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Independent examination 
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Introduction 
 
Budgeting (or Money Planning) is one of the 4 key foundation stones of Financial 
Management.  The other foundation stones are: 

• Money Recording (book-keeping) – see Good Practice Guide no. 4 

• Money Reporting (management and annual accounts) 

• Money Rules (Financial Procedures) – see Good Practice Guide no. 2 
A budget is the plan for the whole organisation expressed in terms of money.  This guide is 
based on the production of an annual budget for the organisation but the key principles will 
also apply to budgeting (or costing) for a funding bid or a project within the organisation.  This 
guide will look at the key aspects of budgeting through a series of questions. 

 

Why do we need to produce a budget?   
 
It is important for an organisation to have a clear plan of what it wants to do. 
The budget enables the organisation to see whether it can afford to do what it wants to do in 
the plan.  If the organisation can’t afford to implement the plan then the plan needs revising 
until it is achievable.  Once the budget is agreed it provides a crucial tool for the Committee to 
monitor actual performance against budget.  This enables the Committee to exercise 
budgetary control by looking at the reasons for where the  performance diverges (known as 
variances) from the plan and to take action where necessary. 
 

When should the annual budget be produced? 
 
Ideally before the start of the organisation’s financial year!  The process, outlined below, can 
take longer than you think, especially in the planning and consultation stages.  The amount of 
time will vary from organisation to organisation but most organisations start the process at 
least 3 months before the start of the financial year.  Sometimes a number of drafts of the 
budget are produced before a final budget is agreed.  Using a spreadsheet can help as 
amendments can be made easily.  It is important to get the final budget agreed by the 
Committee (and minuted) so it is clear which budget you are using.     

 

How do we produce a budget? 
 

A step-by-step approach is useful. 

 

Step 1  
Plan what the organisation is going to do in the next year 
Questions to ask: 

• Identical plans to this year? 

• Expansion/development of ongoing activities? 

• Cutting down or stopping of ongoing activities? 

• Completely new activities? 
 
The committee should consult widely at this stage.  The treasurer (or finance worker) can’t 
produce the budget in isolation; they need to be aware of any plans/ideas, especially 
regarding proposed new projects.  If people in the organisation, for example project 
managers, aren’t consulted, then it may be difficult for them to go along with any changes or 
new plans; this can be particularly difficult if cost-cutting is likely to be required and no 
consultation has taken place.    
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Step 2 
What will the plan cost? 
The organisation’s costs should be categorised into different types of expenditure, for 
example, rent, insurance, salaries etc.  These categories are called budget headings and 
should fit in to the types of expenditure (and, as we shall see, income) that is spent (or 
received) by the organisation.  You can also group budget headings to enable you to glean 
what the costs are for different parts of the organisation.  For example: 
Main Budget Heading:  Building Costs 
Individual (Sub) Budget headings: Rent, Rates, Building Insurance, Gas, Electricity etc. 
See Appendix 1 for an example of typical budget headings. 
 
One really useful tip at this stage is to make notes of how you have arrived at the cost of 
each budget heading.  This could be based on last year’s figures.  More meaningful notes 
could include calculations of how you have arrived at the figures. For example, calculating 
how much your electricity budget will be could include an estimation of how many units of 
electricity you think you’ll use and at what price.  For your salaries budget you should include 
how many hours your employees work and at what rate?  It is best to do this calculation for 
each worker.  A salary calculator example (and tool) is shown on appendix 2. 
 
Another useful tip is to spend most of your time at this stage on the key costs of the 
organisation.  If 90% of your costs are salaries this should give you a good indication of where 
your efforts should be focussed.  There is no point in spending hours working out how much 
you are likely to spend on postage if it is likely to be around £50!   
 
Another key question is: how much are costs likely to rise in the next year? (Inflationary 
increase), it might be easy to apply one rate against all your headings but is this realistic?  
Some costs increase by more than the average inflation rate, for example, insurance costs 
often do.  Another example was the rise in gas and electricity costs in 2008, which commonly 
increased by around 20% per annum whilst the overall inflation rate was low.  A further point 
to consider is whether changes in legislation or taxes might affect your costs, e.g. pensions 
and Employers NI. 
  
 
If the work is new you need to: 

• Visit other groups doing similar work and find out what things cost 

• If you know you want to hire a particular building, find out what the rent, heating bills etc 
actually are  –DON’T GUESS 

• If you want to employ a new worker but do not know what scale to put them on, go and 
talk to projects with workers with similar responsibilities to find out what pay scale, 
terms and conditions they are on 

• If you want to buy a piece of equipment check out what it costs in the catalogue 
(remember to add vat and delivery costs if applicable) 

Once this stage is complete you will have an estimation of the costs of the plan. 
 

Step 3 
Where do we get the money from?  What is our predicted income? 
This step is sometimes missed by organisations that only budget for their costs but it is also 
crucial to estimate your anticipated income, even if it is from only one source.  The system is 
identical to what has been explained in step 2 but your budget headings might include:  
Grants 
Fees 
Subscriptions etc. 
 
Again it is crucial to make notes on how you have arrived at your figures.  Are the grants 
confirmed? Do you have an increase agreed? 
Also, as in the costing stage, try and give yourself information that you can monitor against.  
For example, the notes for the subscriptions budget could show 100 members at £10 per 
member – rather then just a figure of £1,000.  Once this stage is complete you have an 
estimation of the total income for the year.  
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Step 4  
Compare the total expenditure against the total income 
 

The next step is to compare the total estimated expenditure against the total estimated 
income and see if they match up. 
 
Questions to ask are: 

• Is there enough income to cover the costs? 

• Are the assumptions sensible? 

• Are activities costed realistically? 
 
If there is not enough income to cover the anticipated costs, then the committee has 3 
choices: 

• Obtain additional funds 

• Cut some of the estimated costs 

• Dip into reserves (if there are any!) 
 
One of the reasons for doing the budget early is so that there is plenty of time to consider and 
make informed decisions. Each item of expenditure should be looked at carefully and 
prioritised. For example, the management committee may decide that it is more important to 
set up a particular new activity than it is to keep an existing activity going. Once these 
decisions have been made, a final draft budget needs to be produced and brought for final 
approval to the management committee (see appendix 1). 
If the income matches the expenditure it is sometimes called a balanced budget or break-
even budget.  However if your reserves are too low you need more income then expenditure 
(a surplus budget) or conversely if your reserves are too high you could plan to spend more 
than your income (a deficit budget) 
 

Step 5 
Using the Budget  
Once the new financial year has started actual income and expenditure should be regularly 
compared with the budgeted income and expenditure and reported to the committee, so that 
you keep track of how your actual income and expenditure are doing compared to your 
planned income and expenditure.  If you spread the costs and the income of your budget over 
the year (phasing) this enables you to compare like with like throughout the year.  These 
reports are sometimes referred to as Management Accounts and are an important tool to 
enable the committee to make decisions and be informed regarding the financial position of 
the organisation.   
 

Action Checklist for budgeting 
 

• Start planning in good time 

• Consult stakeholders (staff, committee, members) 

• Prepare a clear plan of what the organisation will do 

• Work out costs for continuing work based on current year’s figures 

• Work out costs for new work by researching similar projects 

• Double-check salary costs 

• Think creatively about sources of income 

• Check likely grants from funders 

• Compare income with expenditure and adjust if necessary 

• Present budget to committee for approval 

• Compare budget with actual figures throughout the year 

 

Further Resources 
WYCAS regularly runs courses on budgeting so visit our website www.wycas.org.uk  to check 
when the next course is coming up, or request a visit from your local community accountant to 
discuss budgets within the context of your own organisation. 
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