MANAGING FINANCE – SETTING AND ACHIEVING BUDGETS
Section 1:  How are budgets a tool for Managers?
Activity 0108 – What are the key elements in effective budgeting?
Suggested Timing: 20–30 minutes
Examine the following scenario and comment on where and how it goes against good operational budgeting processes.

The Administrator of a privately funded hospital with several departments: obstetrics, surgical, oncology, pathology calls in the accountant to discuss budgets for next year. He brings in all the financial statements for last year which show the following:

Income:


patient fees 


health funds’ direct

Expenditure:

	· 
nursing salaries
	· 
maintenance salaries

	· 
registrars’ salaries
	· 
medical supplies

	· 
pathologists’ salaries
	· 
linen

	· 
fees specialists
	· 
food

	· 
catering salaries
	· 
equipment

	· 
cleaning salaries
	· 
administrative expenses


They spend a couple of days discussing trends and factors which might influence the budget, for example:


effect of declining private health fund membership on patient fees


likely wage increases for staff


cost increases in drug costs


food cost.

They finally agree on some percentage increases for the various items which incorporate an across the board cut in expenses of 5% in all areas but accounting, where the accountant puts up a case for exemption. The accountant then prepares an overall operational budget which lists budgeted values for each of the above items and a final budgeted profit. However, because some bills are late, last year's medical supplies account is not accurate and understates the actual cost by 20%.

Each month they compare results against budget and call in the key department heads such as matron, the registrar, and to try to discover which responsibility centres might be responsible for going over budget and why.
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