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About this text

This text is written primarily as a practitioner guide for managers engaged in planning and
budgeting within health and social care organisations. The aim is to promote effective
approaches to planning and budget management within organisations and prompt the
development of associated competence.

Two main health and social care audiences are envisaged:

� students undertaking academic programmes that feature planning and budgeting;

� managers wishing to refresh, challenge and extend their practice.

In addition this text will also be of assistance to managers in other parts of the public and
voluntary sectors.
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Foreword from the Series Editor

Richard Field brings a rare insight to the reader in this text, that of an accountant who
clearly understands the issues of Health and Social Care. It really helps to bring alive the
debate and dilemmas of budgeting and business planning in these fields, issues that many
in Health and Social Care wrestle with each day. The text therefore, written to support stu-
dents studying Post Qualifying Leadership and Management Social Work Awards, is clearly
of value to a wider audience. If you are a budget holder/manager in Health and Social Care
or involved with business/service planning this text is a ‘must read’ for you.

Richard is a long-standing personal friend of mine and it has taken quite a lot of persua-
sion from me to get him to write this text, but I think you will agree it was worth it, and
we still remain friends!

Another friend of ours, Ashley (a bank manager by profession) is always reminding us about
his learning regarding targets – they always GO UP! The world of performance indicators
and targets is now well established in Health and Social Care and frequently we forget to ask
why we have Health and Social Care and what its purpose is, as we are so caught up with
targets and performance indicators. This text will help you manage some of these tensions
and help you deliver the best possible Health and Social Care service whilst understanding
the broader issues of budgets, budget management and business planning. 

I trust you find this a welcome addition to the Learning Matters Post Qualifying Social
Work Series.

Keith Brown
Series Editor
Director of the Centre for Post Qualifying Social Work
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x

This text will help the reader understand the following management standards adopted by
the GSCC for the PQ Leadership and Management Award.

The agreed generic standards for leadership and management are those developed by the
Management Standards Centre and published in May 2004. These have been adopted by
Skills for Care and form an integral part of its leadership and management strategy. These
management standards cover six functional areas and the text provides an insight into them:

� managing self and personal skills;
� providing direction; 
� facilitating change; 
� working with people; 
� using resources; and 
� achieving results; 

This text also covers the following National Occupational Standards for social work:

Unit 15: Contribute to the management of resources and services;

Unit 16.1: Maintain accurate, complete accessible and up-to-date records and reports; and

Unit 17.2: Contribute to identifying and agreeing the goals, objectives and lifespan of the
team, network or system.

A C H I E V I N G  P O S T Q U A L I F Y I N G  S O C I A L W O R K  A W A R D S
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Chapter 1
Introduction

This text focuses on:

� plans that are used for managerial rather than professional or personal purposes;

� planning processes and tools that can be used in many managerial situations;

� budget preparation and control as practised by managers rather than accountants.

The planning content is concerned primarily with business-level strategy within an organi-
sation rather than corporate or operational strategy. Johnson et al. (2005) describe
business-level strategy as being ‘about how to compete successfully in particular markets –
or how to provide best value services in the public services’. Likewise content relating to
budget management is primarily aimed at cost centre rather than corporate management.

For planning and budgeting to be included in the same book is quite unusual as profes-
sionally, organisationally and academically these two processes are often separated. There
is a growing recognition of the need for planning and budgeting to be integrated, the case
for which is made later. For now it is sufficient to say that where this occurs managers will
find it easier to engage in both processes and the outcome is likely to be more effective.

This book presents planning and budgeting in the order in which these should occur
within organisations; that is planning first, from which budgeting should flow.

This book includes:

� written material intended to develop basic understanding of planning and budget
management;

� activities designed to cause engagement with organisational practices related to plan-
ning and budget management;

� tips for success considered central to ‘cracking’ effective planning and budget management.

1
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Chapter 2
Planning 

Introduction
This chapter introduces planning from personal and organisational perspectives, identifies
common variations in planning practice and explains how these are influenced by person-
ality and context.

What is planning?
Planning can be defined as:

the process by which a desired future state is conceived and an effective way of
delivering this developed and resourced.

This statement makes three important points.

� Planning concerns design, which should be a creative and hopefully enjoyable process.

� Planning is future based and should be aspirational, involving thinking beyond the cur-
rent situation and any actual or perceived limitations.

� Planning involves identifying a way of making a desired future, reality.

Personal aspects of planning
All people plan. To completely avoid planning would require a person to act in an entirely
spontaneous way, never thinking about what they might do next. Arguably even a deci-
sion not to plan is actually a form of planning – it is a decision about what to do or how
to behave in the future.

During their life an individual working within health and social care engages in a variety of
planning, for example:

� personal planning (e.g. career, lifestyle, pensions);

� care or treatment planning (e.g. care package and patient treatment);

� workload planning with regard to what they intend to do today, this month, this year;

� team planning with colleagues;

� planning for an establishment such as a doctor’s practice or day centre;

� planning for a service such as chiropody or home care;

2
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� planning for a major part of an organisation (e.g. a department, directorate, speciality);

� planning for an organisation (e.g. a voluntary organisation or hospital);

� planning with other agencies to commission or provide a service (e.g. youth offending);

� planning in respect of a project.

Whilst we all plan, the extent to which we do so and our approach are influenced by per-
sonality and context. As individuals we differ in terms of:

� the pleasure we derive from planning;

� the time we are prepared to devote to planning;

� how early or late we start to plan;

� the level of detail we include in our plans;

� the extent to which we engage others in planning;

� how easy we find it to depart from or change plans.

Comparing how two people prepare for a holiday illustrates this natural variation.

Both holidaymakers engage in planning. Whilst the second person starts later and engages
in less detail, planning has nonetheless occurred. Person B might actually prefer to ‘take off’
when they like but in practice will complete one or two actions in advance, perhaps as they:

� have young children that they do not wish to take out of school;

� wish to ensure their children are safe and secure and recognise that less planned or
almost spontaneous holidays might involve ‘roughing it’;

� are in employment and need organisational approval for absence;

� do not wish to let colleagues down by disappearing at short notice.

How the two holidaymakers actually behave is likely to reflect their natural preferences as
modified to fit the context.

Chapter 2 Planning

3

Person A starts planning their holiday six months ahead, booking flights and hotels,
organising activities, making lists of what needs to be taken, using a spreadsheet to esti-
mate and track costs. This person packs during the week before they go, ticking items off
their list and double-checking their itinerary and timings before they fly.

Person B books their flights and hotel four weeks before their intended departure date,
finds out what sort of activities are available but leaves booking these until they get to their
destination. Packing is done the day before departure without a list and in the belief that
anything forgotten can always be purchased on arrival.
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One common difference between personal and organisational planning is that few of us in
our private lives will prepare written plans. More usually the product of our planning is
held in memory, captured on a calendar, or as a list of jobs to do, etc. Taking domestic
decorating as an example, even those people who enjoy planning and know which rooms
they intend to decorate next are unlikely to prepare a written three-year ‘home decoration
and renewals plan’.

Organisational aspects of planning
As with individuals, the amount of planning within an organisation and the way this is
undertaken varies. All organisations engage in planning to some extent and in most
instances this results in a plan document. In the private sector a significant driver for
preparing plans is the need to secure loans and overdraft facilities. Similarly voluntary
organisations require bank support but also need to influence or satisfy the interests of
potential funders, so again are likely to prepare plans. By comparison, statutory-sector
organisations are more likely to prepare plans because of a need to satisfy the require-
ments of the government and other agencies. In the current environment it is therefore
virtually impossible to avoid preparing organisational plans.

Although the format of the plan may be externally imposed, there is normally freedom
about the process by which this is prepared and the priority and resources given in sup-
port; this tending to reflect the personal preferences of powerful stakeholders. 

Where organisational planning is less valued, the plan document may fulfil the require-
ments of external stakeholders but only limited use will be made of this within the
organisation. Often there is a sense of ‘going through the motions’ with plan content
based largely on what has happened before rather than on a considered analysis of what
should happen in future. Documents prepared this way tend to lack vision, be operational
in nature and lack linkage to the budget, a combination that leaves service managers vul-
nerable to ‘across the board’ budget cuts as they are unable to explain the importance of
what they plan to do or how this links with the resources they claim to need.

Organisations that are led by planning enthusiasts are more likely to have a sound planning
process and prepare plan documents that go beyond what is required by external agencies.

Planning can make a significant contribution to effective management, particularly where
integrated with performance management, budgeting and other processes; these collec-
tively ensuring that the plan is resourced, progress is monitored and prompt control action
is taken.

Plans and budgets
Planning and budgeting naturally link, as shown in Figure 2.1 below, which assumes a
three-year planning period. The plan incorporates a clear statement of purpose, measurable
objectives and the key actions needed to achieve these. All activity, whether ongoing or
new, requires physical resources such as staff time, buildings, equipment, medical supplies,
etc., and the plan includes a summary of these expressed in quantity and quality terms. It is

Chapter 2 Planning
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then a relatively simple process to convert this physical resource summary into a financial
budget by multiplying the quantity of each resource required by the appropriate price. 

Once the plan, which includes the budget, has been prepared, it should be subject to
scrutiny leading to one of two decisions. Either the plan and budget should both be
approved, or both should be rejected. As the budget is the financial expression of the
money needed to acquire the physical resources required to deliver the plan, accepting the
plan and rejecting the budget or vice versa is both illogical and unacceptable. Where the
plan and budget are rejected, which is quite common, those planning have three main
options; to change the:

� objectives which will ultimately affect the volume and/or type of resources required;

� actions by which objectives are intended to be achieved, this affecting the type, mix
and/or volume of resources required and therefore the budget;

� physical resources that it is planned to use, for example skill mix, location, etc.

Underpinning this approach is a belief that budgets can not be cut without planned activ-
ity being affected in some way. It follows that if organisational leaders wish to spend less
money on a service they should recognise and take responsibility for the associated service
consequence which might involve lower quantity and/or reduced quality.

If plans and budgets are linked, the manager will start the year with sufficient money to
achieve the plan. If circumstances during the year differ from what was expected, resource
consumption may be affected and managerial control action will be necessary. 

Whilst the above approach is logical, plans and budgets in this sector are rarely fully inte-
grated, especially at lower organisational levels. Over time senior managers, politicians
and the public in general have become accustomed to demanding greater service quantity

Chapter 2 Planning
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Purpose

Objectives
Change objectives

Planned actions
Change planned

actions

Physical resource summary
Change physical

resources

Budget (Year 1)
Forecasts (Years 2 & 3)

Plan and budget approved Plan and budget rejected

Figure 2.1 Integrating plans and budgets
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and quality whilst expecting budgets to remain static if not reduce year on year. Sadly the
practice of applying budget cuts across the board is still popular with key stakeholders
who appear reluctant to make or be associated with unpopular service decisions. 

Why plan?
If planning is undertaken with care and enthusiasm it should;

� stimulate service development by challenging thinking and current practice;

� ensure that services and activities continue to be relevant;

� lead to sustainable performance improvement;

� increase individual and collective knowledge of the environment, service users and serv-
ice operation;

� provide early warning of possible opportunities and threats and offer decision-makers
greater choice regarding the speed of any changes they deem necessary;

� improve risk management;

� build future capacity in respect of leaders, managers, professionals and other staff;

� lead to a shared sense of direction and a framework for decision-making;

� provide a basis for performance management;

� provide an opportunity to engage service users, staff and partner agencies;

� provide a sense of purpose and direction for staff, thereby improving morale;

� assist other managerial processes, for example budget management, facilities invest-
ment, staff development, etc;

� provide evidence of the service being ‘fit for business’ which is important to funders and
other stakeholders.

The above benefits are impressive but will only materialise if the planning process is effec-
tive and well resourced.

Chapter 2 Planning
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Tips for success
In order to be effective as a service manager you should:

� Invest time and energy in understanding how much physical resource is needed to sup-
port your plan and be prepared to explain how this is calculated. 

� At all times link your budget to your plan and refuse to accept changes made to one
but not the other. This applies to plan/budget approval, explaining variations during
the year, and reviewing year end performance.

� Remember it is impossible to cut a budget – but it is possible to choose to devote less
resource to a policy, service, etc., providing the implications for service objectives and
operation are accepted.
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Types of plan
All organisations prepare plans which vary in format, length and title, some of which are
indicated in Figure 2.2.

In the public sector different approaches to planning have been tried over the years, one
notable example being business planning which emerged during the 1980s. Well known in
the private sector, business planning proved to be rather alien to voluntary and public-
sector managers. Part of a wider movement to adopt a business paradigm, business
planning was initially considered relevant to parts of the public and voluntary sector that
operate, or could operate, on business lines. In the 1980s and 1990s the use of business
planning was seen in NHS trusts, services covered by compulsory competitive tendering
and by some in-house social care providers in local authorities and charities. In practice,
business planning proved difficult to adopt as:

� it required a significant shift in thinking by managers and politicians;

� some terminology and many of the associated techniques needed to be adjusted for
successful use in a public-service context;

� the underpinning values can feel inappropriate in a health and social-care context. 

This is not to say that business planning should not be used in health or social care; in cer-
tain circumstances it offers significant potential benefits, and many managers now use
this in a modified form. 

Chapter 2 Planning
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Local area
plan

School
development

plan

Best value
performance

plan

Operational
plan

Business
plan

Youth justice
plan

Joint investment
plan

Corporate
plan

Just a few of
the plans …

Service planStrategic
plan

Figure 2.2 Types of plan
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Plans can be categorised in a number of ways including these depicted in Figure 2.3:

The following activity is intended to help develop your understanding of planning in your
organisation.

Chapter 2 Planning
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Time frame The period of time a plan relates to, this tending to fall into short term 
(typically one year), medium term (typically three to five years) and long
term (normally in excess of five years). 

Compulsory A number of plans are prepared to meet the requirements of external 
and optional agencies or to demonstrate best practice. Other plans are prepared

because managers within the organisation consider these to be of 
potential value.

Scope Plans may be prepared at different organisational levels relating to a
unit, a service or for the whole organisation. Often a hierarchy of plans 
can be found in an organisation.

Developmental Some plans focus only on those aspects of a service that need to 
or whole be different in future and are developmental in nature. Other plans are
activity whole in the sense that they address ongoing operation as well as new 

developments.

Fixed or Some plans are prepared for a fixed period of time, at the end of which
rolling either the activity will cease or a new plan will be prepared. Other plans

‘roll on’; and each year a new plan is prepared for the full planning
period. Taking a three-year rolling plan as an example, approval is
specifically given for the first year’s service activity and budget and 
outline approval is given for years two and three. During the later part 
of year one a new three-year plan will be developed and specific 
approval will again be sought for the first year this contains, which
might or might not differ from the outline detail included as year two in 
the current plan. 

Strategic and Strategic plans tend to be informed by analysis and critical thinking 
operational regarding the purpose, objectives and actions needed for long-term 

success. Operational plans by contrast are concerned with the detail of
how activities are going to be managed this year. 

Figure 2.3 Plan characteristics

Plan characteristics
Identify the plan that is used to manage your service area and answer the following questions.

i) What time frame does it cover?

ii) Is the preparation of this plan compulsory?

a) If the plan is compulsory, which agency requires its preparation?

ACT IVITY 2 .1
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Plan format
One of the key issues to address when planning to plan is the format to be used. For some
managers there will be little choice as this is determined by external agencies or organisa-
tional leaders. Where this is not the case one of a number of possible plan formats can be
adopted, each reflecting the preferences of those demanding or preparing plan docu-
ments. A decision is required therefore as to whether to use an existing format or design
one specific to the context. 

The format proposed in this book is based on three main sections: analysis, direction and
action planning, depicted in Figure 2.4 as three triangles which combine to present plan-
ning proposals in a coherent and persuasive way. The purpose and content of each section
is as follows:

Analysis section

The analysis section should help the reader develop a good understanding of the current
and likely future context for the plan. The content should include a mixture of historical,
current and forecast information regarding various aspects of the service; for example,
changes in the environment, service user need, volumes of service commissioned or deliv-
ered, costs, performance, etc. 

Chapter 2 Planning

9

iii) What is the scope of this document?

iv) Is it a developmental or whole service plan?

v) Is it fixed or rolling?

vi) Is it strategic, operational or both?

ACT IVITY 2 .1 cont inued 

Coherent &
persuasive

quality

Section 1.
Analysis

Section 3.
Action plan

Section 2.
Direction

Figure 2.4 Planning to plan
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Direction section 

The purpose of the direction section is to help the reader understand why the service
exists, the key objectives and in broad terms how these will be achieved. The content of
this section should be reasonably predictable by the reader as they already understand the
current and future context for the service. 

Action planning section 

Once the reader has completed the action planning section they should be convinced that
the actions proposed are realistic and, if the plan is approved, that they will happen.
Typically this section will include information regarding what needs to be done, monitor-
ing arrangements, resource estimates, risk assessments and links to other plans.

What constitutes a good quality plan?
Whether a plan is considered to be of good quality depends on the views of those receiv-
ing it. Typically evaluation criteria include the following:

i) The plan is informed by sufficient analysis. All plans should be based on an appropriate
level of analysis either included in the main text, attached as an appendix or available as
working papers.

ii) It contains actions aimed at achieving the best possible balance of outcomes for differ-
ent stakeholders.

Planning can be difficult in health and social care as different stakeholders may express
different needs and wishes, some of which are likely to conflict.

iii) It balances short- and long-term outcomes. Often it is often possible to achieve short-
term positive outcomes at the expense of future generations, for example by pushing
financial and non-financial costs into future years. A good plan will however consider
and balance short- and longer-term outcomes.

iv) It is persuasive. Plans are generally prepared in order to persuade others of the wisdom
of proposed actions, to secure resources or perhaps permission to significantly change
the service. Persuasiveness relies on the quality of the document, the desirability of the
planned outcome and the impression given of the ability of those who will deliver the
planned actions. A plan which may be excellent in terms of proposed actions may not
secure approval because the reader is not persuaded of the wisdom of these or assured
of the managerial ability of those who will deliver it.

v) It is useful. A good plan will be referred to frequently throughout the year and as a
result will have a ‘dog-eared’ look to it.

In a well-managed organisation the criteria by which plans are evaluated will be known to
those involved and developmental feedback given each time a plan is submitted for approval.

Chapter 2 Planning

10
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Figure 2.5 is an example plan evaluation form which includes criteria that explicitly or implic-
itly inform any judgement about plan quality. It should be noted that this example focuses
on the quality of the plan rather than the merits of the proposed direction and action.

Chapter 2 Planning
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Plan evaluation
Taking a recent plan prepared for your service or organisation, complete the evaluation
form provided as Figure 2.5.

What overall verdict would you give?

Approval �

Approval subject to revision �

Approval subject to revision and resubmission �

Rejection, rewriting and resubmission �

Identify two aspects of the plan which you consider to be of very good quality or where
further development is necessary.

ACT IVITY 2 .2

1

2
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Chapter 3
The planning process

Introduction
This chapter outlines a planning process and suggests a number of key questions to con-
sider when preparing to plan.

Planning stages
The planning process that provides the underlying structure for this section comprises six
stages, as depicted in Figure 3.1.

The first and often neglected stage of the process is planning to plan, where key questions
regarding the whole process are addressed.

13

Analysis

Writing

Presentation,
approval and

feedback

Implementation

Performance
measurement

Planning
to plan

Action
planning

Direction
setting

Figure 3.1 The planning
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The second and most important stage involves three interlocking activities, which mirror
the plan format introduced in Chapter 2: analysis, direction setting and action planning.
This stage involves a mix of strategic and operational thinking which should be informed
by various planning techniques.

The third stage concerns writing the plan document prior to presenting it for approval. It
is important during this stage to allow sufficient time for plan contributors to comment
on early drafts. 

The fourth stage involves presentation, approval and feedback, as via an electronic or
paper process.

The penultimate stage sees attention shift to implementation, which involves sustaining
ongoing activity whilst engaging in service development.

The final stage of the process involves periodic reporting of progress against the plan,
leading as necessary to management action.

Planning to plan questions
A poor-quality planning process can lead to excessive time spent on plan completion, dis-
engaged stakeholders and ultimately a poor-quality plan document. 

A good-quality plan is almost inevitably due to there being an effective planning process
which can be shaped by answering the questions in Figure 3.2. 

Chapter 3 The planning process
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Chapter 4
Using planning
techniques

Introduction
This chapter describes a number of planning techniques that support the preparation of
the three main sections of a plan. Also included are tips for success relating to the use of
techniques.

A person who plans without analysis and strategic thought has little option but to base
their decisions about the future on what has previously been done, what others are doing,
intuition or whim.

A good-quality plan is the product of strategic thought which benefits from the conscious
use of planning techniques, each of which offers a framework for gathering and arranging
information or thoughts in a way that increases service understanding and leads to valu-
able insights.

In practice many plans appear to be informed by only two well-established techniques: an
environmental scan and a strengths, weaknesses, opportunities and threats (SWOT) analy-
sis. These techniques are quite sophisticated and various questions or checklists exist to
support their use (Semple Piggot, 2000; Mintztberg et al., 1998). However, whilst these
techniques can yield valuable information there is a danger of overfamiliarity and lack of
rigour. The outcome of a SWOT analysis in particular can prove superficial, possibly due to
managers learning how to use this in contexts where a deeper analysis is not required or
the common practice of presenting it as a neat four-cell grid, all on one page of flip chart. 

Over the years a number of other techniques have become available to planners that can
add considerable value to the planning process. These techniques vary in sophistication,
the time required to use them and cost; some can be used in almost all contexts, others
need to be used selectively and/or tweaked. 

The techniques explained in this section tend to be relatively simple, cost-effective and
generally applicable.

To gain maximum benefit from the use of planning techniques a number of factors should
be considered, as captured in the following tips for success.
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Completing the analysis
This section addresses seven questions, the answers to which will form the basis of the
analysis section of a plan.

A1. What do we know about our performance? 

A2. What do we know about how we operate?

A3. What do we know about the environment?

A4. What do we know about those that use our services and the services we provide or
commission?

A5. What do we know about others that provide similar services?

A6. What do we know about opportunities and threats?

A7. What restraints affect our planning?

A1. What do we know about our performance? 

The answer to this question helps the reader understand recent and current levels of
achievement, should lead to successes being recognised and celebrated, stimulates organi-
sational learning and provides information for assessing the feasibility of proposed actions. 

There are three main ways of considering performance.

1. By comparing actual and planned performance, which results in understanding of the
extent to which objectives have been met, or are being met. It also highlights part-
achieved or wholly unachieved objectives which might need to be included in the plan
now being prepared. 

2. Comparing performance over the last few years, which helps those planning to see pat-
terns and trends in key areas.

3. By comparison with similar services, organisations, etc., which provides a sense of rela-
tive performance and may indicate areas where there is scope for potential
improvement.

Chapter 4 Using planning techniques

Tips for success
� When planning for the first time it is wise to select techniques that are relatively easy

to apply and utilise existing information. 

� Gaps in existing information should be noted and rectified so that more sophisticated
techniques can be used in future.

� Always reflect on the experience of using techniques regarding the process and what
has been learnt about the service, context, etc. 

� Try to experiment with one or two new techniques each year as this helps maintain the
interest of those engaged in the planning process.

17
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Where there is a current approved plan this may include a mix of objectives that feature
every year and others which are one-off in nature; for example, to introduce a new
accounting system by 1 April 20XX. Performance in respect of both types of objectives
should be reported in the plan.

Where an existing plan is available the following questions can help when reviewing
performance.

i) What key objectives are included in the current plan? A key objective is one which if
not achieved would have serious implications.

ii) What performance targets are included in the current plan?

iii) What is the current level of performance?

iv) Where current levels of performance differ from target, what are the main reasons?

v) How has actual performance changed over the last three years and why?

vi) How does performance compare with that of other organisations?

vii) Is there any additional evidence available to support claimed performance?

If this is the first time that a plan is being prepared questions i) and ii) should be replaced
with the following.

i) What aspects of performance do you currently measure and what targets apply? These
performance measures may be evident from organisational documents, inferred from
the behaviours of leaders and other stakeholders, etc. 

ii) What do you consider to be important measures for your service and reasonable target
performance levels?

Figure 4.1 can be used to capture performance information. It should be noted that the
first time a plan is prepared it is common for performance information to be missing –
where this occurs this should be recognised in the strengths and weaknesses section of
this plan and lead to action in the direction section. For some types of objectives it is not
relevant to look at performance over time, or against other organisations so in these
instances some of the columns will remain blank. 

Depending on the circumstances described earlier, planned, target or reasonable levels of
performance should be entered in column 2, current performance in column 3 and the dif-
ference between these in column 4. Where appropriate column 5 can be completed to
show how performance is changing over time and column 6 where it is possible to com-
pare performance with other organisations. The final column can be used to record
sources of additional evidence or comment on the performance measure.
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A2. What do we know about how we operate?

Critical to maintaining or improving performance is understanding how different aspects
of service operation affect current performance. 

One technique for developing this understanding is a strengths and weaknesses analysis,
the aim of which is to identify current:

� strengths that contribute to success and alert the reader to any action needed to pre-
serve or enhance these;

� weaknesses that adversely affect performance and which if left unaddressed pose signif-
icant future risks to the service. 

It should be noted that strengths and weaknesses are often combined with external
opportunities and threats to become a strengths, weaknesses, opportunities and threats
(SWOT) analysis. Whilst many planners use SWOT there is a case for separating strengths
and weaknesses from opportunities and threats. Separation often makes the analysis
easier and tends to lead to deeper consideration and better understanding. The opportuni-
ties and threats analysis is often better completed later in the planning process when more
is known about the environment, the market, alternative providers, etc. 

Whilst a strengths and weaknesses analysis is relatively straightforward to complete, con-
tent relating to this in plans is often quite poor. Whilst sometimes this is due to
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Objectives Planned,  Actual current Performance Over time is Compared to Evidence of
target or performance gap (column performance other services/ performance 
reasonable 2–3) and * Constant organisations or comment
level of reasons * Improving
performance * Weakening?

1 2 3 4 5 6 7
Reduce average £15.50 £15.80 30p per hour Improving given Relevant PAF Although higher 
gross hourly cost higher than that last year this average – £15.00 than planned and
of home help/carer planned was £16.90 higher than the 
(PAF A0/B17) PAF average this is 

lower than last 
year

Staff opinion 85% 79% 6% lower than Constant Not applicable A major 
survey (Improved planned reorganisation 
overall satisfaction and irritation with
levels) the main 

computer system 
has impacted 
negatively

Introduce new £100,000 £105,400 £5,400 overspend Not applicable Not applicable Unforeseen 
management problems with 
information By 30/11/08 By 01/02/09 2 months late electrical supply
system

Achieve efficiency 2% 2.9% 0.9% better than Improving Not known No comment
savings planned

Figure 4.1 Performance analysis
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presentation, more often it appears to be the result of failing to undertake the analysis in
a sufficiently rigorous way, leading to plan content that:

� is simply a list of bullet points, the meaning of which may be unclear to the reader;

� includes strengths and weaknesses which appear irrelevant or of only minor importance;

� is generalised and of limited value, e.g. ‘our staff’ recorded as a strength implies that
every one single member of staff is a strength and in every respect;

� includes asserted strengths which managers would like to believe but which are not nec-
essarily true;

� contain little indication as to whether each strength or weakness is growing or reducing
in significance;

� offers little indication as to whether claimed strengths and weaknesses are common to
other providers of this service;

� includes only strengths and weaknesses generated by those planning rather than those
that would be identified by other staff, managers, service users, etc.

In order to ensure maximum value is derived from the analysis a three stage process is
suggested, as shown in Figure 4.2.

Step 1

Plan the process by which strengths and weaknesses are to be identified, analysed and
assessed.

Step 2 

Record strengths and weaknesses on a grid such as the one appearing as Figure 4.3,
ensuring that:

� each strength or weakness is recorded in sufficient detail to make it specific;

� the impact of the strength or weakness on the service is clearly described;

� the significance of the impact of each strength and weakness is indicated using low,
medium and high classifications;

� an indication is given of whether in respect of identified strengths and weaknesses this
service or organisation is better or worse than others;

� an indication is given of whether the importance of each strength or weakness is
decreasing, static or increasing;

� any evidence to support the claimed strength or weakness is stated.

Step 3

Decide which strengths or weaknesses should be included in the plan by selecting those
that will be built on later. For example, if the plan records as a weakness the quality of
information regarding the future cost of care packages, the reader will rightly expect to
see an objective addressing this in the direction section. Whilst reported strengths may
not demand any particular action, the reader should see how planned activities utilise
these to achieve desired performance levels.

Figure 4.2 Strengths and weakness analysis – process
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A3. What do we know about the environment?

This question prompts consideration about the environment within in which the service
operates, how this might change in the future and the implications for the service.

The process by which this information is gathered, analysed and interpreted is known as
environmental analysis, the intended outcome of which is not a precise prediction of the
future, more a general sense of how the environment might develop, key themes and
major challenges. Evidence of a good-quality environmental scan indicates that those
planning are engaging externally and taking into account short- and long-term perspec-
tives. The frameworks involved in environmental analysis help those planning to tackle its
difficult nature, in particular the diversity of influence and interconnectedness, or complex-
ity as identified by Johnson et al. (2005). The outcome of this analysis is likely to be a more
strategic document than would otherwise be the case.

The literature regarding strategy and planning features a number of approaches to envi-
ronmental scanning, central to which tend to be acronyms such as PEST and PESTLE. These
acronyms provide a framework for the planner to identify environmental influences that
are for example political, economic or sociological in nature.

The following approach to undertaking an environmental analysis recognises five major
types of external influence: sociological, political, economic, legal and technological
(SPELT). Irrespective of the period a plan addresses which varies according to context
and preference, consideration of environmental factors should take into account three
time frames: influences that are impacting now, those expected to impact within three
years and those that might impact beyond three years, as indicated in Figure 4.4.
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Strengths/ How this impacts Significance Is it a relative Increasing/ Evidence 
Weaknesses on the service (high, low, strength or decreasing/

medium) weakness? static?

a b c d e f
Strengths
High percentage of Exceeds external expectations Medium Relative strength –  Static, having Quantitative 
staff with a regarding qualifications levels. a lot of similar grown over the last information regarding
managerial Likely positive effect on the organisations are three years numbers qualified.
qualification. quality of managers and struggling to meet Positive inspection 

therefore management which even minimum comments. However,
should positively impact on levels no evidence that 
staff morale, care quality and supports the link 
performance. between

qualifications and 
performance.

Weaknesses
Computer Equipment is old, slow and High Suspect other Increasing problem Staff and customer 
equipment crashes – service users do not organisations have surveys have both 

get the service they should better equipment cited computer 
and staff time is wasted systems as being poor

Figure 4.3 Strengths and weaknesses analysis – example
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Environmental scanning involves four stages: influence identification, impact assessment,
action and reporting.

Influence identification 
The first stage is to identify key environmental influences that are affecting the service
now or are likely to in future – these are likely to include some that affect:

� society in general as well as the service, for example increasing life expectancy and the
implications this has for the level and length of care required;

� the health and social-care sector generally and which impact on the service, for example
a shortage of nursing staff and the implications this will have for agency use, recruit-
ment, employment practice, costs, etc.;

� the organisation specifically and which also impact on the service, for example a deci-
sion to build a new housing estate and the implications this has for service demand,
capacity levels and service location.

It should be noted that influences often relate to two or more categories. It does not matter
which category an influence is recorded against; what is important is that it is captured and
considered. The purpose of the five classifications is to prompt, not limit thinking.

Figure 4.5 indicates some significant environmental influences relating to a service special-
ising in treating liver disease.

Impact assessment
The second stage of the environmental scan is to assess each influence using the following
questions.

i) In what way is this environmental influence likely to affect activities and/or operation? 

Now

Within three years

Three years plus

Sociological

Political

Economic

Legal

Technological

Figure 4.4 SPELT analysis
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ii) How significant will the impact of this influence be for the service?

iii) What is the probability that this degree of impact will be experienced?

For many planners this assessment is reasonably straightforward, as can be seen in Figure
4.5. In more complex situations preparing an issues priority matrix such as that advocated
by Luffman et al. (1987) can be helpful.

Action
Having identified the key influences the planner should take the following steps as
appropriate.

1. Examine these influences in detail whilst this plan is being prepared. 

2. Decide to investigate these influences in detail during the period covered by the plan.

3. Report in the plan that no immediate action is required but that the environmental
influences will be monitored. This can be appropriate where the influence is not cur-
rently strong but could become so or because the impact is sufficiently in the future
that action at this stage is considered unnecessary.

If either (2) or (3) is pursued this should be recorded in the direction part of the plan so
that progress is monitored.

Reporting
To keep the length of the main body of the plan reasonable, detailed material resulting
from the environmental analysis should be included as an appendix. The main text of the
plan should simply include:
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Categories Example environmental influences Possible implications – (related to a liver unit)

Sociological Population growth and composition, morbidity, mortality, General increase in consumption of alcohol combined 
lifestyle choices, trends in housing, care expectations, etc. with changes in drinking patterns and habits. 

High impact and high probability

Political Key policies at European, national, regional and local Changes to paternity rights and entitlements
levels – changes in spending priorities, shifts in thinking 
about organisational forms and operation, etc. Low impact and high probability

Economic Key economic trends including employment, growth, Slowdown in UK economic growth, lower than anticipated 
inflation, interest rates, government spending, central tax yield – likely pressure on public spending
and local taxation Moderate impact and high probability

Legal Legislation that is general, for example relating to Changes in licensing laws allowing for longer opening
employment and health and safety or specific to services, hours – rising number of people with premature alcohol-
service users or organisations covered by the plan. related disease.
Coverage would also include draft legislation Moderate impact and high probability

Technological Includes developments in care practice and management, Potential advances in the treatment of liver conditions.
patient treatment, new ways of working, medical 
equipment, information systems, computer equipment, etc. Moderate impact and medium probability

Figure 4.5 SPELT influences – example
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i) a general statement of how the future is seen, for example 

The future is likely to see a continued increase in alcohol-related illness, a greater range
of more technical and expensive medical treatments becoming available yet broadly
static levels of resource

and

ii) any specific points you wish to draw to the attention of the reader, such as where you
believe action is required, for example:

Of concern is the ever increasing difficulty of attracting staff given other health
employment opportunities in the region and the relatively poor remuneration package.

A4. What do we know about those that use our services and the
services we provide or commission?

As organisational plans significantly affect service users, consideration of their needs
should influence service direction and therefore feature in plans. However, it is surprisingly
common to come across plans that make little or no reference to service users, their needs
or current levels of satisfaction. 

It has long been recognised that understanding customers is vital to private-sector success
and much has been written about the importance of retaining customers, encouraging
repeat purchasing and attracting new customers. However, for many public and voluntary-
sector organisations creating and maintaining demand is rarely a problem – on the
contrary demand appears almost limitless as do customer or service-user expectations. The
combination of limited resources and limitless demand exerts pressure on managers to
increase service volume and drive down unit costs. However, this can compromise quality
to the extent that the service has little or no value. Irrespective of volume achieved, if a
service does not satisfy the needs of service users it is unlikely to represent value for money. 

Irrespective of sector it is vital to understand and respond to service users, this involving:

� deciding which service users should be targeted to receive a service;

� identifying service-user needs for each target group and deciding which are to be met;

� designing and delivering services that address service-user needs at an acceptable cost.

Service users are rarely a homogenous group; in practice they comprise subgroups or seg-
ments each sufficiently different as to merit separate attention. In the not-for-profit sector
a key decision regards which users should receive a service, or at least which sub-group(s)
the service should primarily be aimed at. Where the service is aimed at more than one sub-
group a further decision is required regarding the extent to which this should be tailored.
Where service tailoring is successful levels of satisfaction should be higher than where a
‘one size fits all’ approach is adopted.

There is no universal way of grouping service users; this should depend on context.
Common examples include grouping by age, gender and need. A profile needs to be
developed for each group, this involving the gathering of information considered to be
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useful by those planning. Figure 4.6 indicates some of the information that can be useful.

Figure 4.6 is appropriate where there is one service and a number of subgroups. However,
many situations involve multiple services and multiple user groups, in which case the analysis
is more complex. In these situations either the grid above can be replicated for each service
or a grid can be used which brings together services and groups in respect of a particular
piece of information. An example of this latter grid is included as Figure 4.7, which shows
where money is currently spent in terms of a portfolio of services and four user groups.

Gathering service-user information is challenging; however, the questions or insights this
generates often prove valuable when looking at patterns of demand, resource allocation,
etc. Figure 4.7 for example shows that:

� £136,500 of the budget (87%) is spent on service B;

� £67,500 of the budget (43%) is spent with service users in group D;

� service users in group D and receiving service B account for £60,000 of the total budget
(38%).
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Service user information Group A Group B Group C Total

Description and characteristics of each group Under 11 Years 11–18 Adult
Number of current service users 1097 562 3490 5149
Estimated number of future service users – 1200 650 3720 5570
next year
Units of service currently consumed (hours) 32800 17890 65400 116090
Trends in service usage Slow increase Slow Increase Slow reduction 
Pattern of use (e.g. frequency, length of use, 
timing, etc.) etc etc
Identified needs etc etc
Information regarding satisfaction levels etc
Expenditure by group etc
Income by group etc
Surplus/deficit

Figure 4.6 Service user summary

Group A Group B Group C Group D Total of all groups

Service A £1,000 £12,000 £0 £500 £13,500
Service B £24,500 £32,000 £20,000 £60,000 £136,500
Service C £0 £0 £0 £7,000 £7,000
Total service £25,500 £44,000 £20,000 £67,500 £157,000

Figure 4.7 Service/user analysis grid
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In isolation this information is interesting but not necessarily useful. However, if this was
combined with information regarding service-user activity it would be possible to identify
unit costs, average spend per service user, etc.

This grid can incorporate historic/current information or be used to illustrate how the
future might look taking account of anticipated changes in the environment identified
using a SPELT analysis, as explained earlier.

Central to a well-developed understanding of service users is the extent to which their
needs or wants are known. In this context a need is defined as being something which is
essential to a service user whereas a want is a way of expressing something a service user
would like.

Taking as an example a visit to the dentist, a patient might say they want an injection
whereas they actually have a need to avoid treatment pain. Recognising the need rather
than the want allows the dentist to consider other ways of minimising or avoiding treat-
ment pain which might be in addition to or even instead of an injection.

These two concepts are often confused and those planning should focus on need rather
than want. Identifying and responding to needs rather than wants is good practice as a serv-
ice user may say they want something out of habit or because they simply can not imagine
anything else being possible. How a ‘want’ is expressed may be quite different from the
underlying need from which this flows and understanding the latter can significantly change
service-provider thinking about clients and services. Failure to do this means that a need may
remain unaddressed or under-addressed and satisfaction levels are lower than possible. 

The importance of distinguishing between wants and needs is illustrated in Figure 4.8,
which relates to a coach company offering a programme of days out for retired, relatively
fit and reasonably wealthy people living in a particular town. The company has a clear
target user group in terms of age, catchment area and disposable income; one which they
have served for many years. It is easy for planners to assume that because service users
continue to purchase a service they must be satisfied and therefore the future of the serv-
ice is secure. However, continued use might simply be due to there being few alternatives
or to users purchasing largely from habit. If at any point choice becomes available, per-
sonal habit interrupted, environmental change occurs or customer expectations alter the
level of satisfaction and ultimately demand might suddenly fall. Those planning need to
know how satisfied their customers are, the underlying reasons for this level of satisfaction
and whether this is rising or falling. This knowledge will ultimately indicate the scope for
increasing satisfaction levels through changing service design and/or operation.

Being aware that a need exists does not mean that a service provider has to address it; a
decision often has to be made as to which needs a service will address and equally those it
will not. Likewise a decision is often required regarding the extent to which an identified
need is met. 
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In this example many needs are present, the relative importance of which will vary from
person to person. Each person identifies and prioritises needs differently and in effect has
a personal balance of need for which they seek satisfaction. For the service provider differ-
ent personal balances of need can be difficult to accommodate. In the example above, if
the need to feel comfortable and safe is responded to it will probably increase costs and
ultimately price – which some users will be prepared to pay. However, other users may be
more interested in a low price even if a degree of comfort and felt safety are sacrificed.
Where different balances of need exist, those planning could consider:

� focusing exclusively on a selected group(s), in the above example perhaps specialising in
a rather more luxurious service where customers are dropped at the end of their road;

� compromising and accepting that some people from both groups are likely to be less
than fully satisfied and may not repeat purchase; for some the service is a ‘bit expensive’
whilst for others it is a ‘bit uncomfortable and uncaring’;

� designing services that separately fulfil the needs of two or more subgroups.

Continuing with the coach example it would be quite easy to respond to a customer who
wants to be dropped at the end of their road. However, this is simply how the customer
articulates a deeper need ‘to feel safe from personal attack when they get back home’.
The company could decide to more fully address this need by dropping each customer at
their door and ensuring they safely enter their house before driving off. Clearly there
would be operational and cost implications associated with this level of service, which
some customers would find acceptable, while others would not.

Knowledge of service-user need helps those planning to decide which needs to address, to
generate ideas to meet these and understand the implications this has for service design
and operation. Figure 4.9 develops the previous example by identifying for three user
needs, some of the ingredients of service design and operation which the provider may
flex in order to increase satisfaction.
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Target group: Retired, relatively fit and 
reasonably wealthy customers

Service: Day trips

Expressed as wants Felt needs

I want a nice seat with a headrest I need to feel comfortable

I want to be dropped at the end of my road I need to feel safe from personal attack 
when I get back home

I want a reasonable number and length of I need to feel comfortable and relaxed 
stops during a journey about the length of time I will have to wait 

for the next stop

I don’t want to be thrown about when we I need to be safe and feel safe in the coach
go round corners

I want to be able to get on and off the coach I need to be able to do things for myself
easily

Figure 4.8 Wants and needs
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Identifying, selecting and meeting the needs of those users intended to receive a service is
key to long-term profitability in the private sector and to best value elsewhere. This is
achieved through

� avoiding offering service features that users do not need and may not even want, partic-
ularly where these incur cost to the provider;

� identifying important needs which if met would increase the value of the service at a
rate that exceeds any additional cost involved;

� identifying and targeting resources to particular groups each with their own characteris-
tic balance of needs.

Understanding the needs of service users enables the provider to target the most appro-
priate group(s), to be clear about the needs the service will meet and to organise and
behave in a way that is likely to meet need and maximise user satisfaction. 

Whilst poor service in the private sector may be punished with falling sales and reducing
profit, elsewhere service users may continue consuming a service, particularly if it is free,
simply because it is all that there is on offer.

A further characteristic of some not-for-profit sector organisations is that users are
required to receive a service they do not want. However, even where choice regarding con-
sumption has to be denied there will still be other user needs that a good service provider
should seek to meet. 

It should be noted that success involves more than meeting just service-user needs; fre-
quently there are a range of other stakeholders each with their own needs, which may
coincide, overlap or contradict those expressed by service users. A good plan will identify,
balance and prioritise the needs of all stakeholders. 

The final part of service-user analysis is to bring together the needs of the service user,
assess the extent to which the current service meets these and identify the scope for better
tailoring. Figure 4.10 shows how a simple service assessment grid can be used to capture
this information, in this instance relating to a GP surgery.
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Expressed wants Felt needs Provider ingredients

I want a nice seat with a headrest I need to feel comfortable Seat design, layout leg/head room, tray rests, 
individual lights, curtains, air flow, etc.

I want to be dropped at the end of my road I need to feel safe from personal Drop-off arrangements
attack when I get back home

I want a reasonable number and length I need to feel comfortable and Journey planning and publication of planned stops
of stops during a journey relaxed about the length of time I Clearly announced length of stops

will have to wait for the next stop Headcounts before departure. 

Sufficient time to visit the toilet and have light 
refreshments, etc.
On-board toilets, drinks, etc.

Figure 4.9 Wants, needs and ingredients

10625_C04.QXD  7/8/07  16:17  Page 28



 

A5. What do we know about others that provide similar services?

Irrespective of sector, the planning process benefits from knowledge about how the serv-
ice or organisation compares with other, similar ones.

Private-sector companies that provide similar services are usually to some degree in com-
petition and planners need to understand as much as possible about competitors in order
to find an ‘edge’. For organisations operating without a profit motive the term ‘alternative
provider’ rather than ‘competitor’ can feel more appropriate, although it should be noted
that whilst not perhaps competing for customers they may be competing for league table
position, funding, good quality staff, political support, etc.

The challenge here is to identify alternative providers that are similar, could be competing
and are high-performing. The questions in Figure 4.11 provide a framework for starting to
gather, sort and interpret information about an alternative provider.

Two problems exist; firstly, getting one or more suitable organisation to share information
can be difficult due to confidentiality, time and cost concerns. The more competitive the
relationship, the less likely it is that information sharing will be possible. Secondly, the
quality of information can be variable. In practice those planning frequently have to rely
on published sources or information gleaned at conferences, from contacts, etc.

Whilst alternative provider analysis might be difficult to undertake and there may be con-
cerns regarding information reliability, this is still worthwhile. It should be noted that in
the early years of planning, understanding about other providers is usually limited and
rather anecdotal but this can be developed over time. 
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Service user needs How needs are addressed Current shortfalls Improvement suggestions
by the service

To avoid sitting in the surgery for a For emergency appointments If there are a lot of emergency Give emergency patients an 
long while when feeling ill patients are asked to join the end patients some will have to wait for approximate appointment time 

of the morning list more than an hour to see a doctor when they ring in 

To know they can park their cars A large car park at nearby shops At busy times the shop car park is Little possibility of improvement in
safely and not to have to drive full and patients can not find a the short term – could make the 
round for ages before walking a space use of public transport and taxis as 
long way to the surgery easy as possible – leaflets, 

telephone numbers, etc.

To feel they are valued as a person By the way in which receptionists, No known shortfalls None proposed
nurses and doctors talk to patients

To feel relaxed in the waiting area Provision of reading matter, Poor PA system – can be unclear Upgrade PA system, invest in loop
comfortable chairs, clear signage, as to which patient has been facility and improve signage to
adequate PA system, etc. called consulting rooms

To avoid having to take time off Practice is currently open until Patients who work away from Open later one night a week and 
work to attend non-urgent 6.30 pm on weekday evenings home or in London have to take start a Saturday morning surgery
appointments time off work to attend surgery

Figure 4.10 Service assessment grid
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A6. What do we know about opportunities and threats?

Identifying, understanding and responding to opportunities and threats when planning is
vital as this can prompt service development, growth and improvement in performance as
well as protect against potential problems.

Four questions provide a framework for addressing opportunities and threats.

1. What are the main opportunities and threats facing the service over the next few
years?

2. What is the potential impact of each opportunity or threat?
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Aspect Comment

What services do they offer? This will help identify the range of services and the extent to which
another organisation might be comparable

How large are they? The volume of service, number of clients, financial turnover, full-time
equivalent staff, etc., helps determine whether another organisation is
comparable in terms of economies of scale

Who funds, or purchases, from them? This helps to identify whether an alternative provider needs to ‘win’ money and if 
so, from where – this may help with assessing their level of vulnerability regarding
sources of funding/income and deciding whether the organisation is likely to be 
competing

Where is their marketplace? This should establish if an alternative provider is operating in the same market 
which might mean that they are competing for users, funders, etc.

Is anything known about their future intentions? This might be gleaned from statements in the press regarding new services/new 
facilities and possible competitive activity, etc.

Why do those that use their service do so? This might help with understanding what makes other organisations attractive to 
their service users – possible scope for replication

How financially healthy are they? Using published accounts can help understanding regarding financial performance 
and how this compares

What do we know about them? This concerns how the organisation is organised and operates; quality of buildings,
staff numbers, pay and conditions, marketing, etc. This might yield ideas as to 
potential improvement areas

Figure 4.11 Alternative provider framework

Tips for success
� When identifying services/organisations for comparison make sure these are similar to

your own, and likely to be competing

� Select organisations that are similar to your own, focusing on those considered ‘high’
performers

� Assign responsibility for gathering published information about selected organisations
to members of the management team

� Create a central reference point for storing alternative provider information as it is
acquired

� Consider whether comparison should be taken a step further and benchmarking considered
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3. How significant is the likely impact of each opportunity or threat?

4. What is the likelihood that the potential impact will occur?

The starting point is to review the outcome of all the analysis to date and identify oppor-
tunities and threats considered significant. These might relate to a specific aspect of the
earlier analysis, for example an environmental influence, or be the result of the interplay of
different factors, for example an environmental influence combined with a change in iden-
tified service-user needs.

As this analysis can result in a long list of potential opportunities and threats, these should
be assessed for significance and likelihood with the important ones included in the body
of the plan. Figure 4.12 is a framework for considering opportunities and threats, in this
example relating to budget pressure in a children’s service. 

The proposed approach uses a scale of 1 to 10, where 1 is low and 10 is high, to explain
the potential significance of the threat and the likelihood that it will occur. 

The first column is used to describe the identified opportunities and threats, the second,
the potential impact on the service. Columns 3 and 4 record the significance and likeli-
hood scores. Where the opportunity or threat looks serious, column 5 should be
completed, describing possible responses. 

Without an opportunities and threats analysis planners might fail to receive early warning
of a potential opportunity or threat, in the previous example becoming aware of a budget
problem only when local politicians and/or strategic managers start to implement cuts,
reviews, etc. 

A7. What restraints affect our planning?

Most plans relate to part of an organisation rather than the whole, and those planning are
rarely free to do what they wish, however compelling they may consider their case. Plans
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Opportunity/threat Potential impact Potential Likelihood of Possible responses
significance occurrence 
(Score 1–10 where (Score 1–10 where 
10 is high) 10 is high)

1 2 3 4 5
Pressure on budgets Children services are Develop cost information
relating to children and likely to be increasingly Review high-cost service 
young people associated in the ‘spotlight’. areas
with an increased drive Pro-rata cuts, a rolling 7 8 Undertake comparison 
for efficiency in local programme of reviews with peer authorities
government and media and increased member Link plans and budgets
attention on older involvement are likely Help portfolio members 
peoples’ services  develop their

understanding of the 
service 

Figure 4.12 Opportunities and threats analysis

10625_C04.QXD  7/8/07  16:17  Page 31



 

and the actions they contain usually have to be approved by senior managers, trustees
and/or politicians, each of which will have their own view as to the purpose of the service
and how it should operate. 

A plan that fails to reflect the requirements and preferences of significant stakeholders is
likely to be rejected. In effect a set of restraints exist which can affect many aspects of the
service including target service users, purpose, organisational structure, operation, etc. 

Identifying restraints, or ‘givens’ as they are sometimes referred to, can be difficult as
these may not exist in writing and may be implicit, perhaps based on a particular incident
in the past. As restraints are often deeply embedded they can seriously limit thinking, so it
is vital that those planning know the restraints within which they are expected to operate,
and are prepared to challenge these when necessary.

If the restraints are not clear, planners have three main choices:

� ask senior managers, politicians, trustees, etc., to clearly state the restraints that should
be observed;

� state in the plan the restraints they believe exist so that those approving the document
are aware that these have affected the proposed direction and planned actions;

� plan without regard to restraints but be prepared for the document to be rejected and
the planning process extended.

If any identified restraints are considered inappropriate or unduly limiting those planning
should consider:

� challenging the restraint during the planning process;

� making the recommendations they wish in the plan even where these run contrary to
restraints;

� making the removal or lessening of a restraint an objective in the plan.

And by this point . . .

By the time those reading a plan have come to the end of the analysis section they should
have a good understanding of the environment and service, unit, etc., and how this is
expected to change over the period covered by the plan. A short summary of the analysis
section can help ensure the reader understands what you want them to prior to consider-
ing the direction proposed for this service.

Setting direction
The second main section of a plan focuses on the direction of the service, the aim being to
inform the reader as to why the service exists, what it is intended to achieve over the life
of the plan and, in broad terms, the actions intended to bring this about. 

This clarity is achieved by addressing three key questions. 
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D1. Why do we exist or act as we do?

D2. What do we want to achieve?

D3. How will we achieve what we want?

The terminology used to describe the why, what and how of direction varies according to
organisational practice, personal preference and context, as indicated in Figure 4.13.

The content of the direction section should flow from the earlier analysis, contain no sur-
prises for the reader or leave issues that have been raised earlier unaddressed. As an
example, any weakness considered important enough to be reported in the analysis sec-
tion of a plan should lead to action in the direction section.

D1. Why do we exist or act as we do?

This question is designed to elicit the purpose of the organisation, unit or service.
Answering this question can be surprisingly difficult, particularly in respect of a long-
established unit where the original reason for the service may have disappeared or those
planning have never discussed purpose. 

Many planners choose to answer this question with a succinct statement that captures the
essence of the organisation or service. However, short statements can be bland and gener-
alised, representing little more than a slogan. Other planners prefer more developed
statements but have to be careful that these do not lack clarity and impact.

In practice there are some situations where a shorter statement is useful and others where
a more developed one is needed. A logical response to this dual need is to write a longer
statement that includes a succinct expression of purpose.

The length and style of purpose statement should take into account history, context, leader-
ship style and how the statement is to be used. A matter-of-fact, realistic approach might
be appreciated by some commercial stakeholders but is less likely to motivate staff. A
deeper, more romantic style might inspire some staff whilst others may take great delight in
pointing out instances where actions or behaviour are inconsistent with the statement.

Different forms of statement tend to start with a characteristic phrase; for example one
regarding home care might start with:
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Section Common terminology

Why mission, aim, purpose, values, vision
What objectives, outcomes, goals, targets
How strategies, actions

Figure 4.13 Alternative expressions of direction
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The aim of the home care service is to...

Our mission is to be...

We have a vision for home care, for a service that...

We believe that those who use our home care service...

Figure 4.14 shows how, for a home care service, purpose might be stated using an ‘aim’
format.

The questions included in Figure 4.15 should be considered prior to preparing a statement
of purpose.

The process by which a purpose statement will be prepared should be considered carefully
and take into account available time and resources. A suggested process is included as
Figure 4.16.

Drafting a ‘good statement’ requires those involved to be clear about what they do and
don’t stand for, value, provide, etc. As an ultimately convergent process this can be partic-
ularly uncomfortable when the emerging direction differs from that preferred by one or
more of those involved in planning. It is important to allow appropriate time for issues
and concerns to be discussed, otherwise the resultant statement may not be owned at the
highest level.
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We aim to provide a range of tailored services to users in a way that promotes their inde-
pendence, secures an improved quality of life and helps them remain in their own homes.

Figure 4.14 Example purpose statement

Questions Consideration

1. How is the statement to be used? In addition to being part of the plan the statement might also be used for external 
communication, aligning staff to service aims, etc.

2. What format is to be used? Will an aim, mission, vision or belief statement be used to express purpose?

3. What style of writing should be adopted? Purpose statements can be written in a variety of styles including:
� in a relatively factual and some would say cold way, as in The purpose of the service is to…;
� more powerfully and with conviction, as in Our mission is to eradicate . . . ;
� in a deeper, more personal way, as in We believe in choice, in inclusion, in respect and all 

that we do we model these beliefs…

4. How long do you want the statement The chosen length of statement should primarily reflect how it is to be used
to be?

Figure 4.15 Preparing a purpose statement – questions

10625_C04.QXD  7/8/07  16:17  Page 34



 

D2. What do we want to achieve?

Having understood the broad purpose of an organisation, unit or service, the reader then
needs to understand what those planning intend to achieve over the period covered by
the plan. 

The answer to the question ‘What do we want to achieve?’ should be in sufficient detail
for the reader to feel able to start reaching a judgement regarding plan approval. 

The ‘what’ of planning can be expressed in a number of ways; for example as objectives,
goals, targets, measures, indicators and outcomes. Please note that for ease of presenta-
tion purposes ‘objective’ is used to describe how the ‘what’ of planning is expressed
throughout this section.

Objectives tend to fall into two main types, those that:

� are likely to feature in successive plans, for example keeping within the agreed budget;
and others that 

� appear in a plan one year and then never again, for example to reduce short term sickness
to X days per person per year or to introduce a new human resource information system
by… Once a one-off objective has been realised it should disappear from future plans.

A good ‘what’ section helps the reader understand what it is intended to achieve, facili-
tates effective management and forms the basis of rigorous performance reporting.
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Stage Comment

1 Deciding the purpose, format, style and length of This stage involves addressing the key questions provided as Figure 4.15
desired statement

2 Identification of themes, issues, ideas or words In the earlier home care example (Figure 4.14) the key elements were:
that should inform a purpose statement � tailored services;

� promotes independence;
� quality of life;
� in their own homes.
Each word or phrase suggests a value, a focus or a way of behaving 
considered important. As identifying, selecting and agreeing key terms can 
be quite difficult, sufficient time should be allowed for debate

3 Generation of alternative purpose statements Generate a number of statements

4 Selection of preferred draft statements and review Reduce the range and number of statements through general discussion and 
then review selected ones to ensure that
� ‘weak’ words or phrases such as like to, might and within the resources 

available are replaced with more positive ones such as we will. Positively 
phrased statements are usually clearer, more motivational and 
communicate determination

� each statement is consistent with the earlier analysis and that the 
purpose is appropriate, realistic and desirable

5 Initial testing, revision and selection of preferred Ask a small number of trusted colleagues to scrutinise the preferred 
statement(s) statements and challenge the content, then revise as appropriate

6 Wider testing and final drafting Subject the revised statements to scrutiny by a wider group of key 
stakeholders prior to final drafting and publication

Figure 4.16  Generating a purpose statement – process
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Many plans include objectives that are of poor quality in that they fail to be specific, meas-
urable, achievable, realistic and timed. An objective to ‘reduce costs by 5%’ might initially
look clear and measurable but further examination raises a number of questions, including:

1. Which costs are to be reduced – is this all costs or some costs? 

2. Is the reduction based on the amount spent last year, the current budget or some other
basis? 

3. Does this apply in year one of the plan, by the end of the plan or even each year of the
plan?

A better expression of this objective is:

To reduce gross revenue spending by 5% in real terms year on year taking the xxxx/xx
approved budget as the start point.

A suggested process for deriving objectives involves:

1. deciding how to express the ‘what’ of planning (as objectives, outcomes, goals, etc.);

2. identifying ongoing and important one-off objectives arising from the earlier analysis;

3. expressing the objectives in SMART terms (specific, measurable, achievable, realistic and
time related);

4. testing the objectives to see they

a) are of primary importance in that failing to achieve these would pose serious risk to
clients, the viability of the service, etc.

b) fit the organisational givens and are consistent with the purpose statement

c) flow from the earlier analysis.

When stating the ‘what’ of planning a number of common traps need to be avoided, for
example obscuring the strategic direction by including numerous operational objectives.
Such traps can be avoided by observing the following tips for success.
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Tips for success
1. Ensure stated objectives are

� Clear and measurable so they can be translated into appropriate actions and then 
monitored

� Consistent with the purpose or the organisational givens

� Possible to achieve within the time frame and available resources

� Of primary importance 

� Predictable by the reader in that they flow from the earlier analysis

2. Where a number of detailed key performance indicators relate to a service these are
often better grouped as one objective rather than individually
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D3. How will we achieve what we want?

Although by this point the reader should understand the purpose of the service and the
primary objectives, they will not how it is intended to achieve these or be reassured that
these will actually happen. 

Normally a considerable number of actions are necessary to maintain and develop a serv-
ice over the life of a plan. In order to maintain the strategic focus it is important that the
planner includes at this stage only those key actions required to achieve the objectives.
More detailed actions will appear in the action planning section of the plan and still more
in operational plans that flow from this one. This section should only capture the ‘head-
line’ actions intended to deliver the primary objectives.

A simple table such as provided as Figure 4.17 is all that is needed, this showing the high-
level actions intended to achieve each objective.

And by this point…

Having read the analysis and direction sections, the reader should now understand the con-
text within which the plan is prepared and the intended direction. However, it is difficult at
this point for the reader to be confident about approving the plan as they have a limited
understanding of the actions envisaged, the resource implications and associated risk.

Action planning
The action planning section of the plan should persuade the reader that the planned
actions have been thought through, are feasible, are likely to happen and will be successful.

The following questions are helpful in generating content for this section.

AP1. How will we ensure that the plan will happen?

AP2. What resources are needed to support the plan?

AP3. What risks are plan activities exposed to and how will these be managed?
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Objectives High-level actions

1. Reduce gross revenue spending by 5% in real terms  Start a rolling programme of zero-based budgeting on 1 July 200X 
year on year taking the xxxx/xx approved budget as the supported by an external facilitator 
start point

2. Complete a review of assessment procedures by 31 Appoint a consultant with expertise in this area to undertake this 
December 200X review

3. Investigate and report on the use of hand-held recording Commission a small team of staff led by an assistant director to 
devices by staff undertaking reviews by 28 February 200X undertake a study

Figure 4.17 High-level action summary
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AP1. How will we ensure that the plan will happen?

This question can be further broken down into three detailed questions:

� What actions are required to make the plan happen and when will these occur?

� Who is responsible for taking the required actions?

� How will these actions be monitored? 

The answers to these questions can be presented using an action plan format as shown as
Figure 4.18, which is a simple extension of the high-level action summary (Figure 4.17).

The action plan should contain sufficient detail of planned actions, timings, responsibility
and monitoring arrangements for the reader to appreciate the potential impact on the
service, staff in general and members of the management team in particular.

Completing the action plan involves the following.

� Inserting the objectives and high-level actions in columns 1 and 2 as already identified in
the high-level action summary.

� Breaking high-level actions down into more detailed actions and inserting these in
column 3. 

� Entering key dates for each detailed action in column 4.

� Stating in column 5 the name of the person responsible for ensuring that each detailed
action occurs. Usually this person will be a member of the management team although
they may delegate this to a member of staff.

� Specifying the strategic monitoring arrangements, for example regular reporting to the
management team, supervision, etc., in column 6.

A common problem with plans prepared at higher organisational level is that too much
detail is provided. The action plan is not intended to provide the full detail of how objec-
tives are to be pursued. This should be developed as appropriate in other plans such as the
training plan, team plans, project plans, individual workload plans, etc. 

AP2. What resources are needed to support the plan?

The resources needed to support the plan should be identified during the planning
process and a decision made regarding how much detail is included in the plan document.
This decision needs to take account of the context, how the plan is to be used and who
will have access to it. If the document is for internal use only, inclusion of considerable
resource detail, perhaps even the full budget, may be appropriate. With external readers,
who may not need this level of resource detail, there are normally concerns about confi-
dentiality. In many instances it is better for the plan to include only broad headline figures
and for internal readers to be referred to the budget document for financial information. 

Irrespective of where financial detail is included those preparing plans need to identify:

� the physical resources required to fulfil the plan; for example beds, staff, equipment;
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� the money required to pay for the physical resources which will either be classified as
day-to-day running expenses or one-off purchases;

� income from all sources.

This information forms the budget for year one and financial forecasts for years two and
three of the plan period.

AP3. What risks are plan activities exposed to and how will these
be managed?

Assuming the organisation already has a robust approach to risk management and that this
has appropriately informed the earlier analysis and direction sections of the document, all
that remains is to identify and address new risks associated with the actions included in this
plan. The aim here is to assure the reader that new or changed risks have been identified
during planning, that these have been considered and will be managed appropriately.

The time spent on risk management and the amount of detail provided should reflect the size,
complexity, and nature of the service, together with how this is developing. Specialist support
may be needed where the level and type of risk are significant. For many plans, however, risk
can be addressed by simply completing a grid similar to that included as Figure 4.19.

Columns 1, 2 and 3 should be used to identify the source of the risk, the nature of the risk
and likely impact. Columns 4 and 5 should be used to indicate the potential impact and
likelihood of occurrence by using a score of 1–10, where 1 is considered low and 10 high.
Column 6 should show the impact of combining potential impact and likelihood scores to
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Objectives High-level Second-level Second-level Responsible Monitoring 
actions actions action – person arrangements

key dates

(1) (2) (3) (4) (5) (6)
1. To reduce gross Start a rolling 1. Appoint external By 30/04/0X Include in monthly 

revenue spending programme of facilitator Ian Charge performance 
by 5% in real zero-based budgeting 2. Brief staff By 31/05/0X monitoring 
terms year on year on 1 July 200X 3. Develop By 31/05/0X review process
taking the xxxx/xx supported by an programme
approved budget external facilitator 4. Start first review Start 14/06/0X
as the start point

2. Complete a review Appoint a consultant 1. Prepare brief By 31/05/0X Project management 
of assessment with expertise in this 2. Procure By 31/07/0X Sue Preemo procedures
procedures by 31 area to undertake consultant
December 200X this review

3. Investigate and Commission a small 1. Prepare brief By 31/05/0X John
report on the use team of staff led by 2. Select staff By 30/06/0X
of hand-held an assistant director 
reporting devices to undertake a study 
by staff 
undertaking

Figure 4.18 Action plan
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give a total risk score – the closer this figure is to 100, the more serious the perceived risk.
The final column is used to indicate the intended approach to managing this risk.

Summary

Once drafted the plan and the budget should be submitted together for discussion and
negotiation, edited if required and approved. By the end of this process potential readers
should have a document that is clear, useful and which contains sufficient information to
address their particular needs. As this can be quite challenging, it is not unusual for plan-
ners to decide to prepare two or more versions of the plan containing different levels of
detail, written for different audiences.
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Source of risk Description of Description of Impact Likelihood Risk score Planned
(e.g. primary risk likely impact severity (score (score 1–10, (Column 4 x actions
objectives, 1–10, where where 1 is Column 5)
environmental 1 is low and low risk and 
scan) 10 is high)) 10 is high)

(1) (2) (3) (4) (5) (6) (7)
Objective. To reduce Zero based reviews Budget will be Use organisational 
gross revenue fall behind schedule overspent approved project 
spending by 5% in due to poor Unit costs may be 8 9 72 planning 
real terms year on management higher than methodology
year taking the planned
2007/08 approved Service cuts may Monthly progress 
budget as the start be imposed reviews with 
point Adverse publicity assistant director

Budget 
management may 
be taken back to 
centre

Failure to find 2% As above 6 9 54 Include external 
cost reduction representation to 

challenge thinking
Brief team 
thoroughly and 
undertake training 
needs analysis

Figure 4.19 Risk analysis
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Chapter 5
Budgeting and financial
management

Introduction
In a general sense everyone who works for an organisation has some responsibility for and
involvement in financial management. The Chartered Institute of Public Finance and
Accountancy (CIPFA), the accounting institute to which many public sector accountants
belong, state in their good practice guide relating to financial regulations (CIPFA, 2001) that

all members and staff have a general responsibility for taking reasonable action to provide
for the security of assets under their control, and for ensuring that the use of these
resources is legal, is properly authorised, provides value for money and achieves best value.

In addition, many employees are also directly involved in financial management, through
being responsible for a budget, issuing purchase orders, passing invoices for payment,
receiving and banking income, etc. 

This chapter introduces financial management, which is part of the wider context within
which budget management takes place.

Introduction to financial management
Although many textbooks use the term ‘financial management’, few authors offer a defi-
nition. The contents pages of finance books are evidence that this subject is broad,
typically including:

� financial reporting;

� managing working capital, banking and investments;

� financial control, audit and risk;

� budget preparation;

� budgetary control;

� acquiring funding;

� cost accounting, short- and long-term decision-making;

� performance management;

� project and investment appraisal.

41
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Financial management involves the intelligent use of financial tools and processes in sup-
port of the organisational vision. Service managers encounter financial tools and processes
and therefore financial management, when:

� completing plans and exercising managerial control, including budgeting;

� reporting performance, including financial measures such as unit costs;

� making decisions, these incorporating cost and other financial information;

� assessing and managing risk to service users, staff, the organisation and society of loss
or fraud, involving financial regulations and procedures;

� reviewing economy, efficiency and effectiveness.

Consistent with the breadth of financial management is a wide range of related compe-
tencies needed to run a successful organisation, as possessed by organisational staff
and/or external advisors. In rare circumstances one person may possess all the required
competencies but more typically and desirably, these responsibilities and competencies are
dispersed throughout the organisation.

Sound financial management relies on a three-way partnership between accountants,
administrative staff and managers; each with their own role, yet dependent on the others.
Figure 5.1 summarises the typical contribution expected from each party, the overlaps
indicating integrated working – in this example these could be developed further. In prac-
tice the size of each circle and the extent of overlap reflect the approach to financial
management found in an organisation. Decentralised organisations have a relatively large
managerial circle and smaller accountant circle, whilst the opposite is true where a cen-
tralised approach is favoured. Irrespective of the adopted approach, the extent of the
administrator contribution and therefore the size of their circle tends to remain the same.
However, where the administration actually takes place often reflects whether the
approach is centralised or decentralised, tending to be at the centre for the former and
within departments or service areas with the latter.

Arguably some aspects of financial management should be personally undertaken by man-
agers whilst other aspects are better completed by accountants or administrators. Care
needs to be taken to avoid duplication, gaps or an inappropriate sharing of duties, for
example where accountants undertake aspects of budget management that should be
part of the manager’s role. An inappropriate sharing of duties can arise where a manager
fails to engage in budget matters, where organisational leaders expect accountants to
‘balance the books’ and where accountants fear they will be held to account for over-
spends that lie outside of their control. 

Managers need to be competent in those aspects of financial management they personally
undertake, whilst in respect of those aspects undertaken by accountants, they merely need
sufficient understanding to interpret the information they receive, contribute ideas and
express views as required.

This text concerns just two of the above aspects of financial management: budget prepa-
ration and budgetary control, these being ones that managers tend to encounter early in
their career.

Chapter 5 Budgeting and financial management
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Although financial management should be an integral part of general management this is
not always the case, particularly in the public sector. Failing to integrate often results in:

� plans that do not reconcile with budgets;

� judgements regarding performance being based largely on budget information;

� crucial strategic decisions made using incomplete or poor quality information.

Reasons for a lack of integration stem from:

� a tradition in this sector of failing to recognise the relationship of cost with activity;

� continued pressure to achieve high service volumes and efficiency often ‘encouraged’ by
across-the-board cuts;

� insufficient engagement of managers in financial matters with a consequential over-
reliance on accounting staff.

Importance of financial management 
There is no ‘magic formula’ for ensuring effective financial management and organisa-
tional leaders have to choose whether to:

� make decisions regarding financial management as and when required;

� think strategically about financial management.
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AdministratorsAccountants

Managers

Managers understand the
environment, clients, professional
values, the way services operate
and how the quantity and quality

of service affects resource
requirements and the financial budget

Administrative staff operate the
accounting systems, generate 
and code documents, reconcile

and maintain records and generally
support managers and accountants

Accountants ensure relevant
legislation and technical rules

are observed, manage the
accounting system and provide

financial information, advice
and support

Figure 5.1 Key player involvement
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The former approach leads to dated, ad hoc, inconsistent and often contradictory
approaches to financial management which in turn can lead to:

� low value for money due to poor resource allocation, monitoring and management;

� financial loss for service users and the organisation;

� relatively low protection for individual staff who may be exposed to false accusations of
fraud or poor financial management;

� a lack of evidence that the organisation is managing resources in a safe and wise way;

� poor use of time with organisational leaders increasingly involved in financial trou-
bleshooting rather than pursuing the purpose of the organisation;

� poor compliance with the principles of good governance and reduced public confidence
and support for the organisation;

� finance being seen as technically difficult, shrouded in mystery and therefore better
undertaken by finance staff – this leads to undue dependency on accountants and man-
agers who become increasingly disengaged and disempowered;

� managerial ‘game playing’ focused on ‘working the system’ rather than the service. 

Over time the decisions made regarding financial management form a framework within
which the rest of the organisation operates. Whatever frameworks are set, managers can
be relied upon to engage in practices that minimise any adverse effects for their cost
centre. These practices, whilst entirely predictable and understandable, are often not in
the best interests of other parts of the organisation, the organisation as a whole or even in
the long-term interest of the manager concerned.

Practice regarding financial management is also affected by the quality of information sys-
tems and the behaviour of politicians, senior managers and finance staff. If information is
of poor quality or behaviours inappropriate, these budget managers will in turn behave in
predictable ways to protect or promote their service. Figure 5.2 provides three examples of
poor frameworks and behaviours together with typical managerial responses.

It is not in the best interest of service users, the organisation or society for service man-
agers to engage in game-playing and organisational leaders are responsible for developing
an approach to financial management that minimises the likelihood of unhelpful or inap-
propriate managerial practices.
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Poor frameworks, systems and behaviours Typical managerial responses 

Money that is unspent at the end of the year being Budget managers ensure they do not have unspent money by 
taken away from the budget manager and future engaging in a ‘spending spree’ in March
budgets reduced accordingly

Budgets that appear to be underspending during the year are Budget managers will ensure spending is high early in the year, may 
‘raided’ by line managers and the proceeds given to overstate commitments, massage estimates of the year-end financial 
overspending managers position, etc.

Draft budgets are cut by 5% to encourage economy and Managers will ask for more budget than they need, knowing they will
efficiency get less than they ask for

Figure 5.2 Typical responses to frameworks, systems and behaviours
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To avoid the above and other unhelpful behaviours, leaders of organisations should devote
attention to determining how financial management will occur in the future and ensuring
that this is consistent with the overall recipe for organisational success. 

Main elements and evolution
Effective financial management requires good frameworks, high-quality systems, compe-
tent staff and appropriate behaviour from all those involved, as shown in Figure 5.3.

The frameworks, systems, competent staff and behaviours of those involved in financial
management need to be consistent with both the purpose and culture of the organisa-
tion. Furthermore, the overall approach to financial management needs to flex easily in
response to environment changes.

Frameworks
Whilst leaders of organisations may have significant freedom to determine the approach
to financial management, they do need to recognise:

� external factors such as legislation, regulation, accounting convention and funding-
agency requirements;

� internal factors including the values and preferences of politicians, senior officers and
accountants.

In practice organisations use a number of frameworks to determine how managers will
undertake budget management. The structure and scope of responsibility, roles and
responsibilities, financial regulations and procedure notes, and plans, are examples of such
frameworks, and are explored below.
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Financial practice

Managerial

Appropriate
frameworks

Leader
behaviour

Accountant
behaviour

External
influence

External
influence

Behaviour

Effective
systems

Competent
staff

Figure 5.3 Financial management – overview
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Structure and scope of responsibility

Organisations tend to be divided into departments, services, establishments, etc., each of
which is the responsibility of a manager who will plan and control activity. Typically these
managers will also have a degree of financial responsibility, the nature of which can vary
significantly within and between organisations. Information about costs will be recorded
in a way that can be traced to these areas of responsibility, often referred to as cost cen-
tres, defined by Drury (1994) as being ‘where managers are accountable for the expenses
under their control’.

Organisational leaders have considerable freedom regarding the cost centre structure and
the associated range of budgets. The scope of budget responsibility ranges from manag-
ing a limited number of budgets, typically those over which the manager can exercise
some degree of control, to full budget responsibility where managers manage budgets
that cover the cost of all the physical resources they use, irrespective of whether they can
exercise direct control. Figure 5.4 illustrates both limited and full responsibility situations. 

Ultimately the scope of budget responsibility is determined by politicians and senior man-
agers who vary in their willingness to relinquish the associated power.
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Budgets for which the
manager is accountable

Costs are likely to be
controllable

Limited budget
responsibility

Full budget
responsibility

Budgets managed
elsewhere in the

organisation

Budgets for which
the manager is
accountable

Costs include
 those controllable

by the manager
and others

controlled elsewhere

= Total cost =+

Figure 5.4 Extent of responsibility

The following table identifies four budgets relating to a residential home for older people
– to what extent do you think the manager might be able to control expenditure?

Budget Not able to control Limited control Good level of control Full control

Rent

Heat and light

Food

Equipment

ACT IVITY 5 .1
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For many managers rent costs are totally outside their control, at least in the short term,
whilst the level of control they have over other costs will depend on the framework within
which they are required to manage. Taking equipment as an example, financial regulations
might be set so as to allow full managerial control, partial managerial control or make this
expenditure virtually uncontrollable by the budget manager.

Figure 5.5 illustrates how financial regulations might be set in a way that severely limits
managerial control.

Managers of cost centres are usually required to meet a simple financial target – to keep
within budget. Those with more extensive responsibility may find they are also required to
achieve a target unit cost.

Whilst many social care and health managers are responsible for a cost centre, a few are
actually responsible for a profit centre, defined by Drury (1994) as being ‘where managers
are accountable for sales revenue and expenses; for example a division of a company that
is responsible for the selling and production of a product’. Whilst profit centres are more
commonly found in the private sector this type of responsibility can be found in the public
and voluntary sector; for example, where the public are charged a fee for a service or
where one part an organisation ‘sells’ a service to other parts, e.g. a design and print unit.

Although referred to as a ‘profit centre’, in practice in the public and voluntary sectors the
manager may only be required to balance income and expenditure or even to keep within
a target loss figure. The definition of what constitutes a profit centre does not therefore
depend on the intended or actual financial outcome nor is it simply to do with having
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Manager is not able to
transfer money into the
equipment budget to
fund one-off larger

purchases

Manager can only
purchase from

nominated suppliers

Manager is unable to
carry unspent money

forward

Manager can only
purchase approved

items

Manager needs approval
for purchases over a

certain value

Figure 5.5 Control factors – equipment

Identify three budgets from within your cost centre and describe the extent to which
these are controllable.

What changes would need to be made to financial regulations or other frameworks to
increase your level of local control?

ACT IVITY 5 .2
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responsibility for income; indeed many cost centres have minor sources of income, for
example from charging staff for making private telephone calls.

Profit centres tend to share a number of characteristics including that:

� income is usually a significant element in financing the service;

� income is not guaranteed or predictable and has to be ‘earned’ from customers, pur-
chasers or grant-givers;

� a failure to generate budgeted income might well lead to the cessation of the profit
centre;

� the manager tends to worry about the volume of work and price they charge as much, if
not more than they do about the level of expenditure;

� business planning rather than service planning is appropriate;

� the manager might be allowed to carry any surplus funds over at the end of the year or
set a deficit against earlier surpluses – this depends on the financial regulations of the
organisation and does not automatically apply;

� performance reporting tends to be similar to that found in the private sector;

� overall ‘bottom line’ financial targets are likely to be set in terms of surplus, deficit or
break-even.

Roles and responsibilities

A clear allocation of financial roles and responsibilities is crucial to effective financial man-
agement. These roles include budget management, income collection and recovery, petty
cash management, order processing, inventory management, stock control, etc.

Financial responsibilities should be included in job descriptions and the organisation
should maintain a register that shows for each budget the name of the manager responsi-
ble. Each budget manager should:

� be aware of the financial responsibilities related to their job;

� understand how their financial performance will be measured;

� know the regulations relevant to their responsibilities;

� possess the competencies associated with the effective discharge of their role.

Financial regulations and procedure notes

Financial regulations specify what managers must and must not do and procedure notes
set out how to comply with these regulations in a consistent, efficient and effective way.

Financial regulations and procedure notes form a vital part of internal control and compli-
ance with these should be routinely checked to reduce the risk of financial loss, fraud,
inefficiency and harm to staff.
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Plans

Financial management should be an integral part of service management. As explored ear-
lier, plans are the means by which direction and intent are described and the budget is
simply the financial expression of the cost of acquiring the use of the physical resources
needed to provide the planned service or activity. The plan therefore becomes a vital
framework for budget management in particular and financial management in general.

Unfortunately in practice plans and budgets are often poorly linked, which makes perform-
ance management difficult and leaves the manager particularly vulnerable to pressure to:

� cut planned expenditure whilst maintaining service volume and quality;

� increase service volume and/or quality but within existing budget levels;

� cut expenditure levels whilst increasing service volume and/or quality. 

Repeated yielding to any of these pressures should be impossible otherwise ultimately the
result will be a service that provides infinite volume at maximum quality, but which
requires no resources – a neat trick. Even if in early years of financial constraint some sav-
ings may be possible without adversely affecting the service, a point will be reached after
which further savings can only be achieved by: 

� reducing service quality, probably initially in areas not reflected in service standards or
performance indicators;
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Find the financial regulations of your organisation and any associated procedure notes.*

By reference to your job description and current work responsibilities read those parts of
the financial regulations and associated procedures that apply to you.

Note below any areas that you are not clear about, ask the relevant person for clarifica-
tion and record the outcome.

Areas of clarification Outcome

* Whilst most organisations have financial regulations or the equivalent, fewer have written procedure notes at
least within a single definitive document.

ACT IVITY 5 .3
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� staff ‘volunteering’ to work in excess of contract hours without pay, in effect offering a
hidden personal subsidy arising from a personal commitment to service users, fears
regarding job security, or in the mistaken belief that this is only a short-term necessity;

� passing expenses to the next generation of taxpayers, for example by allowing buildings,
equipment and other resources to quietly deteriorate.

If this pressure is replaced by plan and budget integration then a reduction in allocated
resources is balanced by a reduction in the quantity and/or quality of planned activity – an
honest and transparent approach. 

Effective systems
Effective financial management requires good-quality financial and service information.

The principal source of financial information is usually the main accounting system, as
operated by finance staff, and which processes vast quantities of transactions each year.
However sophisticated this system may be it is unlikely to satisfy all the financial informa-
tion needs of managers who therefore inevitably maintain some local systems, for example
in respect of official orders placed for which invoices have not been paid, grant claims, bid
information, unit cost data, etc.

Increasingly public service managers are asked for information that requires finance and
service data to be combined, as for example with unit costs. This is quite a challenge, par-
ticularly as separate systems still exist in many organisations.

High-quality financial information requires well designed and correctly operated systems.
Regulations, procedure notes and compliance monitoring help ensure that these remain
effective.

Competent staff
Successful financial management requires that everyone involved is competent, which in
turn necessitates the regular review and addressing of individual development needs asso-
ciated with financial frameworks, systems, processes and financial techniques.

Unfortunately, expenditure on developing financial competence is often allocated to meet-
ing the needs of managers and accountants rather than administrators. The lack of training
for administrative staff can lead to inconsistent practice across an organisation and with
accountant development tending to focus on updating technical knowledge it is only man-
agers that are likely to consider financial management as it relates to their service.

Financial management is far from just a collection of processes or techniques. Success depends
on accountants, administrators and managers understanding and valuing each other and
being able to collaborate to provide good-quality financial and management information.

Chapter 5 Budgeting and financial management

50

What arrangements exist within your service for checking that staff comply with financial
regulations?

ACT IVITY 5 .4
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Chapter 6
The budget manager role

Introduction
The following material examines the role of budget manager by reference to the degree
of decentralisation within the organisation and whether budgets are devolved or dele-
gated. The nature of responsibilities and rights is also explored, as are the associated
financial competences.

Decentralisation, devolution and delegation
Whilst the budgets of a very small organisation may be managed effectively by one
person, this approach is not normally possible or appropriate for larger and more complex
organisations; a degree of decentralisation is usually required, this defined by Bean and
Hussey (1996) as being:

Where the control of budgets is disaggregated from the centre and allocated to other
areas of the organisation such as departments, divisions, branches, etc.

Organisational leaders determine both the extent of decentralisation within the organisa-
tion and the nature of managerial responsibility, this normally being either devolved or
delegated in nature.

Devolved budget management is defined by Bean and Hussey (1996) as being:

The process whereby budgets are devolved to an individual who becomes the budget
holder and who will be totally responsible and accountable for that budget. Ideally
management and financial responsibilities are aligned such that the budget holder is
accountable for the financial implications of his/her management decisions.

The term ‘totally responsible’ is important and needs qualification. The devolved budget
holder is responsible for taking any action that is within their authority, otherwise they have
a responsibility for escalating the situation by alerting their line manager as soon as possible. 

The delegated approach is defined by Bean and Hussey (1996) as being:

Where budgets are delegated to nominated budget holders who are responsible for
monitoring the budget, but are not accountable for the budget as they will have little
or no control over its construction and its usage.
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By comparison with devolved budgeting, delegated responsibility is limited with the
budget holder simply required to:

� spend an allocated budget on agreed types of purchase, broadly in line with an antici-
pated pattern of expenditure throughout the year;

� regularly monitor the budget, investigate and report problems to the person who actu-
ally holds devolved responsibility.

In larger organisations there may be considerable decentralisation of budgets, some of
which are devolved, others delegated. 

Although both the devolved and delegated approaches are valid and can be effective, in
recent years devolution has become more fashionable. However, it is quite common to
find organisations that claim to have devolved budgets when the practice is really a con-
fused and ineffective combination of devolution and delegation, a form of
pseudo-devolution. 

Figure 6.1 summarises the main differences between devolved and delegated approaches
and compares these with pseudo-devolved.

For the devolved budget manager the budget represents a financial target which, as with
other targets, they should understand and believe to be fair, yet challenging. A reasonable
expectation therefore is that a devolved budget manager will have adequate opportunities
to be involved in budget preparation, negotiation and control. 

Having a reasonable degree of freedom to act, which might include for example the ability
to move money from one budget to another or choice as to where purchases can be
made, is also important to managers with devolved responsibility. 

Involvement in budget preparation and negotiation is much less important to the delegated
budget manager. As their responsibility is less onerous it is acceptable for a delegated budget
manager to be given a budget together with guidance regarding the purpose for which this is
to be used. The main task of the delegated budget holder is to periodically examine the budget
position, investigate problems as they arise and alert their line manager to under- or over-
spends that exceed a predetermined amount. Subsequent action in response to the budget
position rests with the manager who has delegated this responsibility. 

Limited freedom to act is appropriate to delegated responsibility as in effect the manager
is only administering the budget.

With pseudo-devolution the manager is made to feel fully responsible for achieving the
budget whilst denied involvement in preparation. The manager is left unaware of the
assumptions underlying the budget and suspicious that it may be insufficient to resource
the plan. This problem is compounded where the budget manager has little freedom to
react to emerging budget underspends or overspends. Whereas budget devolution causes
power to shift down the organisation, with pseudo-devolution, it is stress rather than
power that is devolved.

Chapter 6 The budget manager role
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Financial responsibilities
For many managers budget management is their main but not necessarily only financial
responsibility. Managers in different service areas and at different managerial levels may
have quite varied financial responsibilities, the full extent of which should be clear from
their job description.

Effective budget management is dependent on politicians, leaders and accountants
acknowledging and responding to the rights of the budget manager, the number and
nature of which vary according to whether responsibility is devolved or delegated.

Figure 6.2 suggests some of the responsibilities and rights relevant to a devolved budget
manager operating at a relatively low organisational level. It should be noted that the
‘rights’ associated with budget management are not widely recognised, at least formally,
within organisations.

The approach to financial management should be regularly reviewed to ensure it supports
the intended culture of the organisation. This review should also consider the responsibili-
ties and rights of budget managers.
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Figure 6.1 Approaches to budget management 
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Financial responsibilities Financial rights
Your are responsible for You have the right to

� Reading and ensuring you understand and � Know if you are a budget holder and to 
keep up to date with financial regulations be aware of the quantity and quality of
and procedures service to be achieved with the approved

budget

� Participating fully in budget preparation � Know the nature of your financial 
responsibility and the performance 
target(s) that apply.

� Undertaking monthly budget monitoring � Be properly involved in preparing, 
and year-end projecting, taking action as negotiating and agreeing a challenging
required to keep within the approved budget yet achievable budget 

� Alerting senior managers and finance staff � Know the amount of your budget before 
at the earliest opportunity to actual or the financial year starts
projected budget under/overspends, 
fraud, etc.

� Ensuring that relevant information informs � Be consulted before any changes are 
plans, funding bids, performance made to the agreed budget during the 
management and decisions year

� Discharging other financial duties in a � Receive advance notice of planned 
timely and professional manner, charges to your cost centre and have the 
e.g. grant claims, invoice raising opportunity to check, challenge and

agree to these

� Monitoring observance of financial � Be informed of the financial regulations 
regulations and process and procedures within which you are 

required to work

� Pursuing value for money � Receive relevant, clear, accurate and 
timely budget information and advice

� An appropriate level of training and 
development prior to assuming financial 
responsibility

Figure 6.2 Responsibilities and rights

In respect of your service area identify the budget manager.

i) Establish whether they have devolved, delegated, or pseudo-devolved responsibility.

ii) Identify their formal responsibilities with regard to budget management.

iii) Establish or propose a set of rights appropriate to their responsibilities.

iv) Reach a view as to whether their rights are observed by the organisation.

ACT IVITY 6 .1
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Financial competencies – managers
The breadth of financial competence needed by managers depends on the approach to
finance within the organisation, their managerial level, whether budget responsibility is
devolved or delegated and the level of support received from accountants and administra-
tive staff.

Depending on their responsibilities managers should be able to:

� prepare a budget;

� monitor a budget;

� prepare year-end forecasts taking effective action, including as necessary escalating
budget issues within the organisation.

In addition they should understand the:

� role, responsibilities and rights associated with their post;

� financial regulations and procedures within which they are expected to work;

� budget-reporting process and budget reports;

� political and behavioural aspects of budgeting. 

Budget managers should periodically review their competence in the light of anticipated
changes in the external environment and their future responsibilities. This later point
encourages a manager to start preparing for their next financial role, which will often be
more strategic, broader and complex.

At a more strategic level effective management may involve the use of specialist financial
techniques and require a deeper understanding of financial management. Reassuringly per-
haps, senior managers do not need to train to become accountants; as their roles become
more onerous the level of technical support received from finance specialists should
increase. It is important however that the manager resists the temptation to transfer
responsibility for finance to accounting staff and has a broad understanding of financial
techniques, can participate in their use and sensitively interpret and act upon the outcomes.
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Chapter 7
Budget preparation

Introduction
This chapter defines budget management, provides an overview of the main processes
involved and details different ways in which budgets can be prepared.

Definitions
For the purpose of this text budget management is defined as:

The total process by which budgets are prepared, negotiated, monitored and acted upon.

An expenditure budget is defined as:

The estimated cost of acquiring the use of the physical resources needed to pursue the
actions planned to achieve the objectives, and ultimately the mission of the
organisation.

And an income budget is defined as:

The estimated fees, charges, grants or other funding associated with the provision of
one or more services or activities.

Two aspects of the above definitions are important. Firstly, budgets reflect a chosen view
of the future and it follows that to some extent they will probably be incorrect. Secondly,
there is an assumed link between the budget and the plan.

Whilst budgets can be expressed in units of physical resources, e.g. staff hours, miles, etc.,
they are more commonly expressed in financial terms and fall into two main types: those
concerned with day-to-day running expenses and income (revenue) and those concerned
with the purchase of items broadly expected to last more than one year (capital). 

Figure 7.1 illustrates how in practice planning and budgeting are often managed as two
separate processes, with the attendant risk that these produce different and unreconciled
views of the future.

A charitable view is that this poor linkage results from the difficulty that managers in the
service sector have of identifying how much physical resource is required for a certain level
and quality of service. An alternative view is that if the linkage is denied or unclear, senior
managers, politicians and society are free to demand ever higher levels and standards of
service whilst maintaining or reducing resources.
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As argued previously, plans and budgets should be integrated, with both appearing as a
single document or alternatively as two documents that dovetail. Figure 7.2 shows the
integrated process in which physical resources clearly feature.

By comparison, physical resources tend not to be taken into account in either the plan or
budget, where separation is the practice.

Knowledge of the quantity and quality of physical resources needed to fulfil a plan and to
calculate the budget is the key to integration. Budget management involves two major
processes: preparation and control, as shown in Figure 7.3, which also shows that these
link with activity management which incorporates planning.
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Figure 7.1 Separated processes
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Figure 7.2 Integrated processes
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Budget preparation involves calculating, negotiating, revising and agreeing the budget.
Budgetary control involves checking, investigating, projecting and acting. The two
processes of preparation and control should be managed so as to maximise learning;
sound preparation should lead to learning that will assist with future budgetary control
and control should lead to learning that will help when preparing the next budget.

An effective approach to budget management will:

� stimulate and improve service planning, co-ordination and control across the organisation;

� help ensure that plans are honest and realistic given the level of available resource,
thereby minimising the risk that quality will be eroded;

� encourage the discussion of service priorities.

Unfortunately the practice of budget management is often poor and organisations fail to
realise these potential benefits.

The budget cycle
Organisations tend to engage in similar patterns of budget management activity during
the year, due in part to many of them working to the same financial year, which runs from
April to March. However, the precise timings of the stages involved vary to reflect the size,
complexity and approach to budget management. 

In larger organisations the budget cycle for a particular year spreads over approximately
two years, starting nine or more months before the year in question and concluding
approximately three months after, as indicated in Figure 7.4.
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Figure 7.3 Budget management in context
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Budget and planning cycles should be similar and certainly link, the process for which
should start with high-level discussions regarding the likely future environment as
informed by the SPELT analysis. This will include factors such as anticipated pay settle-
ments, inflation rates, interest rates, government grants, financial implications of new
legislation, etc. The information derived from SPELT allows those planning to reach an ini-
tial view of ‘how next year might look’ in terms of likely overall resource levels and budget
pressures. Once this future view is known, detailed plan and budget preparation com-
mences and a cycle of preparation, negotiation and revision is repeated several times as
grant settlements, likely inflation, etc., become clearer, closer to the start of the budget
year. Budgets and service plans often therefore need to be fine-tuned prior to formal cor-
porate agreement or approval.

Final plan and budget approval occurs almost immediately before the budget year starts
and the manager’s attention turns to performance monitoring, including budgetary con-
trol. Budgetary control is normally undertaken on a monthly basis and involves assessing
and responding to the financial position to date and as anticipated for the year end.

Towards the end of the budget year and continuing into the early part of next year, atten-
tion shifts to closing the accounts, a process that ensures all income and expenditure
relating to the budget year is identified and coded to the correct budgets. Closure, which
is largely a technical exercise, tends to involve finance staff and administrators more than
managers and results in the preparation of the final set of accounts.

In recent years two changes to the traditional budget cycle have occurred. Firstly, local
authorities have been required to close accounts more quickly so the whole cycle ends ear-
lier than it used to. Secondly, the preparation process tends to start earlier due to continued
pressure on resources and greater complexity associated with increased partnership work-
ing. In some organisations the planning process is now continual with regular
environmental scanning and modelling of financial impact, particularly at a corporate level. 

Multi-agency working, which frequently involves resource sharing, means those planning
need to time the multi-agency planning and budget preparation process so that it fits the
cycles of different agencies. Failure to co-ordinate can leave a multi-agency team submit-
ting a resource request for next year that is too late to be considered in the current round
of agency plans and budgets.
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Figure 7.4 A typical budget cycle
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Budget preparation
When preparing budgets one important aim is to ensure that planned activity can be
resourced. As managers are rarely happy to reduce the quantity or quality of services they
manage, there is a risk that they may accept or even propose a budget that is insufficient
for planned activity, preferring to hope it will all ‘work out’ rather than confront the
potential need for service reductions. Whilst occasionally luck or improvements in opera-
tion enable a plan to be achieved with fewer resources than originally estimated, it is more
likely that a failure to confront budget problems will lead to:

� overspent budgets at the year end;

� lower than planned volumes of service, which allows the manager to keep within
budget but will probably result in higher than budgeted unit costs;

� a fall in the quality of the service which will probably be noticed by service users but not
necessarily acknowledged within the organisation;

� action that will have a negative long-term impact, for example failing to adequately
maintain buildings or to develop staff;

� further increased pressure on staff which, in the longer term, may have cost implications.

There is a need for senior managers, political leaders and society to own the relationship
between planned service provision, resource consumption and cost. If there is a wish to devote
less money to a particular service the outcome of this needs to be recognised and owned at all
organisational levels – pretending that the level of quantity and quality of service can be for-
ever maintained whilst the level of resource is reduced year on year is unsustainable. 

The first stage involved in budget preparation is calculation, this usually involving finance
staff preparing an initial version of the budget based on the existing budget adjusted, or
not, for the effects of inflation and other cost pressures between the two years. In those
organisations that fail to engage devolved budget managers in budget preparation or
where these managers lack competence or confidence, there is a danger that this initial
version of the budget will be accepted, perhaps in the belief that as it was prepared by an
accountant, it will be reliable. It is essential that devolved budget managers check any
budget figures given to them to see if these look reasonable, either by independently cal-
culating the resources they think they need or, at least, by reference to their experience of
budget under- or overspends. Whilst arguably delegated managers do not need to be
engaged in preparation it is still good practice for them to be consulted as it builds their
understanding of the assumptions underpinning the budget and helps prepare them for
more onerous responsibilities later in their career.

Budgets are financial targets and should be challenging yet realistic; qualities achieved
through rigorous negotiation between the budget manager, their line manager and ultimately
politicians, trustees, etc. To be effective in negotiation the budget manager needs knowledge
of the service, planned activity and the relationship this has with physical resources.

Either the plan and/or the budget may need revision as a result of negotiation, this con-
cluding with agreement as to the level of funding which should now be sufficient to
resource the planned service.
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As a consequence of poor preparation, budget managers are often unsure of the basis
upon which the budget is prepared and unaware of whether the amount is adequate. This
can lead to any of the following.

� A lack of commitment to stay within the approved budget amount.

� Stress and fear.

� Managers being unduly prudent and restricting spending early in the year to be on the
‘safe side’. The resultant underspending, which may have been gained as a result of
restricting service provision, is then corrected with a year-end ‘spend up’ which often
represents poor value for money.

� Poor behaviour, game-playing and low morale.

Budget calculating
There are two broad approaches to preparing a budget: rational and historic. Rational
approaches attempt to relate financial budgets to physical resource requirements, which
in turn reflect the volume and quality of planned service. Rational approaches include
policy-based budgeting, thematic, plan-led, needs-led, zero-based, etc. 

Whilst a case can be made for rational budgeting this is a time-consuming process that is
likely to yield little benefit if done each year, particularly in respect of services that are rela-
tively stable.

With historic, or incremental budgeting as it is often known, a future budget is based on
previous actual figures or more likely the existing budget.
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Tips for success
In order to be successful in budget preparation:

� managers should be properly engaged and able to reach a view as to the adequacy of
the budget;

� sufficient time should be allocated to the budget process;

� there needs to be integration with the planning process and sufficient time allowed for
detailed work and coordination;

� managers should have an opportunity to negotiate;

� the negotiation stage should be challenging;

� any decision to reduce or cap a budget should be accompanied by those involved owning
the resultant implications for the service and adjusting planned activity accordingly;

� discussion with a line manager should take place, where appropriate, leading to budget
revision and clear notification of the approved budget.
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In practice most organisations use a mixture of rational and historic techniques, skewed
towards the historic. Whilst rational budgeting may be used for new services or as part of
a fundamental review, historic budgeting will tend to be used elsewhere. Most organisa-
tions would benefit from increasing the proportion of budgets prepared on a rational
basis, adopting a rolling programme whereby all budgets are completed on this basis one
year in three with an historic approach used for the other two years.

Irrespective of whether a rational or historic approach is adopted, all budgets comprise
two elements:

� the volume of physical resource to be purchased (e.g. the number of staff to be
employed);

� the price (e.g. annual salary plus employer’s national insurance and pension contributions). 

These two elements are evident where rational budgeting is used but the process of his-
toric budgeting obscures this, particularly where this simply involves adding an inflation
factor to a previous budget figure.

Rational budgeting

The financial calculations associated with rational approaches to budget preparation are
typically straightforward. However, estimating the quantity of physical resources required,
on which the financial budget is based, can be difficult and requires considerable profes-
sional and service knowledge. 

There are a number of different forms of rational budgeting including plan-led and zero-
based, both of which are outlined below.

Plan-led
The case for integrating the planning and budgeting processes has been made earlier, the
link between these being an estimate of the volume of physical resources required to sup-
port the plan. 

As the most important factor in budget preparation within voluntary and public-sector
organisations is usually the overall level of available resource, it is sensible to get an early
indicator of the overall budget situation. This indication, which allows those planning and
budgeting to be realistic about their aspirations and therefore their plans, should result
from a high-level environmental scan and be communicated as general planning informa-
tion or issued as a planning given.

Zero-based
In mature organisations it is common to find budgets that have been prepared on an his-
toric basis for many years. The link between the plan and budget is vague at best; the
budget is unlikely to have been challenged for some time and may be too generous, insuf-
ficient or even unnecessary.

Zero-based budgeting involves calculating the budget by reference to what is needed
rather than previous or existing budget levels. Maximum benefit is derived when long-held
assumptions about the need for, quality of and means of delivering the service are chal-
lenged. Potentially zero-based budgeting is a creative process involving deep consideration
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of what is to be done, how and to what standard. If undertaken well the manager will
find the analysis focuses on service activity much more than financial costs and benefits,
to the extent that it might be better referred to as zero-based planning. 

Those involved in zero-based budgeting should be prepared to:

� challenge commonly held views regarding clients and their needs, the service and pro-
fessional practice;

� develop a deep understanding of service outcomes and how these might be achieved;

� innovate in terms of service design and delivery.

It should be noted that writers often talk of this process involving ‘justification’, which is
correct in the sense that whatever comes out of the process can be justified. However, in
using this term there is a risk of implying that the aim is to justify what exists rather than
challenging the status quo; the former being a natural temptation for managers and per-
haps reinforced where zero-based budgeting is inappropriately talked of as a cost-cutting
tool, which severely limits its effectiveness. Stakeholders, anxious to protect budgets, are
likely to adopt change-resistant postures based on justifying why this budget can not be
reduced rather than considering the value of the service, whether it should continue, and
how. If undertaken thoroughly, zero-based budgeting will on occasion lead to a case being
made for a larger rather than smaller budget, much in the same way as with effective
best-value studies. Figure 7.5 identifies some of the reasons why lower and higher budg-
ets may arise with zero-based budgeting.

Challenging questions are at the heart of zero-based budgeting, the phrasing of which
reflects the budget under review. Example questions such as those included in Figure 7.6
indicate the level of challenge applicable to a budget for travel associated with visiting clients
in their own homes in order to undertake an assessment. The questions in this example form
an early stage in preparing a zero-based budget, after which an estimate can be made of
how many miles will need to be travelled which, when multiplied by the appropriate mileage
rate, will lead to a financial budget. Typical of the early stages of zero-based budgeting, the
answers to almost all the above questions involve knowledge of care, standards, professional
practice, managerial factors, etc. In this example even more radical questions may be possible
going beyond issues associated purely with travel and assessment.

Chapter 7 Budget preparation

63

Lower budgets may arise due to: Higher budgets may arise due to:

Improved purchasing arrangements leading to economy gains A need to correct problems arising from years of pushing costs into
future years

More efficient use of resources resulting in less volume The process revealing practices or standards that are illegal or 
needing to be purchased unacceptable – additional resources may be required to remedy 

this situation

Changing delivery processes which may affect the type, volume Recognising that a service which might be economic and efficient 
and mix of resources required. Overall the value of the resources is not actually meeting the needs of clients and therefore of low 
required may fall value – additional resources are required

A reduction in planned service volumes – therefore less resource An increase in planned service volume or quality – therefore more
required physical resources required

Figure 7.5 Reasons for lower and higher budgets arising from zero-based budgeting
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The advantages and limitations of rational budgeting approaches vary with the actual
approach used. Figure 7.7 shows these in respect of zero based budgeting.

It should be noted that many of the limitations associated with zero-based budgeting are
reduced if this is undertaken as a rolling programme where a few budgets are subjected
to this approach each year. 
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1. What is the reason for visiting the client?

2. Are assessments necessary? 

3. Why is it necessary to visit the client in their own home as at present? 

4. Why not require the client to visit us or to use the telephone?

5. How often should each client be visited?

6. Could the assessment be undertaken as part of any other visit? 

If a visit to the client at home is necessary 

7. By what means should staff travel?

If for example, cars are deemed necessary

8. How might journeys be planned in the most travel efficient way?

9. Which is the most cost-effective way of organising car travel (e.g. pool cars, company
cars, use of private cars)?

If private cars are to be used 

10. What is the most appropriate rate to reimburse at?

Figure 7.6 Example zero-based budgeting questions

Zero-based budgeting

Advantages are that it... Limitations are that it...

Involves challenging the current service Is time-consuming and can become unworkable

Is potentially creative Requires an ability and willingness to challenge at all 
organisational levels

Engages managers and service professionals in budgeting Places additional demands on finance staff

Is likely to ensure recognition of the service user viewpoint Demands considerable non-financial information

Is a source of organisational learning and demonstrates a Can lead to an outcome that may conflict with the preferences of
commitment to value for money key stakeholders

Figure 7.7 Zero-based budgeting – advantages and limitations
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Historic budgeting

With historic, or incremental budgeting as it is often known, the budget for next year is based
on previous actual expenditure or more frequently the budget relating to the current year. 

In practice there are two forms of historic budgeting: full and partial. With the former ver-
sion a fair attempt is made to ensure that the budget for next year adequately takes
account of all financial implications of known or anticipated changes in the environment,
the service offered or the price of resources required. Figure 7.8 is an example of how full
incremental budgeting might look in respect of an establishment.

In the above example the budgeted figure for 2008/09 (£1,499,000) should be sufficient
providing that:

� the current budget for 2007/08 (£1,450,000) adequately reflects planned activity for
2007/08;

� all changes to service provision and operation in 2008/09 have been anticipated and the
estimated financial implications are reasonably accurate. 

The advantages and limitations associated with historic budgeting are summarised in
Figure 7.9.
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Establishment A £

Budget for 2007/08 (current year) 1,450,000

Anticipated service changes (2008/09)

Reduction in expected occupancy -30,000

New quality standards 40,000

Implementation of new pay structure 20,000

Staff restructuring -25,000

1,455,000

Inflation (estimated at 3%) 44,000

Budget for 2008/09 £1,499,000

Figure 7.8 Historic budgeting example
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Incremental budgeting is widely practised in a ‘partial’ form where changes to the budget
are made only for a limited range of reasons, for example inflation. This partial and rather
crude approach has developed due to:

� a general unwillingness to confront the resource implications associated with increasing
demand for service and improved quality;

� constant pressure to limit public spending;

� a belief that efficiency can be encouraged by setting budgets that are lower than
required;

� limited understanding of the link between plans and budgets with consequently little
way of knowing if existing budgets are too tight or generous.

Price bases
Irrespective of whether the chosen approach to budgeting is rational or historic, those
leading organisations have to decide how to respond to inflation or changing prices.
Figure 7.10 illustrates how inflation can impact on a budget.
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Historic budgeting

Advantages are that it… Limitations are that it…

Is easy to undertake and relatively inexpensive particularly in Encourages the separation of planning and budgeting, thereby 
centralised organisations breaking the link between activity and resources

Is relatively quick to complete so budget preparation can start Encourages the perpetuation of existing services and ways of 
later in the year operating

Results in relatively stable patterns of funding and service Does not normally lead to any slack in the budget being identified
provision which assists central control

Is less likely to result in resource rivalry due to increases or Causes budget preparation to become a technical financial process
decreases tending to be applied incrementally and experienced from which many managers withdraw, leading to disempowerment
to a similar extent by different services

Figure 7.9 Historic budgeting – advantages and limitations

Taking as an example a budget prepared in November for printer cartridges, to be purchased in the
financial year starting next April.

Assuming it is expected that 100 printer cartridges will be needed next year and that at the date the
budget is prepared these cost £20 each. Based on this price the budget needed next year will be
£2,000 (100 times £20). This budget will prove sufficient if the planned volume (100 cartridges) is pur-
chased and the price applying throughout next year remains at £20. However, if the price were to rise
to £21 from 1 April and remain at this level for the whole year, the cost of 100 cartridges would be
£2,100, which exceeds the original budget. Assuming the manager decides to keep within the budget
by reducing the number of cartridges, only 95 can be purchased (£2000/21).

Figure 7.10 The impact of inflation
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As budgets are prepared prior to the year to which they relate, the actual price that will be
paid for resources is unknown. By the time resources are purchased the price may well be
different, usually higher.

Inflation can be a significant problem, particularly when the rate is high and/or volatile;
the risk being that the money available in the year will be insufficient to purchase the level
of goods and services required to deliver the plan. 

Leaders of organisations have two main options for dealing with inflation.

� Option A – Use the price that applied at the date budget preparation takes place. Many
years ago this was a common way of pricing a budget and it works providing the
budget manager is given additional money during the year if actual prices rise. However,
whilst this approach protects the service provider from inflation it causes problems for
those funding as they can not entirely predict how much they will have to give to the
service provider.

� Option B – Base the price on what it is expected to pay during the year to which the
budget relates, by incorporating an allowance for future inflation. Normally with this
basis, once the budget is agreed it remains fixed during the year irrespective of whether
the amount of inflation was estimated correctly. This approach works well for budget
managers providing that future inflation is estimated correctly and is helpful to service
funders who will know with certainty and in advance how much they will pay for a serv-
ice to be delivered.

Returning to the last example, the following figures compare the two approaches to inflation.
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If the organisation adopts the approach described as Option A, those funding the service
will be asked to top up the £2,000 by £100 to £2,100 (100 times £1).

If Option B is adopted with the budget based on expected price levels an allowance will
be built into the budget to cover anticipated future rises in price. If the person preparing
the budget has perfect foresight they will estimate that the effect of future inflation will
be 5% and the budget, would be £2,100 (£2,000 plus 5%). As few people can forecast
inflation perfectly, the approved budget will normally prove to be too low or high
depending on the estimated and actual rates of inflation. If for example at the point at
which the budget was set the expected effect of inflation next year was 3%, the budget
would have been as follows

Budget £

At current prices (100 cartridges at £20) 2,000 

Anticipated effect of inflation (3% on £2,000) 60

Total budget 2,060

Actual expenditure (100 at £21) 2,100

Potential overspend 40
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Employee budgets
For many managers in social care and health their largest budget relates to employee
costs; in practice often being so large that if not managed properly it will inevitably have a
significant effect on the overall budget position.

Whilst incremental and zero-based approaches to budget preparation can be used with
employee budgets there are three other common approaches: full-staff establishment,
anticipated staff costs and mid-scale, as explained below.

Full-staff establishment 

With this approach the employee budget is based on the staff structure, terms and condi-
tions of employment expected to apply during the budget year, together with the grade
and spinal column points relating to current post-holders. For each existing post-holder an
estimate is made of the salary they will receive next year as appropriate, including incre-
ments, performance-related pay, annual pay award, etc. If there are any anticipated
changes to the structure, terms and conditions these will be incorporated, as will currently
vacant posts at appropriate rates.

This approach should lead to a budget that will be sufficient to meet the cost of employ-
ing staff next year. In practice this often leads to an underspend due to members of staff
leaving and not being replaced for some time. 

It should be noted that this approach should not be confused with zero-based budgeting
as no attempt is made to challenge the current staff establishment, skill mix, remuneration
package, etc. 
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Tips for success
As a budget holder make sure you understand how inflation is treated in your organisa-
tion, the implications this has for your budget and how you may need to manage during
the year. 

� If the prices prevailing when the budget was prepared (Option A) are used you should find
out the process by which additional budget can be secured to cover inflation.

� If future prices are used (Option B) you should find out the rate of inflation that was
used and reach a view as to the adequacy of this provision. Be prepared to challenge
the rate(s) of inflation used and monitor the prices actually incurred during the year.

If no managerial action is taken, the budget will be overspent by £40 by the year end.
Alternatively, if the budget manager tries to keep within budget only 98 cartridges (98 x
£21=£2,058) will be purchased, resulting in an underspend of £2 (£2,060 less £2,058).
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Anticipated staff costs

Where staff budgets are underspent due to staff turnover, this can be embarrassing as the
money saved could have been used for additional service provision. A common way of
trying to avoid this problem is to deduct from the full-staff establishment budget as
described above, an amount equal to the savings expected to arise from staff turnover.

There are a number of drawbacks with this approach.

� The budget manager starts the year with a budget that will be insufficient to meet their
staff costs should they experience zero staff turnover.

� Estimating the impact of future staff turnover is difficult as it is affected by role, age,
gender, seniority, economic environment, etc.

� Where staff budgets are devolved the number of staff within a cost centre may be rela-
tively few, which means that the actual experience of turnover is likely to vary
significantly from one cost centre to another and from one year to the next.

� In practice some staff vacancies may have to be covered through overtime or the use of
agency staff, the cost of which may well be greater than the savings released. For a few
services there is a case to be made for adding a factor for turnover rather than deducting it.

Mid-scale

Another approach to calculating employee budgets, which is attractive because it is simple
and easy to use, is ‘mid-scale’. Irrespective of the spinal column points on which actual
staff will be paid, the budget is based on the midpoint of the scale. Figure 7.11 below
illustrates the impact of using the mid-scale approach for a cost centre employing ten full-
time staff on a grade that starts at £15,000 and rises in five equal increments to £19,000.

Scale Point Salary Midpoint Number of staff Budget

5 £19,000

4 £18,000

3 £17,000 £17,000 10 £170,000

2 £16,000

1 £15,000

In a financial ‘worst case’ scenario, all staff would be on the top of the scale and expected expenditure therefore
£190,000, whilst the budget is based on £170,000. In the event that there is no staff turnover the budget will be
£20,000 overspent at the end of the year.

In practice the budget is normally set too low to meet the cost of staff in post, unless
there is sufficient turnover to provide offsetting savings. Occasionally however, the budget
will be too generous, for example where the service is new or there has been significant
turnover in recent years with new staff recruited on low incremental points.
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Figure 7.11 Mid-scale salary – example
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Issues for budget managers

Different ways of calculating employee budgets leave the manager with different potential
gaps between the budget and the total amount they may need to pay their staff next year.
As a budget manager it is important to understand how the budget has been prepared,
the assumptions made and the size of any potential gap between the budget and likely
spending on staff.

Another potential issue for the manager is whether they have financially responsibility for
any other employee-related costs that may or may not be allowed for in their agreed
budget; for example, costs associated with long-term sickness and maternity. These can be
difficult to predict, volatile over time and significant in size.
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Tips for success
If you have responsibility for a staff budget you should do the following.

1. Calculate how much you think your staff will cost next year, assuming no staff turnover.

2. Identify the organisational approach to estimating employee budgets and establish the
resultant budget figure.

3. Calculate the difference between (1) and (2) above, identifying whether a potential
under- or overspend is likely.

4. Consistent with good budget practice, alert your line manager to any potential under-
or overspend as early as possible.

5. Plan how to manage any under- or overspend. In most cases there is likely to be a
potential overspend which without employee turnover, will be very difficult to meet.
However, it is the responsibility of the budget manager to take reasonable steps to
offset any overspends through action related to other expenditure or income budgets.

In addition you should establish the following.

6. Whether budget responsibility for staffing includes meeting the financial consequences
of long-term sickness or maternity cover and whether this is allowed for in your
budget.

7. Whether the budget includes a reasonable allowance for the expected effect of future
pay awards.

8. What will happen if the annual pay award is settled at a rate different to that assumed
in the budget.
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Chapter 8
Budgetary control

Introduction
This chapter explains the budgetary control process, introduces the reader to profiling and
commitment recording, explains how to read a budget report, undertake budgetary con-
trol and prepare a year-end forecast.

Budgetary control
Budgetary control is the process by which managers check and respond to the evolving
position on actual income and expenditure budgets during the year. At its simplest the
process involves:

� checking that financial information is accurate;

� comparing actual income and expenditure figures with what was expected up to this
point in the year, identifying and investigating any significant differences, or variances;

� projecting the likely budget position at the year end and taking action as required.

Budgetary control should not be a stand-alone process; rather it should be an integral part
of performance management. Effective budgetary control has the following properties.

� It causes budget managers to engage with, and act upon, financial information.

� It permits the early identification of potential underspends in a way that enables action
resulting in the best use of resources, rather than perhaps a year-end ‘spend up’.

� It permits the early identification of potential overspends, this allowing gentle corrective
action rather than the more brutal action needed when overspending budgets become
apparent towards the year end. Early action reduces the likelihood that clients fail to
receive the standard of service they need, avoids staff being put under intense and
unnecessary pressure and helps preserve performance and morale.

� It reduces the likelihood of ‘stop/go’ purchasing and the consequential negative impact
on clients, staff and other stakeholders.

� It is a source of organisational learning. 

71
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Reporting process
The process of reporting and acting on budget variance varies between organisations,
according to whether responsibility for budgetary control is assumed by:

� Finance staff who can actually only go so far before having to ask the budget manager
for help to understand important variances and take action. In this type of organisation
it is common to find senior managers and politicians turning to accountants for budget
information rather than their budget managers. There is an associated risk that the man-
ager believes that the accountant is ‘looking after the money’ and therefore engages
even less in the financial aspects of their role; a vicious circle is created.

� Managers are assisted by finance staff who provide financial information and technical
support, along with corporate-level strategic budget monitoring. Budget estimation,
negotiation, approval and control are all exercised within the managerial line. 

Three key questions
Three key questions typically provide the focus for budgetary control:

� How are we doing?

� How much of the budget is left?

� What will the year-end position look like?

Whilst a few managers will consider all these questions, more will typically focus on only one
or perhaps two of these, according to organisational practice and/or, personal preference. 

1. How are we doing?

This question focuses entirely on what has happened so far in the current budget year.
Figure 8.1 provides budget information for the first five months of the year in respect of
stationery. The budget for the whole year is £12,000 and expenditure is expected to be
even throughout the year.

At this point in the year the budget is underspent by £88. 

In this example an underspend is shown as negative whereas an overspend would be posi-
tive. With regard to how underspends and overspends are shown on budget reports there
is little consistency between, and sometimes even within, organisations. Plusses, minuses,
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Budget for £12,000 Budget to 31 August Actual to 31 August Variance to 31 August

(£) (£) (£)
Stationery 5,000 4,912 -88

Figure 8.1 Budgetary control example 1
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brackets and colours are all used and the manager should always check they understand
the approach to presenting underspends and overspends prior to reading a financial report.

Figure 8.1 shows the cumulative position, that is, all expenditure up to and including that
occurring in Month 5. In some organisations this will be accompanied by the same infor-
mation but relating to the last month, as shown in Figure 8.2, which shows that £80 of
the £88 underspending occurred in August. 

2. How much of the budget is left?

Knowing how much budget is left to spend at a point in the year is important informa-
tion, calculated by deducting actual expenditure to date from the budget for the whole
year. Returning to the earlier example, it appears that £7,088 (£12,000 – £4,912) is left to
be spent.

3. What will the year-end position look like?

Ultimately budget performance tends to be judged on whether the manager has kept
within the budget for the whole year. Overspends and underspends at various points in
the year tend to be forgotten if at the year end spending is within budget and income
equal to or in excess of that budgeted.

Increasingly the practice within organisations is to make regular estimates of the final
year-end position. These figures are known variously as estimated out-turn, projected out-
turn, forecast year-end and budget-holder forecast.

In practice there are two main ways of estimating the year end. 

� Reference to the actual income and expenditure at the current point in the year. So if
stationery expenditure at Month 5 is £4,912 the year-end prediction figure would be
£11,788, arrived at by dividing the actual to date by the number of months it relates to
and multiplying by 12. 

Actual to date £4,912
x 12 x 12        = £11,788 

Months to date 5

For those budgets where the same amount of money will be spent each month this
approach is fine. However, for many budgets the rate of spend varies during the year and
predictions calculated this way can be seriously flawed. Returning to the stationery exam-
ple for which there is a total budget for the year of £12,000 – if instead of spending
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Budget for  Budget for Actual  for Variance for Budget for Actual for  Variance for 
the year August August August year to year to year to 
£12,000 31 Aug 31 Aug 31 Aug

(£) (£) (£) (£) (£) (£)
Stationery 1,000 920 -80 5,000 4,912 -88

Figure 8.2 Budgetary control – example 2
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approximately the same amount each month the practice is to bulk-purchase £5,000 of
stationery by the end of April, the predicted out-turn at month 1 using this basis would be
£60,000 (£5,000/1*12).

� Combining the actual to date with an estimate of expenditure or income for the rest of
the year. As this calculation is best done by the budget manager this should really be
referred to as a budget manager forecast. This figure should take account of spend to
date, reasons for any variance to date plus anticipated spend for the rest of the year.

Profiling
One key piece of information needed for budgetary control purposes is the amount of the
budget that it is expected to be spent or earned by a particular point in time, often
referred to in budget statements as ‘budget to date’, or budget profile.

In effect the annual budget comprises 12 monthly budgets, the relative size of each deter-
mined by factors such as service activity, weather, contracts of employment, etc. Good-quality
profiling is essential to good budgetary control; however, it is still quite common to find
budget statements where the profile is simply assumed to be ‘even’ each month. This practice
can be very misleading, as shown in Figure 8.3, which concerns a stationery budget where the
practice is to bulk-buy in April and September, each time spending 50% of the budget. Actual
spending is shown in dark grey and the budget profile in light grey. 

Based on these figures a budgetary control statement would incorrectly show an over-
spend for most of the year – at the end of April the overspend would be £5,000 (£1,000
profiled budget less £6,000 of actual spending). This overspend would reduce each month
to September when it would increase to £6,000 (£12,000 of total spending less £6,000 of
profiled budget). From October onwards the overspend would decrease each month and
assuming that no more expenditure occurs during the year the total spending at the year
end would be identical to the original budget. All the overspend figures for the first 11
months are incorrect due to inappropriate profiling and could cause the reader to misun-
derstand the budget position and take inappropriate control action. 
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£1,000

April May June July Aug Sept Oct Nov Dec Jan Feb March

£2,000

£3,000

£4,000

£5,000

£6,000 Stationery budget

Figure 8.3 Profile and actual comparison (based on incorrect ‘even’ profile)
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Commitments
Main accounting systems vary in terms of the point at which a transaction is recorded and
becomes formally ‘known’ in the organisation.

In many public-sector organisations income appears on the main accounting system at the
earliest opportunity with cash, cheques, etc., appearing when they are banked and invoice
income as soon as invoices are issued. Income figures therefore tend to be reasonably up
to date, something which is rarely true of expenditure figures due to the widespread prac-
tice of recognising expenditure only when payments are made rather than when orders
are issued. As a consequence there will be instances of orders raised in respect of which
invoices have yet to be received and expenditure is therefore understated. 

As it is important to have up-to-date income and expenditure information during the year,
managers in many organisations manually combine payment information from the main
system with local information regarding outstanding orders, etc. 

Commitment recording systems record information in respect of orders raised, deliveries
received, and invoices passed for payment. At present many commitment systems are
manual or involve the use of spreadsheets. This is likely to change as newer accounting
systems are acquired that have a capacity to incorporate online order processing and hold
commitment information. When designing local commitment systems it is wise to ask
finance staff for advice regarding the format as there are many different formats, one of
which might be better suited to your service. Of crucial importance is to ensure that
budget to date information (profile) and commitment information are prepared on a com-
parable basis and that those using this understand any assumptions made.

Figure 8.4 illustrates the potential impact of including commitments in budgetary control
information.
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Tips for success
A good budget manager knows the budget needed to deliver the plan and the pattern of
expected spend over the year.

This example relates to a budget of £100,000 of which £80,000 is expected (profiled) to have been
spent by the end of month eight.

Payments of £73,500 appear on the computer and at first glance therefore it appears that this budget
is underspent by £6,500 (£80,000 – £73,500) and £26,500 (£100,000 – £73,500) remains in the
budget. However, assuming in this example that the total value of official orders issued but not yet
paid is £7,500, the position is actually quite different. In order to get a more realistic view of actual
spending and what is left, the value of outstanding orders needs to be taken into account.

Figure 8.4 Impact of commitments on budget information
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When operating a commitment system it is essential to ensure regular reconciliation with
the actual expenditure recorded on the main accounting system.

Understanding budget reports
Whilst budget report formats vary from one organisation to the next, and even within an
organisation, the extent of this variation tends to be fairly limited; being more to do with
the order in which information is provided and terminology used, both of which reflect
the traditions of the organisation and preferences of finance staff. Figure 8.5 is an extract
from a typical budget report, together with an explanation as to the content.

When reading a budget statement the budget manager should ensure they understand:

� how the annual budget (column 3) was prepared, the plan it links to and whether it
includes an allowance for inflation;

� how the budget has been profiled (column 4) and be assured that this is realistic;

� how up to date the actual figure (column 5) is and be prepared to add to this any
expenditure that is committed but has not yet been taken into account;

� how underspends and overspends are shown on the system and be clear as to what
constitutes a significant variance (columns 6 and 7);

� the accuracy of the budget unspent figure and how this will need to change if any com-
mitments have to be taken into account;

� what is expected of them regarding the budget manager forecast and be able to pre-
pare appropriate figures.
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£

Budget for year 100,000

£ £

Profiled budget (months 1–8) 80,000

Payments (months 1–8) 73,500

Commitments (months 1–8) 7,500

Expenditure (months 1–8) 81,000

Budget position (overspent at month 8) 1,000 

Budget remaining 19,000

Figure 8.4 continued
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Forecasting the year end
Of increasing importance to understanding the budget position is the ability of the budget
manager to estimate year-end figures.

Where organisations devolve budget responsibility, effective control is dependent on man-
agers more than accountants and there is an opportunity to move away from pro-rata
end-of-year calculations and adopt budget manager estimates.

Good-quality estimates of the likely year-end budget position combine:

� accurate actual income and expenditure information in respect of the year to date;

� anticipated expenditure for the rest of the year taking account of the estimated financial
impact of changes in the service and intended actions in respect of any underspend and
overspends to date.
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Budget Code Annual
budget

Budget to
date

Actual to
date

Variance to
date

Budget
unspent

Budget
manager
estimate

Grounds
maintenance

02 04 4000 100,000 80,000 73,500 –6,500 26,500

(£) (£) £ (£) (£)

1 2 3 4 5 6

–8.1

%

7 8 9

Description of the
budget and expenditure

or income code

Budget manager
estimate of actual

year figures (to
be inserted)

Percentage
underspend or

overspend based
on budget to date

The amount of
underspend or

overspend at this
point in the year

The amount of the budget
left after deducting actual

to date (column 5) from the
annual budget (column 3)

Approved budget for
the year

Actual income and expenditure
recorded by the main accounting

system at this point in the year

The income and expenditure
expected at this point in the year

based on expected patterns (profile)

Figure 8.5 Example budget report
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Control action
Effective budgetary control requires good-quality information, careful consideration of
variances, honest estimates of the year-end position and early action. 

Control action which is normally triggered in response to significant variances can take
many forms, including for example:

� taking steps to increase or decrease service volume and quality over the remaining
months of the year to bring the need for resources in line with remaining budget;

� reminding staff of the need to plan and control their use of resources carefully;

� delaying committing particular expenditure for the time being or even perhaps for the
rest of the year;

� moving money between budgets, a practice common in some voluntary and most
public-sector organisations, and referred to as virement.

Understanding budgetary control
When undertaking budgetary control, care should be taken to avoid two risks: spending
excessive time on the process and missing potentially significant variances. Small under-
spends or overspends are inevitable on almost every budget and the effective budget
manager will focus on those variances that, without action, might develop into something
significant. This ability to spot potential problems requires knowledge of the service plan,
experience of service operation and ultimately judgement.

Budgetary control should be undertaken on a monthly basis by the responsible manager
and supported by administrative staff and accountants. The process can be seen as com-
prising three stages, all of which are important and the responsibility of the budget
manager, although not necessarily undertaken by them personally. Figure 8.6 illustrates
these three stages. Depending on the systems and processes that are in place, stage 1
could be undertaken by administrative staff, particularly if they also are responsible for
maintaining commitment records. With appropriate guidance regarding how to identify
significant variances these staff might also undertake stage 2. 

Stage 3, however, should always be completed personally by the responsible budget man-
ager as only they will have the appropriate knowledge and skills needed to complete the
year-end forecast and the authority to take management action. The following example
explains this process in detail.

Chapter 8 Budgetary control
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Figure 8.7 is an example of budgetary control relating to a day centre for older people for
which the manager is responsible for four budgets.

The annual budget includes an allowance for the effect of future inflation and the budget to dat is based on the
amount that it is expected will be spent by this point in the year. Copier payments are monthly by direct debit.
There is £500 of food which has been ordered, used and in respect of which the invoice has been passed for
payment – however, this is not included in the actual to date. The printout covers the first six months of the
financial year, April to September.

Budget Annual Budget Actual Variance Budget Budget-holder
budget to date to date to date unspent forecast
(£) (£) (£) (£)    (%) (£) (£)

Copier rental 1,200 600 600 0 0 600
Copier usage 600 250 299 49 20 301
Gas 2,400 960 734 –226 –24 1,666
Food 10,000 4,200 3,951 –249 –6 6,049

Total 14,200 6,010 5,584 –426 –7 8,616

Stage 1 – Checking
The first thing to note is that the overall budget expected to have been spent at this point in the year is £6,010
whilst actual expenditure is lower at £5,584 – an underspend at this point of £426 which on the face of it
appears good news. There are perhaps no obvious problems with the profile behind the budget-to-date figures.
A check of transactions reveals that the actual food expenditure is lower than it should be by £500 due to a
commitment. If the invoice is included, actual food expenditure would be £4,451, resulting in an overspend of
£251 for food and changing the overall surplus of £426 into a deficit of £74.
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An estimate of the year end
position is prepared and action

taken as necessary.

Significant variances are
identified and the causes

investigated. The outcome of
this is a clear understanding

of the detailed budget position.

Budgetary control information
received  electronically or as a

printed statement. Obvious
omissions or problems
adjusted for and overall

picture understood.

Stage 1 – Checking
•  Calculate/check profile
•  Calculate updated actual
•  Calculate any changed
    variances
•  Examine bottom line

Stage 2 – Investigating
•  Determine which
    variances to investigate
•  Investigate selected
    variances
•  Where appropriate update
    profile/actual and
    recalculate variances

Stage 3 – Projecting and
                 acting
•  Project year-end position
•  Take action

Figure 8.6 Budgetary control stages

Figure 8.7 Budgetary control example
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Stage 2 – Investigating
When deciding which variances to investigate a number of factors come into play, including the following.

i) Size of variance (expressed in pounds) – For many managers this is the most important criterion causing
attention to be focused on large amounts of money. There is no golden rule as to what constitutes a large
variance; this depends on a number of factors, particularly context.

ii) Size of variance (expressed as a percentage) – Percentages are a popular criterion, often associated with a
threshold figure above which an investigation is triggered, e.g. 5%. This approach does pose one signifi-
cant risk in that a large percentage variance on a small budget might trigger attention whilst a small
percentage variance on a larger budget could go unnoticed, even though it might be of much higher 
monetary value.

iii) Knowledge of the service – A good budget manager who has been actively engaged in budget preparation
will have a sense of which budgets are more volatile or sensitive and therefore need to be watched 
carefully.

It should be noted that underspends and overspends are of equal concern. Looking at each budget in turn for
the purpose of this exercise, we note the following.

Copier rental is on track – the budget to date is based on a regular amount each month, which has been paid.
There is no under/overspend and the amount left for the rest of the year looks adequate.

Copier usage – currently overspent by £49 (20%), there could be some problems at the year end if this contin-
ues. The sum involved is not great but it might be worth raising this at the next team meeting and monitoring
this again next control period. 

Gas – underspent by £226 (24%). This variance is quite large and raises questions as to the validity of the pro-
file and whether the expected number of quarterly bills has been paid. If one bill is outstanding then the ‘real
actual’ will be quite a bit higher, probably making this overspent rather than underspent.

Food – underspent by £249 (6%) but after adjusting for the commitment is actually overspent by £251 (6%).
This is not a large overspend in terms of the amount or percentage involved but might need to be watched as
this is a budget where control can be lost quite quickly. It would be worth mentioning this to the chef and look-
ing at it again next month. 

Of the four budgets it can be argued that only gas needs investigating; copier usage and food would be worth
mentioning to staff and then monitoring.

The process of investigation involves looking at the detailed transactions that make up the recorded expendi-
ture to check that these relate to the service involved, are complete and correct. A comparison can then be
made with the budget profile in terms of what was expected, for example were two quarters of gas bills are
included in the profile but only one has been paid. If the correct number of quarters has been paid, investigat-
ing the underspend might reveal a number of causes; for example, that:

i) the price paid for gas is lower than what was expected when the budget was set;

ii) the tariff has changed;

iii) less gas has been consumed than expected.

Stage 3 – Projecting and acting
At this point the budget manager should understand the overall budget position, be aware of any significant
underspends or overspends and the causes. Two further steps need to be completed: estimating the year-end
budget and taking action.

An estimate of the likely year-end budget position involves taking account of experience so far this year and
estimating future service resource needs. The following format is one way of presenting a budget-holder 
forecast.

Budget Annual Actual Estimate Budget manager Variance for year
budget months 1–6 months 7–12 forecast

1 2 3 4 5 6
Gas 2,400 734 ? ? ?
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Information for the first three columns is as shown in the latest budget report. Column 3 might need to be
adjusted depending on the outcome of any variance investigations, for example if a gas bill had been coded
elsewhere in the organisation. Column 4 is an estimate of the expenditure that will be needed for the rest of the
year, reflecting a number of factors including anything learnt as a result of the investigation. 

As an example, assume the investigation reveals that:

� as expected, two gas bills have been paid, are correctly coded and error-free;

� gas consumption is at the level expected;

� the underspend is entirely due to a significant reduction in gas prices that is predicted to continue for the
foreseeable future.

The figure to be included in column 4 can be calculated in different ways, for example starting with the budget
that was originally expected to be needed for the last six months of the year (£2,400 for the year less £960 for
the first six months), which equals £1,440. As gas prices have fallen by 24% below what was expected, one
view of the rest of the year is that it will cost £1,094 (£1,440 less 24%).

Column 5 is simply the result of adding £734 to £1,094, which equals £1,828. Column 6 is the variance for the
whole year, this resulting from a comparison of the budget with the budget manager forecast.

Budget Annual Actual  Estimate Budget Variance for 
budget months months  manager year
£ 1–6 £ 7–12 £ forecast £ £

1 2 3 4 5 6
Gas 2,400 734 1,094 1,828 –572

With regard to this budget there is a reasonable predicted underspend. The manager may wish to leave this
sum where it is for the moment or transfer part or all of it to another budget where it can be used to fund an
overspending situation or even boost spending in an area where there is an identified service need.

This is of course only one view of the future based on an assumption that prices remain lower than budgeted.
A different and more prudent view would be that prices return to budgeted levels for the rest of the year, in
which case the budget manager forecast would be £2,174 (£734 actual to date plus £1,440 which was the
original budget for the rest of the year).

A final note here is that a good budget manager will consider their budgets individually
and on a collective basis. The answer to a problem on one budget, for example copier
usage, may be to control another one, for example gas, more closely.
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Conclusion
The intention behind writing this text was to promote effective planning and budget man-
agement and prompt the development of associated competence. The content provides a
starting point for achieving this aim and with practice you should feel able to use the tech-
niques included with competence and confidence. There is considerable scope for further
personal development by extending your repertoire of planning techniques and knowl-
edge of cost behaviour and analysis. The books referred to in the references are a good
initial source of learning for anyone wishing to further develop their competence in plan-
ning and budget management. 
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