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Unit 404: Resource management 
Handout 4: Operational budgeting  
 
 
All organisations need to operate within the financial resources available to them, 
now and in the future. In this respect, financial resources need to be planned and 
allocated to departments and teams in the form of a budget. Operational budgets 
relate to the planned revenue and costs of a specific activity over a period of time, 
whilst capital budgets relate to planned spending on large items, such as equipment. 
 
Budgets are used to plan, monitor and control spending throughout the organisation 
in order to manage financial resources effectively. Budgets for individual departments 
or activities are included in an overall ‘master’ budget. They can, therefore, be used 
to prepare a set of final accounts for the organisation and to predict the potential 
profit- and loss-making activities. 
 
When preparing a budget, it is important to identify and understand the relationship of 
the three main factors involved – the timescales, priorities and resources available. 
The tighter the timescales, the more money and resources will be required in order to 
achieve them. Cutting the budget will mean fewer resources are available and 
therefore the timescales will increase. Awareness of timescales and priorities assists 
management in resource allocation and planning. It is important to provide as 
accurate a forecast of revenue and costs as possible. This will mean careful analysis 
of costs associated with the production of goods or services.  
 
Costs are usually classified as: 

 direct costs – those that can be directly charged to a particular activity, for 
example, materials and labour 

 overheads – those that cannot be charged directly but can be apportioned, for 
example, the amount of accommodation required. 

 
They may also be classified as: 

 fixed costs – those that do not alter when there are changes in production, for 
example, accommodation 

 variable costs – those that do alter with changes in production, for example, 
materials. 

 
Estimations of costs should be made and researched for accuracy as far as possible. 
They may be based on recent past experience, with allowance for inflation and 
contingencies. Estimates can be made using breakdowns on, for example, a task-by-
task or person-by-person basis. Quotations obtained from external and internal 
sources and calculations based on recent past experience are useful in making 
estimates. The most useful tool when planning a budget is a spreadsheet: what if 
formulae can be entered to show best-case and worst-case scenarios. 
 
Other planning tools such as Gantt charts and critical-path analyses are useful in 
identifying priorities and defining timescales. This is particularly important where 
monies are to be made available in tranches. 
 
Some organisations use a standard costing system to estimate the required cost 
information. Standards are determined and set before the start of the accounting 
period, regarding the amount and cost of materials and labour required. These 
standards are then used to plan the operational budget. At the end of the accounting 
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period, the actual amounts and costs of materials and labour used are compared to 
the previously set standards. Comparing the actual costs with the standard costs and 
examining the variances between them allows managers to look for ways to improve 
cost control, cost management and operational efficiency. Other types of 
organisation may also use marginal costing to take account of variances in 
production. 
 
Once the budget is set, managers must monitor it in order to keep control of costs. 
Income and expenditure must be recorded and this is usually by means of a cost or 
budget code. Income and expenses are usually identified by the use of such a code 
on documents such as invoices, timesheets and requisitions, to show the budget to 
which they are to be applied or charged against. Budget-holders can then be kept 
informed at interim periods as to the amount left in their budgets. Controlling income 
and expenditure against the budget assists the organisation in making the most 
effective use of resources. 
 
The process of monitoring actual income and expenditure against the anticipated 
figures in the budget either confirms that the budget is being met or identifies 
variances. Variances are differences between initial estimations of on-going costs 
and actual costs. Variances need to be investigated and analysed and action taken if 
possible. Before undertaking any in-depth analysis, it is important to check the 
budget carefully for errors or omissions, for example, recording costs against the 
wrong budget code, or to determine whether there is outstanding income, for 
example, in the form of unpaid invoices. Where a serious variance is identified, 
corrective action will need to be taken, to reduce costs, follow up outstanding income 
or, in some cases negotiate a revision to the budget.  

 
Project Evaluation and Review Techniques (PERT) can also be used to assess 
performance against budget at the end of each stage and to approve the next stage. 
 


