realistic? What reservations do you have? Although the combination of top-down and bottom-up is no doubt the best process, the manager will have to prepare well for the planning session, identifying key areas for bottom-up input. This is because the detail and volume of decisions to be taken is often very exhausting, and staff will tend to avoid participating in planning if they have previous experience of tedious, slow sessions.

You started on this planning process in Unit 5 Session 2 Task 5, where, by asking a range of questions such as what, where, when …?, you identified some of the physical and human resources needed in planning the Motown Meal Project. Re-read your questions and answers, and then do Task 2.  


Budget Template

	Budget line
	
	Line item
	Number of units
	% of unit  used
	Cost per 

unit
	Cost 

per unit per

month
	Number of months
	Cost 

per 

line item
	Cost per

budget 

line

	1. Rent & utilities
	1a
	Rent
	
	
	
	
	
	
	

	
	1b
	Water & electricity
	
	
	
	
	
	
	

	
	1c
	Minor maintenance
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	2. Administration
	2a
	Stationery
	
	
	
	
	
	
	

	
	2b
	Telephone
	
	
	
	
	
	
	

	3. Transport
	3a
	Vehicle maintenance
	
	
	
	
	
	
	

	
	3b
	Vehicle insurance
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	3c
	Petrol
	
	
	
	
	
	
	

	4.Staff
	4a
	Cook
	
	
	
	
	
	
	

	
	4b
	Kitchen assistant
	
	
	
	
	
	
	

	
	4c
	Driver
	
	
	
	
	
	
	

	
	4d
	Administrator
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	5. Equipment
	5a
	Stove
	
	
	
	
	
	
	

	
	5b
	Refrigerator
	
	
	
	
	
	
	

	
	5c
	Cooking utensils
	
	
	
	
	
	
	

	
	5d
	Eating utensils
	
	
	
	
	
	
	

	
	5e
	Cleaning equipment
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	6. Supplies
	6a
	Food
	
	
	
	
	
	
	

	
	6b
	Cleaning materials
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	7. Project evaluation
	7a
	Survey costs
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	8. Miscellaneous costs
	8a
	Contingency
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	





Budget for meal project - Funding period: 12 months

	Budget line
	
	Line item
	Number of units
	% of unit  used
	Cost per 

unit
	Cost

per unit per

month
	Number of months
	Cost

per

line item
	Cost per

budget

line

	1.Rent & utilities
	1a
	Rent
	1
	100%
	
	200
	12
	2400
	

	
	1b
	Water & electricity
	1
	100%
	
	200
	12
	2400
	

	
	1c
	Minor maintenance
	
	
	
	
	
	1000
	

	
	
	
	
	
	
	
	
	
	5800

	2.Administration
	2a
	Stationery
	1
	100%
	
	50
	12
	600
	

	
	2b
	Telephone
	1
	100%
	
	50
	12
	600
	

	
	
	
	
	
	
	
	
	
	1200

	3.Transport
	3a
	Vehicle  maintenance
	1
	25%
	
	200
	12
	600
	

	
	3b
	Vehicle insurance
	1
	25%
	
	100
	12
	300
	

	
	3c
	Petrol
	1
	25%
	
	800
	12
	2400
	

	
	
	
	
	
	
	
	
	
	3300

	4.Staff (part-time)
	4a
	Cook 
	1
	100%
	
	1000
	12
	12000
	

	
	4b
	Kitchen assistant
	2
	100%
	
	600
	12
	14400
	

	
	4c
	Driver
	1
	25%
	
	2000
	12
	6000
	

	
	4d
	Administrator
	1
	20%
	
	4000
	12
	9600
	

	
	
	
	
	
	
	
	
	
	42000

	5.Equipment
	
	5a.Stove
	1
	100%
	2000
	
	
	2000
	

	
	
	5b.Refrigerator
	1
	100%
	3000
	
	
	3000
	

	
	
	5c.Cooking utensils
	
	
	
	
	
	1000
	

	
	
	5d. Eating utensils
	
	
	
	
	
	720
	

	
	
	5e.Cleaning equipment
	
	
	
	
	
	500
	

	
	
	
	
	
	
	
	
	
	7220

	6.Supplies
	
	6a.Food
	
	
	
	3000
	12
	36000
	

	
	
	6b.Cleaning materials
	
	
	
	50
	12
	600
	

	
	
	
	
	
	
	
	
	
	36600

	7.Project evaluation
	
	7.Survey costs
	
	
	
	
	
	1000
	

	
	
	
	
	
	
	
	
	
	1000

	8.Miscellaneous costs
	
	8.Contingency
	
	
	
	
	
	2000
	

	
	
	
	
	
	
	
	
	
	2000

	Total Project Costs
	
	
	
	
	
	
	R99120


You could also select one or two items and evaluate your calculation strategy in relation to Creese and Parker’s guidance in Reading 27 e.g. Have you thought of the issues mentioned under “Buildings” (see page 31) and “Allocating Shared Inputs” (page 38)?

Now take a look at Reading 28 which presents a budget for health services in a camp for Burundian refugees in Kigoma, Tanzania, and compare its contents with the budget example above.


3.2
Preparing a budget narrative
The budget narrative part is often neglected but is a very important part of budget preparation. If you want to convince a donor to fund your project, it is important to show that you have carefully thought through how the money is to be used. Doing careful calculations also helps to prevent shortfalls in the course of the funding period, as well as excesses. An excess is an unspent portion of funding at the end of the project: you would have to explain why it was not used, and for the funder this may suggest poor planning or ineffective implementation. 

Look at the example of a budget and narrative provided as Reading 28. By comparing the budget and the narrative section, try to explain the purpose of the narrative for the manager, the implementation team and the donors.


Budget for Motown Meal Project - Funding period: 12 months

	1.Rent and utilities

1a. Rent: A rental agreement was signed between the Motown Community Centre and the project staff. Rent will remain fixed over twelve months. 

1b. Water and electricity: A similar project in a neighbouring township estimated their electricity costs at R200/month.

1c. Minor renovations:  A lump sum of R1000 is estimated to be adequate for repair of cupboards and painting the kitchen.  

2. Administration
2a. Stationery: Costs will cover items such as record books, ledgers, paper and minor supplies used in project support.

2b. Telephone: The amount budgeted for telephone bills is estimated at 20% of the current telephone expenses of the community group.

3. Transport

3a. Vehicle maintenance: The project will use 25% of the community centre vehicle’s time and distances travelled. Thus the project will contribute to 25% of costs for maintenance.

3b. Vehicle insurance: The project will contribute to 25% of costs for maintenance and insurance. 

3c. Petrol: The current fuel bill is R600 per month. Thus an additional R200 per month is needed.

4. Staff

4a & b. Kitchen staff will be employed for 3 days per week. Two assistants are needed to help with shopping and cleaning. Salaries are based upon those offered by community organisations with similar projects. 

4c. Driver: The project will cover 25% of the driver’s salary, as agreed with the Community Centre.

4d. Administrator: The project will cover 20% of the administrator’s salary, as agreed.

5. Equipment

5a & b. The costs of the stove and refrigerator are based upon averages obtained by comparing prices of similar items at three retail outlets. (Quotations are attached as Appendix II) 

5c & d. Costs for utensils are calculated as follows, using prices from local wholesale dealers:

Item


Number

Cost per item

Total cost 

Enamel bowl

60


R10


R600

Spoon


60


R2


R120

Cooking pot

5


R100


R500


Ladle


5


R10


R50

Knife


5


R30


R150

Storage containers



lump sum

R200

Miscellaneous items


             lump sum

R100

5e. Cleaning equipment includes items such as brooms, mops and buckets.

6. Supplies

6a. Food

Food items include: beans, meat, mealie meal, samp, vegetables, cooking oil, salt and spices and milk. It is estimated that food will cost R5 per day, 3 times a week for up to 50 children.

6b. Cleaning supplies include items such as soaps and disinfectants. Estimates of quantities needed and costs involved were provided by an organisation managing a similar project in a neighbouring township.

7. Project evaluation
7a. Survey costs:

Staff incentives to attend: 5 staff for two days at R50 per day: R500

Vehicle fuel: R250 

Stationery: R250

8. Miscellaneous:

Provision is made for unexpected expenses under this item. 


4
CATEGORIES OF EXPENSES IN BUDGETS



When preparing a budget, there is another level which you should think about while calculating costs: are these costs likely to be incurred once off, or will they be recurring (ongoing) costs? The value of this is to assess the sustainability of the project. 




5
CONTROLLING AND MANAGING FUNDS



Once your budget has been approved, it then becomes a tool for implementing the project and for monitoring expenditure. Throughout the funding period, it is absolutely essential for the manager to remain aware of how much has been spent and how much of the funds remain for each line item. Your finance department should be able to provide you with such an update every month in the form of an expenditure report. Sometimes these reports can seem rather daunting, but are usually quite simple once you understand how to read them. It is a good idea to ask someone from the finance department to explain exactly what the different columns show and how the calculations are done. Remember that for you as the manager, the important parts are: what has been spent and what remains in each budget line.    

Something to bear in mind is that sometimes finance departments experience delays in receiving and entering all the relevant documentation of expenses and monthly reports may not be completely up to date, so you should also keep your own records. A very simple way to do this is to make a note of the date, the amount and the line item involved each time you approve an expenditure, and then at the end of the month to check these against the remaining budget.


In Reading 25, read the section on “Controlling and Managing Funds” on pages 20-26 and then do Task 5. It is an evaluation process of the financial controls system in your workplace.


6
SESSION SUMMARY



During this session we looked at how to develop and interpret a budget. A manager in charge of a health or welfare programme is not expected to be a financial expert. However, as you will finally be accountable for how money is used in your programme or project, it is essential that you have a good understanding of basic budgeting principles. This will assist you in making sound decisions and in controlling your area of responsibility. In the next session, we will look at another set of resource management responsibilities, drug management.

Reading 25: Management Sciences for Health. (2001). “Managing Your Finances” in The Family Planning Manager’s Handbook. Website erc.msh.org





Task 1 – Clarifying your own role in financial management





a)	What aspects of financial management are you responsible for? Tick them off on the list titled “Basic financial management skills” on page 3. 


b)	If you do not manage these processes, in which of them are you involved?


c)	Which of these skills could you strengthen? 





FEEDBACK





Although we are not going to tackle all these financial skills in this session, you now have Reading 25 at your disposal, and you can refer to it to strengthen the skills you need. We are going to concentrate on budgeting, so read pages 5-7.  As you read, note down three ways in which a good understanding of budgeting would be of value to you and other managers in your workplace. 








Reading 26: Pillay, Y., Mzimba, M. & Barron, P. [Eds]. (1998). Makan, B., Collins, D. & Zuma, N. Ch 7- “Financial management for District Managers” in Handbook for District Managers. Pretoria: Dept of Health, pp63-81.





TASK 2 – Identifying the resources you need 





Take the list of resources you made for the meal project and cluster them according to categories. Each category can be called a budget line e.g. all the administrative items belong together. Now use the template below and cost each resource you identified for your budget. We have included some information which is necessary to this exercise at the end of the table. 





Here are some guidelines for using this budget template:


The budget line is the broad category of resources e.g. rental.


Each item in the budget line is called a line item and appears in the next column.


The unit cost refers to the cost per unit e.g. a full-time driver is one unit and costs R2000 per month, so from this you can work out how much 25% of a full-time driver’s time will cost. 


The number refers to how many of these items are needed. 


The cost per month is only relevant to ongoing expenses e.g. rent, salaries, food.


The cost per line item is a total arrived at by multiplying the relevant costs together i.e. Rent: R200 x 12 months = R2 400; or Kitchen assistants: 


2 staff x cost per month (R600) x number of months (12) = R14 400. Sub- totals of the categories or budget lines are then added up to simplify and clarify the costs.


The term contingency refers to a reserve amount budgeted for in case something unexpected happens.








You will need the following information (which would have been determined during your planning process) in order to develop this budget.





The community centre has agreed to allow their hall to be used as a venue for preparing and serving the meals. They request that you pay R200 per month in rent and also contribute to water and electricity charges. You will also contribute to minor renovations of the building. Kitchen equipment will also have to be purchased. You will be able to use the community centre vehicle but will have to contribute to maintenance, petrol and the salary of the driver. The community centre administrator will assist in the day-to-day administration of the project but you will have to contribute 20% of the salary. After one year, you should conduct a survey among street children in the community to measure the effect and impact of the project. The costs of the survey should be included in the budget. You should decide on the salary costs yourself. In order to get costs for equipment, you would have to phone around for quotes or consult catalogues or past budgets. You may wish to group the costs for smaller items as lump sums.





Now try to cost the budget using the “Tips for Budget Preparation” which is on pages 11-14 of Reading 25. Note that it is not always relevant to fill in all the columns. Think about exactly what you are trying to show in the calculations. 





At this point, preview Reading 27, so that you know that you have it for this and future budgeting purposes. It provides guidance for costing some of the items e.g. Did you know, for example, that when costing a vehicle, you should cost it at the “… current cost for a similar vehicle, not the original purchase price.” (Creese & Parker, undated: 30).





Reading 27: Creese, A. & Parker, D. “Calculating Costs” in Cost Analysis in Primary Health Care. Geneva: WHO, UNICEF & Aga Khan Foundation, pp29-40.





FEEDBACK





How does this style compare to the budgets you have worked with? Your final figures will be different depending on what salaries and unit costs you decided on, but compare your budget to this one to be sure that you have got the principles correct. Check to make sure you understand how to calculate the costs for the different line items.








Reading 28: International Rescue Committee. (2000). Budget and Budget Narrative for UNHCR Project: Assistance to Burundi Refugees in Kigoma. Project Document. (Adapted)








Task 3 – The purpose and format of a budget narrative





a)	Look at the IRC Budget and narrative. What is the purpose of the narrative for the manager, the implementation team and the donor?


b)	Is there an explanation for every line item? Why? Why not? 


c)	Is the presentation format easy to follow? What makes it easier?


d)	By following this example, write a budget narrative for the Motown Meal Project budget which you developed.





FEEDBACK





a)	The purpose of the narrative is to explain the assumptions and thinking behind the costing, and to make it clear how you arrived at these costs. It is also likely to be helpful for you and your team while implementing the budget, and acts as a kind of justification for the donors. For the manager, there is always a time-lapse between budgeting and implementation and the budget narrative can help you to refresh your memory on what the precise details of the plan were. 





b)	In this budget, there are certain items like salaries which are self-explanatory. There is no need to write a narrative section on them. However you may need to justify the number of staff or why you are paying them particularly high salaries. You need to guess which information will raise concerns for the donor and explain it.





c)	The presentation is made clearer by the use of line codes e.g. F03 or F21h. They are coded according to where the item falls in the sequence of line items. Having numbers or codes for line items makes the narrative and your reports clearer. Using the line item names consistently from budget to narrative is also important for clarity. Notice however that some codes in the sequence have not been used. This is because the organisation has allocated a permanent code system to all likely resources for accounting purposes: so when the bookkeeper sees F24, she or he will know that this expense pertains to Inpatient Services and all the costs related to that category of activity.





d)	Compare your budget narrative with the one below, and check that yours has all relevant details, that the line codes are accurate and that there is sufficient detail about proposed expenses to justify the costs.





TASK 4 – Clarifying financial terminology





Take a look at the Glossary of Reading 26 and make sure you understand the meanings of the following kinds of costs: capital costs, recurrent costs, fixed costs, variable costs. Try to identify examples in your Meal Project budget. In addition, we have provided a table classifying the different kinds of costs that a project may incur as part of Reading 26. 








Reading 26: Pillay, Y., Mzimba, M. & Barron, P. [Eds]. (1998). Appendix 2 – “Classifications of  costs” Handbook for District Managers. Pretoria: Dept of Health, p79.





FEEDBACK





Examples of the three kinds of costs which are discussed are as follows in the context of the meal project example we used:





Capital costs are the costs of buying a refrigerator and stove. The term is relevant to large equipment or building renovation. In the short to medium term, these may be viewed as once-off costs.


An example of recurrent costs are rent, water, electricity and supplies: they will be incurred monthly, year after year. 


Variable costs are expenses that may vary over the duration of the funding period, for example, vehicle maintenance or catering for more people at certain times. They are usually described as a varying according to the amount of services provided. Even though such costs will vary, we have to estimate an average for budgeting purposes.


Fixed costs are those costs that are expected to remain constant for the duration of the funding period and do not vary according to the amount of services provided. These could include staff salaries, rent and bank charges. Many fixed costs are also recurrent costs. 





Although the costs for the meal project have been documented and calculated per budget line, you could also cluster all the capital costs under one heading. The donor then knows that these will be incurred only once. The fixed costs could come next, and the variables last. This gives you and the funder an idea of the long-term cost and sustainability of the project.








Reading 25: Management Sciences for Health. (2001). “Managing Your Finances” in The Family Planning Manager’s Handbook. Website erc.msh.org





TASK 5 – Developing tools for controlling funds





Study the “Manager’s Checklist to Ensure Good Financial Control” on pages 25-26 of Reading 25. In your unit, project or department, how many of these procedures do you have in place? In each case, discuss with the person concerned whether such a procedure is necessary in your context. Finally, rewrite the checklist for your own context.





FEEDBACK





Your evaluation will be context-specific, but you have probably found some gaps in your system. However, be careful to ensure that the financial procedures you put in place are realistic and manageable: if they are not, staff will start to ignore them and this can affect the more important controls.





There are alternative checklists and some additional input on financial controls in Reading 26 on pages 70-73. Select those guidelines which seem relevant and compile a financial control checklist for your own workplace.








Reading 26: Pillay, Y., Mzimba, M. & Barron, P. [Eds]. (1998). Appendix 2 – “Classifications of costs” Handbook for District Managers. Pretoria: Dept of Health, pp 70-73.
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