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REFERENCE

This activity develops knowledge and skill competencies in identifying

and implementing critical planning tasks for Head Start program budget
development, utilizing sandard program planning information to establish
cost objectives, and engaging staff in budget development and monitoring.

Rdated kill activitiesincdude 2-C, Understanding and Applying Basic
Cost Principles.

Sources. Financial Planning for Non-Profit Organizations. Jody Blazek.

Wiley Non-Profit Series; John Wiley & Sons, Inc.; New York, NY; 1996.
The Basics of Budgeting. Terry Dickey; Crisp Publications, Menlo Park,
Cdifornia; 1992.
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OVERVIEW

Linking Budget Development to Program Planning

Outcomes. Paticipants who complete this activity will be able to:

Edtablish ateam approach to budget planning and development
Identify and implement critica planning tasks for budget devel opment
Use standard program planning information to establish cost objectives
Select the appropriate budget type to meet program needs

Engage staff in budget monitoring and cost containment

Materials. Newsprint and markers. The following materids are used
as guidance references:.
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45 CFR Part 1301, Head Start Grants Administration

45 CFR Part 92, Uniform Adminidrative Requirements for Grants and
Cooperative Agreements to State and Local Governments

45 CFR Part 74, Uniform Adminigtrative Requirements for Awards
and Subawards to Ingtitutions of Higher Education, Hospitas, Other
Nonprofit Organizations, and Commercia; and Certain Grants and
Agreements with States, Loca Governments and Indian Triba
Governments.

OMB Circular A-21, Cogt Principles for Educationd Ingtitutions
OMB Circular A-87, Cost Principles for State, Local, and Indian
Triba Governments

OMB Circular A-122, Cost Principles for Nonprofit Organizations
OMB Circular 133, Audits of States, Loca Governments, and
Nonprofit Organizations

ACF Discretionary Grants Administration Manud
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Components.

This activity can be done by one person, an informa group, or as part of a
forma workshop. Suggested time limits are provided below, but
participants and facilitators may wish to adjust these to their own

timetables,
Step 1. Worksheet: Reflecting on Budget Practices 30 minutes
Step 2. Background Reading: Budget Planning and 15 minutes
Deve opment
Step 3. Worksheet/Discussion: More Reflections on 20 minutes
Budget Practices
Step 4. Background Reading: Budget Development 30 minutes
Steps
Step 5. Exerciser Linking Identified Needs with Budget 30 minutes
Deve opment
Step 6. Background Reading: Budget Implementation 20 minutes
and Reporting
Step 7. Exercise: Budget Management and Reporting 30 minutes
Step 8. Guidance Session: Collaborative Budget 60 minutes
Flanning
Step 9. Summary 10 minutes
Suggested Totd Time 4 hours, 5 minutes
This activity contains 45 pages.
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% STEP 1. WORKSHEET: REFLECTING

ON BUDGET PRACTICES

Page 4

Suggested time: 30 min.

Purpose: Todlow participants to reflect on their practices and
experiences in developing the Head Start budget.

Part | (15min.) Individudly complete thisworkshest.

Getting Started (Federal staff substitute words in
parentheses)

Think about the process you use to develop (or approve) aHead Start
budget. Do you approach the task alone or with agroup of staff? Think
about when you begin the budgeting (review) processin relation to the
due date. How isthe space arranged so that necessary information,
supplies, and materias are handy? Approximately how many daysweeks
are you engaged in developing (reviewing/approving) an annud budget?

Information Needed

Makealig of theinformation you (Head Start Program) need to have
avallable for the budget. What do you consider the most important
information for the foundation of your (the program’s) annua budget?
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Understanding Activity-Based and Zero-Based
Budgeting

What isyour (your assigned program’s) experience with activity-based
or zero-based budgeting? What are the obstacles to using this method of
budgeting? What are the advantages?

The Evolution of Your Budgeting Process

How did you learn the budgeting process? Who taught you to develop
(review or approve) your first Head Start budget? What method did he or
she use to develop (check/approve) the budget? What new techniques
have you adopted? What origina techniques do you il find useful ?

Linking Program Planning and Budgeting

What is the relationship between the community assessment, program
gods, and the annua Head Start budget? How do you determine that the
budget you develop (approve) is areflection of, and adequate to me,
identified program priorities?

Part Il (15min.) If you are working in agroup, discuss your answers,
why you gave them, and any points of difference.
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STEP 2. BACKGROUND READING:
BUDGET PLANNING
AND DEVELOPMENT

Page 6

Suggested time: 30 min.

Study the following reading. Fed free to highlight sections or write
comments in the margin throughout these activities.

Introduction

Effective financid management entails building a strong foundetion for

the present and future operation of Head Start programs. A wdll-
developed and thought-out program plan and supporting budget provide
such afoundation. Good financia planning and budget devel opment
make management of program resources less fractured and more focused.
Building a solid financia foundation ensures that program activities and
services are appropriately funded for successful implementation.

Each year Head Start directors and financid officers are challenged by the
task of budget development and submission. Many factors must be
consdered in putting together a budget that reflects the vison, gods, and
objectives of each Head Start program and provides sufficient resources to
support short- and long-term operation of program systems. Therefore,
the mgor chdlenge is determining how dollars will be alocated to

specific program activities, based on the level of funding commitment.

Such a chdlenge can be met only through careful budget planning and
development.

Definition of a Budget

“ A budget is the numerical expression of an organization's dreams that
serves as a guide or measure of acceptable financial performance.”
(Financial Planning for Non-Profit Organizations)

For Head Start programs, the budget is the financid framework within
which the vison and mission of the program are defined. The success of
the budget devel opment process determines whether the vison will
become redlity and the misson will be achieved. Whether for anew grant
gpplication or a continuation grant, the budget will define what the
program will actualy be able to achieve. Thelack of aconnection
between financial resources and desired resultsis amajor reason that
budgets often fail to reflect and support a program’ s vison for service
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delivery. The budget should be a dollars-and-cents expression of a
detailed, strategic plan for how (and to what degree) Head Start programs
will serve the needs of the children in their communities. The budget is

not the plan itsdf, but afinancid blueprint for carrying out the plan.

The Budget Development Process

Every year, each Head Start program goes about the task of determining
the resources that will be needed to provide program servicesin a manner
equal to, or better than, the year before. This process aways entails
examining the amount of resources expended in the preceding year and
weighing that againg the quantity and qudlity of services the program was
ableto provide. The mgor concern isusudly whether or not the funds
supported what the program sought to accomplish, and if not, why not?
The answer to this question is a reflection of how well the program
defined its needs during budget devel opment.

Developing abudget isjust one aspect of a broad-based strategic planning
process that is designed to allocate resources on the basis of identified
program gods. The gtrategic plan outlines the program’ s vision of the
future in terms of community needs, interna strengths and weaknesses,
priority gods and activities, and desired quantity and qudity of services.
The budget is then developed to support the plan. An effectively
developed budget will:

= |ncorporate along-term view of the program beyond the 1-year
funding period, in anticipation of changing community dynamics

= Support program goas and activities, reflecting the direction of
adequate resources toward priority program areas

= Ensurethat the program can redigticaly accomplish itsgods and
maintain finencid gability

= Incorporate the input of those critical to the process (e.g., staff,
stakeholders, and customers)

Long-term grategic planning dlows for budget development to become
more than a mechanism for balancing revenues and expenditureson a
yearly basis. A plan-supported budget is based on redlistic data of
changes within the community. This budget becomes aliving document
that facilitates the maximum use of resources, is continualy updated, and
provides a postive framework for working toward the program’s long-

range vison.

Budget development for Head Start programs must take into account a
number of factors:
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Proper weighing and balancing of program prioritiesto ensure
that resources are allocated in a manner that supports maximum
program impact. Budgets should be developed to support those
program activities that are most critica to service ddivery, and avoid
deficitsin areas that could have the most impact on the program’s
operations and effectiveness. For example, if the community
assessment and sdlf-assessment show gaps in services (e.g., medical or
dentd hedth for agroup of enrolled children that are new immigrants),
it could be necessary to adjust customary budgeted costs to secure the
needed services for this population.

Allowance of sufficient timefor budget planning prior to annual
grant application and refunding periods. Target dates and activities
must be properly timed to collect information and dataon

expenditures, determine future program gods, develop program plans,
and conduct cost andlysis of critica program activities. Accurate
budget planning requires time for giving thought and consideration to

all aspects of Head Start program operations, aswel asthe cost of
implementation to produce the quantity and quaity of service desired.

Consderation of the program’s evolution over time and the need
to reconsider cost objectives and modify the budget. Aschanges
occur within the community, the depth and scope of Head Start
services will need to keep pace. Unanticipated and unplanned-for
changes may occur after the budget has been developed and
operationaized. Therefore, it isbeneficid to the program and the
community to establish timelines and procedures for reviewing and
making necessary changes to budgets a predetermined intervas, or as
changes dictate.

Selection of the budget system that most effectively meetsthe
needs of the program. Although most Head Start programs use an
incrementa budgeting process, consideration should be given to zero-
based or activity-based budgeting systems aswell. Whereas
incrementa budgeting automaticaly increases or decreases funding to
exiging program activities, zero-based and activity- based budgeting
require evauation of dl activities to determine their worth to the
program in terms of cost and the program’ s future direction. The
evolution of the program and the community may warrant a closer
examindion of program activities to determine their suitability in
mesting the program’ s objectives. (Note: Budget types are discussed
in more detail in next background reading.)
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Use of appropriate information to determine future resource
needs, as opposed to making “ good guesses.” Community
assessments, previous budget expenditures, and staff input provide an
informationa base for decisons on program resource requirements.
Simple incrementa budget changes that are not supported by current
and accurate information may lead to the crestion of insufficient
budgets.

Assignment, early on, of accountability and respongbility for the
planning, development, monitoring, and review of program
budgets iscritical to the development process. Thefiscd manager
and program director are not soldly responsible for planning and
developing budgets. Community stakeholders, parents, and program
gaff mugt aso have somelevel of accountability for providing

vauable input regarding program objectives and associated costs.

Each of the above consderations must be taken into account before,
during, and after the budget development process for Head Start programs.
Detailed attention must be paid to every aspect of preparing the Standard

Form 424A.
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STEP 3. WORKSHEET/DISCUSSION:
MORE REFLECTION ON
BUDGET CHANGES

Page 10

Suggedted time: 20 min.

Purpose: Paticipantswill continue reflecting on their current budget
practices based on the previous background reading. The worksheet isto
be completed individualy or used as a discusson guide with a colleague
or smdl learning group.

Please answer and discuss the following questions:

1. After it has been developed and approved, how often is your budget
referred to for program implementation?

2. How much future planning takes place in the development of the
budget (e.g., forecasting of future needs)? What is the process used for

future budget planning?

3. Doesyour program establish cost objectives for program activities
(e.g., determining spending requirements for successful implementation of
program activities)? If so, how?

4. What isthelevd of involvement of your governing body and Policy
Council in the development of the budget?
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STEP 4. BACKGROUND READING:
BUDGET DEVELOPMENT STEPS

Suggested time: 30 min.

Study the following reading. Fed freeto highlight sections or write
comments in the margin throughout these activities.

Thefollowing isalig of action steps for budget planning with suggestions
for formulating decisons, collecting information, soliciting inpt,
identifying cogts, and assigning respongbilities. These steps follow the
Budget Planning Worksheet in Step 8A.

BUDGET DEVELOPMENT STEPS

Action Step One: Establish Budget Planning and
Development Team

The planning and preparation of the budget will require the input of staff
and others directly related to, and outside of, the program who have a
vested interest in, or who benefit from, the services provided. Therefore,
the first step in the planning process is to establish ateam to set the
parameters for how the budget will be developed and provide input into
the information base that will support proposed costs. Although
individua programs should determine the compostion of theteam, itis
suggested that, a aminimum, it be compaosed of the following:

Program director

Fiscd officer

Program managers

Selected staff members

Representatives of the Policy Council

Representatives of the governing body, school board, or Triba
Council

= A parent representative

The collective and individud roles and responghilities of the team should
be clearly determined. 1t must be specified whether team members will be
respongble for providing input, collecting data, or conducting cost
andyses. Responsbility for fina approvd of the budget (e.g., the
program director or the team through consensus) must dso be specified.

Therole of the program’s governing body and Policy Council is critical to
effective budgeting. Responghilities of these groups include ensuring that
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the program’ s budget development and spending practices are within
Federd and organizationd policies and procedures. The governing body
(also sometimes known as the Board of Directors, Triba Council, School
Board, or Board of Commissioners) and the Policy Council have the “big
picture’ of the program, including its strengths, areas needing
improverment, and other specia needs. Both groups offer perspectives of
the program that are invaluable and essentid to determining how funds
will be dlocated and spent. Itiscritica that representatives of both
groups be a part of a budget development team.

The team approach to budget planning and development generates
diaogue between fiscal and program saff and enhances the knowledge of
the program’ s governing body, thus facilitating a deeper level of
commitment to the financid objectives of the program. Each team
member brings to the process a particular perspective that can help
produce a budget that reflects the redlities the program must address. For
example, the program director and managers will have a broader view of
program operations, while staff will be more familiar with the day-to-day
redlities of program operations. In addition, Policy Council and parent
representatives will be able to provide vauable insght into how program
services are received within the community and where increases or
decreasesin ddivery of specific services may be needed.

Although ateam gpproach to budget planning and development has its
advantages, there are cautionsaswell. It isimportant that team members
be given a thorough orientation as to what will be involved in the budget
process. This orientation should aso include a discussion of expectations
of how decisonswill be made on program activities, cost objectives, and
find budget approva. Team members should be adequately prepared in
advance and told exactly what they will be expected to contribute to the
process. Orientation could also include an overview of the previousyear’'s
budget againg actud expenditures, aswedl asareview of deficits, over-
runs and under-runs by activity or lineitem. Such areview will provide a
bass for determining needed changes to next year' s budget.

Action Step Two: Define Budget Development Process

Once the team has been established, it is criticd that attention be given to
the sequence of tasks and activities that will make up the budget planning
and development process. Everyone needs to understand and agree with
how the budget will be developed, and what specificdly will need to be
done. Lack of clarity regarding specific tasks, roles, and respongibilities
will dow the process and possibly cause team members to work at cross-
purposes.
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Effective budget planning entails examining past performance and
determining the future direction of the program, in both programmatic and
codt terms. Defining the budget development process alows those
responsible to identify and structure the questions that will need to be
answered. Thefollowing are examples of the types of questions that will
shape the dia ogue about, and devel opment of, the Head Start budget:

= How will the program’svision, goals, and objectives be defined?

= How will information concerning the previous years performance,
both programmatic and cost, be reviewed and incorporated into the
process?

= What factors of the external environment (e.g., community, funding
sources, changes in the early childhood development fidd, etc.) will
need to be considered in the development of future cost objectives?

=  What factors of the program’ sinternal resources and capabilities
(e.g., current gtaff qualifications, use of physical space, condition of
vehicles and equipment, etc.) will need to aso be considered?

= How will the program’s priority areas (e.g., expanson issues, staff
development; priorities emerging from locd, Stete, or federa
mandates, etc.) be identified and factored in?

The budget development team will have the task of generating responses
to these and other questions as they go about planning how the budget will
take shape. Itisat this point that the development of the budget is linked
to the program’s overall planning process. Critical agpects of the

program’s past and present performance and resources must be considered

in the planning of the program’ s future. What the program wants to
accomplish and the projected costs of succeeding in these gods are
inescapably linked. Program planning cannot take place without
consideration of cogts; neither can budgets be developed without a clear
picture of program vison, goas, needs, and priorities.

A mgjor resource in producing a clear program picture isthe Policy
Council. The Coundcil’singght into how the program has evolved over
time and the externd factors within the community that will impact future
program directorsis extremely beneficid to budget development. Policy
Council members must be included in any diaogue about the program’s
future financid direction.

In this step the team will aso need to identify roles and respongibilities for

gpecific tasks within the process. Who will take leadership of the team?
Which memberswill be assigned specific tasks regarding the collection of

2-D
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information/data from the community, program staff, parents, etc.? What
assgtance, if any, will be needed from the Head Start Regiond Office?
How often will the team meet and what timdines will be put in place for
the development of the budget?

Action Step Three: Establish A Budget Development

Schedule

Planning and developing the program’ s budget for the next year should
not be alast minute endeavor. Sufficient time must be alocated to the
process of identifying wesknessesin the current budget and revisiting
program priorities and objectives. Essentidly, planning and developing
the budget should be an ongoing process throughout the year asthe
program monitors its costs and expenditures. Once the budget
development process has been defined, the next step isto establish clear
and firm timelines for each step in the process.

Unfortunately, budget development is often considered to be an annud,
necessary evil that must be tolerated in order to access needed program
funding. Program staff often bemoan the task of providing informeation
and input because it is usualy requested in an “I need it yesterday”
manner. Therefore, the budget is viewed as the task that must be endured
at the end of every year, as opposed to an ongoing element of program
operations and management.

Egtablishing a schedule for budget development can help to integrate the
process into the program’ s routine financial management tasks. Each
program must decide what works best for them. Asaguide, the following
are consderations for establishing a budget planning and development
schedule:

= Thelength of the funding period (1 year vs. 3 years) and how often a
full budget must be submitted

=  Whether budgets need to be devel oped for multiple funding sources,
and if they arein sync or staggered

= How often criticd information is collected and when it is made
avallable before the concluson of thefiscal year (e.g., community
assessment data, salf-assessment results, program plans and updates,
audit reports, etc.)

= Thetiming of the budget approva process, taking into condderation
interna reviews before submission to the Head Start Regiona Office
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All of the above will determine when key budget planning and
development activitieswill take place. Creating an actua cdendar of
events for the budget process ensures the integration of budget
development into the Head Start program’ s ongoing financia

management. Budget planning and development activities could be
included in the program’ sfinancid caendar, which isusudly included in
the financid procedures manud. The financid caendar typicaly displays
critica financid management activities such as accounting closing dates,
payroll submisson and paydays, and paid holidays. Specific tasks such as
reviews of critical cost and program data, developing or updating program
plans and community assessments, conducting cost anadyses, and
establishing cost objectives for the coming year can be earmarked for
completion during Srategic timesin the fiscal cdendar.

Action Step Four: Select the Appropriate Budget Type

Historically, Head Start programs have used the incrementd, line-item
budget structure. The Standard Form 424A requires that programs submit
cods by specified line item categories for each program function or
activity. Cogts are summarized by category with attached calculation
breakdowns. Budgets for continuation of program grants beyond the first
year can beincrementally increased or decreased by line item with proper
judtification attached for those specific increases or decreases.

While this structure continues to be widdy used and accepted within Head
Start, it may not meet the needs of programs with more complicated
costing structures or those seeking more accuracy in developing detailed
budgets. Incrementa and line-item budget structures are most appropriate
for programs that have consistent resource needs over time, with very little
fluctuation in expenditures or anticipated increases or decreasesin service
Odivery.

Programs that need to be responsive to changing needs for quantity and
qudlity of services, or that project mgor changes in the program structure
in future years, may require a more detailed type of budget devel opment
format. Two options for structuring program costs are the zero-based and
activity-based budget. These two formats can be used to determine costs
that are reflected in the line item budget form 424A.

Zero-based budgeting incorporates program planning and
objective setting as an integra part of the budgeting process. It
assumes that no program function or activity is necessary unless it
isdirectly tied to current objectives. Therefore, unlike incrementad
budgets that assume dl current activities are necessary and
preapproved, the zero-based budget requires that each activity and
its associated costs be justified and prioritized. As opposed to
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incremental increases in current adlocations, zero-based budgets
require the program to ask, “if we start at zero, which program
activities are necessary, and are there aternatives that are more
beneficid programmaticaly and fiscdly?” The zero-based
budgeting process requires a deeper levd of planning and
evauation of program activities, with emphass on what is
currently necessary to provide a quality program, not just
incrementaly increase current activities.

Activity-based budgeting offers a somewhat smilar gpproach to
budget development, in that the focus is on developing costs based
on detailed andysis, rather than unjustified assumptions. The
focusis determining what activities are driving codts, as opposed
to how cogs are guiding activities. In the activity-based budget
program, activities are defined as elther primary or secondary to
the accomplishment of program goas, with emphasis on ensuring
that the budget focuses most of the resources on primary activities.

Within Head Start, activity-based budgeting alows programs to
identify cost driversfor each functiond area (e.g., program design
and management, family and community partnerships, early
childhood development and hedlth services, etc.) and its associated
activities. Costs would be alocated according to what was needed
to ensure that primary program activities were adequately funded,
and that secondary activities were not over-funded.

Programs that are planning to grow at afast pace because of
program expansion, or the addition of Early Head Start, and other
comprehensive projects could benefit from using a zero-based or
activity-based budgeting approach to the entire Head Start
program. In addition, programs that are restructuring and
reorganizing around program areas or other functions would find
an activity-based budgeting approach useful. On the other hand,
programs may choose to continue with the incrementa approach if
dow or minimd growth is expected, and the budget framework
has been working with minimal cost overage or under-budgeted
categories.

Handout A outlines the advantages and congderations for using
each type of budgeting for Head Start Programs.

Action Step Five: Collect Budget Support Data

The foundation for the development of the budget consists of the data and
information that provides a picture of past, present, and projected program
performance. Compiling and andyzing this informetion is one of the most
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critica tasks in the budget development process. Thelink between the
budget and the program it supports must be strong and convey the
program’s philosophy, aswell asits future direction.

Head Start programs routinely collect information and data (discussed in
detall in Step 6) on their externa environment, interna resources, and
operations to assst in determining the effectiveness of past cost
expendituresin meeting program gods. Thisinformation dso helpsto
determine changes that must be made to ensure adequate financia support
for future program efforts. The key to using dl of this available
information and data in the budget development processis to know what
the information will yidd thet will be hepful in identifying program
activities and associated cogts.

Handout B describes how critica program data and information can be
used to support the development of the budget.

In addition, input from the Policy Council should be used to supplement
program data. Council representatives can be hdpful in providing ingghts
from parents and community members. Such information will be
epecidly beneficid during those periods where afull community
assessment is not completed.

Action Step Six: Specify Program Goals

Three key pieces of information are crucid to program planning and
budget development: community assessment, interna program self-
assessment, and program plans. All will provide guidance and direction
regarding program goa's and objectives for upcoming budget year(s).

The community assessment is completed before the submission of the
initid grant. A community assessment should be completed in tota every

3 years and updated and revidted during the intervening years. The
Community Assessment congtitutes a very large research project that
explores the make-up of the community served by the Head Start program.
The objective isto determine what community factors will impact on the
services needed and the expected leve of program enroliment. Satistics
are collected on location of pockets of poverty; where the young children
reside within the community; the educationa level of community

residents; and other socid, economic, and demographic information.

The Federd program review and the annual internal program self-
assessment are designed to assess the internal needs of the program.
Informeation collected through the formal review and salf-assessment
includes:
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= exiding program strengths

= areasinwhich servicesto children and families can be improved

» internd systems, gaff, or ementsin the environment that contribute
to the program’ s strengths and areas for improvement

= untapped resources in the program or itsloca environment

= compliance and noncompliance with both Federa and other governing
regulations and the program’ s own goa's and objectives.

Both the formal program review and the interndl sdlf-assessment are
designed to assst programs in identifying gaps between their stated
philosophy, mission, and gods, and what they actually achieved.

Lagt, but not least, arethe Head Start Program Plans which, like the
community assessment, are developed every three years and updated and
revigted in the intervening years. The overdl Program Plan will contain
individua plansfor each Head Start program system component. The
function of the plan is to address identified needs resulting from the
community assessment and internd sdf-assessments. The identified
needs are trandated into goals for each Head Start program area.

Program plans are smilar to annua operating plans that are developed for
busnesses. They dlow the program, at the end of each year (or every
third year) to design a blueprint for the coming year. They are acrucid
tool in the drafting of annud godls, identifying priorities, and structuring
cost objectives.

For example, programs may need to upgrade staff qudifications. While
this identified need would require along-term plan, the stepsto
accomplishing goas and objectives will be prioritized and set out in

annua gepsthat can be budgeted, such as tuition assstance, subgtitutes to
alow classroom gtaff to attend classes, etc.

Action Step Seven: Identify Cost Objectives

Each identified program god should have corresponding program
functions or activities thet are designed to accomplishthegod. The
process of specifying what the program will accomplish (down to the
activity level) makesit possible to establish cost objectives for program
activities. This, in turn, provides aredigtic and verifigble base for cost
alocations, budget development; and cost tracking, monitoring, and

reporting.

Developing cost objectives for program activities requires an in-depth
understanding of the codts inherent in operationdizing program activities
and dl of their associated tasks. Cost objectives define what will need to
be spent to achieve the desired quantity and quality of implementation of a
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specific program activity. Therefore, the process of establishing cost
objectives dlows the program to respond to the question of “how much do
we need to spend on this activity to ensure that we successfully implement
it and achieve our god?’

Cogt objectives should reflect both historical cost accounting data (if
available) and projections for future needs. In other words, cost objectives
should capture what is known about the cost of a pecific activity and any
anticipated future changesin how the activity will need to be

implemented.

The development of cost objectives should include cost considerations for:

= required increases or decreasesin funding levelsto support program

gods

= number of aff assgned to a particular activity and the amount of time
spent on associated tasks and across tasks and activities

= gpace, materia, and other nonStaff resources required for the activity
and the associated tasks

= direct cogts associated with the activity and tasks (e.g., telephone
savice, if ggnificant to implementation)

= how costs will need to be adjusted for a specific activity during the
funding period to correspond with anticipated and planned changes

= adminigrative and management support specific to the activity, above
and beyond overal program support

= multiple funding source activities that may have specific tasks thet are
funded from various sources.

Defining cogt objectives for program activities supports the process of
assgnment or alocation of cogts to program activities. When programs
take the opportunity to set objectives for the resources they will spend on
project activities, they set the stage for a cost alocation process that
ensures that each activity and associated task is adequately funded to meet
program goals.

Action Step Eight: Determine Budget Impacts and
Constraints

Once the program has identified and alocated costs, the next step isto
review the budgeted costs againgt any future impact or congtraint.
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Consideration should be given to changes that are anticipated in Head
Start priorities or guideines that would make changesin program focus
necessary during the next budget period. Not giving consideration to such
anticipated changes could cause potential budget shortfals if resources
have to be re-dlocated to address unplanned-for program changes.

For example, when new mandates are issued, programs usudly have a
reasonable timeframe to begin to comply. If program planning is not
proactive and needs are not anticipated, the deadline for compliance may
arrive without adequate financid provisons. For ingance: modifications
to fadilities to comply with the Americans with Disabilities Act (ADA),
changed staffing requirements as aresult of the revised Performance
Standards, and mandates coming from Head Start reauthorization
legidation that require higher staff credentias require long-term budget

planning.
Summary

The above action steps serve as a generd guide to budget planning and
development and can be modified to meet specific program needs. In
essence these steps are designed to ensure that (1) sufficient involvement
of people interna and external to the program, (2) adequate budget
development to support the goals of the program, and (3) ongoing budget
planning and development is linked to overal program planning.
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HANDOUT A. ADVANTAGES/
CONSIDERATIONS
OF THE THREE BUDGET TYPES

Object Class (Line Item) Budgeting

What’s Budgeted Advantages Consderations
Personnel Leadt time consuming Difficut to relate to
Fringe benefits Based on prior performance

Travel expenditures Cannot relate data to
Equipment More amplified activities

Supplies accounting system Data not conducive to
Contractua Controlslineitem meking timey
Congtruction expenditures adjustments

Other indirect cogts Difficult to determine

reasons for over/
under expenditures

Activity-Based Budgeting

What’s Budgeted Advantages Condderations
Child hedth and Canidentify Requiresan
development opportunities for accounting system
Education and early improvement and that records at the
childhood cost reduction needed levels
devel opment Relates costs to Time consuming
Child hedth and safety performance data Requires adetailed
Child nutrition Enables assessment of project plan
Child mentd hedth processesthat are
Family partnerships effectivein sarving
Community customers
partnerships
Program governance
Management systems

Qudity improvement

2-D
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Zero-Based Budgeting

Characteristics Advantages Congderations
Beginsa zero Requiresjudtification Potentid generation of
resources of proposed activities competition and
Forces ranking of Useful for andyzing conflict among
purposes priorities program components
Requiresaclear focus | Managers must argue Time consuming
on priorities the merits of thar Requiresan
Emphasizestangible efforts accounting sysems
results that records at the
Process must consider needed levels

mandates
Modified verson
caled “targeted
budgeting” puts only
5 or 10 percent at risk
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HANDOUT B

The budget must be
responsiveto the
needs

Community

Assessments

The budget must support
the goals and activities
of the program.

Program
Plans

Head Start Program
Budget Development

|

HS
Program
Reviews

The budget must support
effective program operations
and the provision of quality

services.

2-D

HS

Federal
Guidelines

The budget must
support and reflect
compliance with Head
Start guidelines and

regulations.

The budget must
reflect what staff have
learned about the use

of financial resources.

Policy
Council
Input

The budget must
incorporate the
knowledge of those who
know the community,
the children, and the
program.
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ﬁ STEP 5. EXERCISE: LINKING
= % IDENTIFIED NEEDS WITH BUDGET

7y DEVELOPMENT

Suggested time: 30 min.

Purpose: To recognize the relationship between identified program
needs and budget development.

Read the following scenario and answer the questions individudly, with a
colleague or in asmdl learning group.

In the county next to Child and Family Services Head Start is a Head Start
grantee with an urban service area. The program is called Unified Head
Start, an gpt name for a program that serves nine different ethnic groups,
each with its own language. There are about 600 children enrolled, of
which 50 percent are not English spesking.

Unified's community assessment hes congistently shown avariety of
hedlth problems that immigrant families often exhibit when they first
arivein the community. Tuberculosis and dental problems are recurring
hedlth concerns. Unified' s program self- assessment shows how the
program struggles with providing enough staff and resources to reflect the
many cultures of itsfamilies. All cultures are welcome at Unified, and the
gaff can gpeak acombined tota of 4 languages, but that leaves 5
languages that are not spoken by anyone on Unified' s Seff.

Unified has aways |eft budget development up to the fiscal department.
Over thelast few years, the Unified Head Start director, hedlth services
manager, and education manager have noticed that there is not enough
money in the budget to meet the hedlth services needs. Thereisaso not
enough money for outreach activities in the communities to recruit
classroom helpers who speak the language of the children. The hedth
sarvices manager actudly had an argument with the fiscal director over
the cost overruns for hedth screenings and follow up. They decide to
approach the fiscal department about these issues before the budget is set
for the next year.
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Within this brief scenario, what program needs do you see?

For each need you identified list some specific activitiesin which the
program could engage in order to address those needs.

For the activitiesidentified, what specific cost objectives would you
link to those activities?

What do the community assessment results and the concern regarding
cost overruns indicate about the program’s current budget? About
where changes should occur in the new budget?

What additiond information is necessary to justify budget changes that
are responsve to the needs of the children in their community?
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STEP 6: BACKGROUND READING:
BUDGET IMPLEMENTATION
AND REPORTING

Page 26

Suggested Time 20 min.

Study the following reading. Fed free to highlight sections or write
comments in the margin throughout these activities.

Putting the Budget in Motion

A very important component of effective Head Start program financid
management is operationdizing the budget to support the gods and
activities outlined in program plans. Many programs are successful in
developing a sound budget, but often neglect to put in motion processes
and procedures to ensure that the budget is understood and utilized by staff
to guide the operation of the program.

Dueto lack of communication between fiscal and program staff, budgets
sometimes seem shrouded in secrecy. Outside of fiscd gt&ff, the program
director, and Regiona Office gtaff, thereislittle or no knowledge of the
program’ s financia resources. Staff are often asked to be responsible and
accountable for planning and conducting program activities without
knowledge of the dollars alocated for those activities. Not only does this
limit the effectiveness of gaff, but can eventudly limit the effectiveness of
the program in accomplishing its gods.

The connection between the budget and operationdization of program
activitiesis not dways agiven. Program, fisca and Regiond Office aff
must make an intentiond effort to work collaboratively to ensure that
program activities are carried out within the framework of available
resources. Thelines of communication must be open enough to alow
give and take around the most effective way to operate the program, both
interms of cost and quaity of servicesto the children enrolled.

Successfully putting a budget in motion requires that programs develop
and follow processesfor (1) informing and educating S&ff at al levelson
resource alocations and costs condiraints for program activities, (2)
routingly reviewing spending, as well as sharing budget concerns, and (3)
engaging staff in budget monitoring and cost containment efforts.
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Educating and Informing Staff

Often when the issue of budgets and expenditures arise within a program,
the responseisto “let the experts handleit;” in other words, let the fiscal
daff take dl of the responshbility. Fiscd staff are “experts’ inregardsto
costing and accounting procedures. But fiscal aff do not dways have an
in-depth knowledge of the ins-and-outs of program implementation. In
this respect, program staff are the “experts,” and should be equaly
responsible for ensuring that the program operates within its resources.
The combination of fiscal and program knowledge will produce an expert
gpproach to the financid management of the program.

All gaff need to understand how the program’ s financia resources are
dlocated and tracked, aswell asther role in supporting cost effective
program implementation. There will undoubtedly be a need to structure
the ways in which staff are informed and educated about the program’s
financial processes according to the level of involvement they will havein
financia management. For example, program managers may need to have
adeeper leve of knowledge than teachers, cooks, or bus drivers. At a
minimum, dl staff should have a basc knowledge of:

= the program’s annua budget and itslink to overdl program gods

= thefinancid resources dlocated to ther areas of responghbility within
the program

» increasing or decreasing leve of effort within specific program areas
due to funding changes.

It is assumed that program managers will play anintegrd rolein
developing the budget and, therefore, will have intimate knowledge of
how it was developed. Program managers can then share this knowledge
with al gaff. Increesing saff knowledge and understanding of the
process can increase their commitment to successful financiad
management.

Educating and informing staff of the budget process and resource
adlocations should be an ongoing, routine task that is built into the
program’s management. There are anumber of actions that programs can
take to ensure that staff and Policy Council members areinformed. They
include:

1. Conducting an dl-gtaff meeting following the gpprovd of the new
budget to review it and discuss any mgjor changes that will impact
program activities. Thistype of meeting helps to establish expectations of
how activitieswill be carried out in the coming year, particularly in
respect to increases and/or decreasesin effort in specific areas (e.g.,
increased enrollment). It isaso atime to ensure that everyore hearsthe

2-D
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same information, aswell as for addressing questions and concerns. This
alows the program to cut down on rumors and misunderstandings
regarding the impact of funding on program activities.

2. Have managers periodicdly include discussion of costs guidelines and
regulationsin staff meetings. It isimportant for staff to understand the
congraints and guidelines that define how program resources can be
utilized, particularly if they have direct responghility for the disbursement
of funds or materias. Managers can use time during staff meetingsto
review the basic intent of specific cost principles (eg., use of non-Federal
share resources, alowable and unalowable codts, etc.) to provide staff
with an understanding of the guidelines they must work within when
expending resources.

3. Seek opportunities for team training in financia management that
program and fiscd staff can attend together. Having fiscd and program
daff participate in ashared learning environment can increase knowledge
and undergtanding of each other’ sissues and concerns regarding the
program’ s financia management. This aso helpsto open the lines of
communication. An added benefit would be the incluson of Policy
Council members in the team training environment.

Regardless of what method is used, informing and educating program staff
on dloceation of program resources and guidedines for their expenditure
can only strengthen Head Start’ s financial management. The key isto
develop routine processes for keeping s&ff informed.

Routine Budget Reviews and Reports

Keeping the lines of communication open between fiscd and program
daff can most easily be accomplished through routine budget reviews
where both can share concerns of the program’s progressin resource
alocation and expenditure.

One way of ensuring that budget reviews are made a part of the program’s
management routine is to make them coincide with the submisson of
Standard Form 269, Financid Status Report. The SF 269 is completed
and submitted to the Head Start Regiond Office three times during the
grant year. Aninitid report is due 30 days following the sixth month of

the budget period, a second report is submitted within 30 days of the end
of the period, and afind report is submitted 90 days following the end of
the period. Within this report, Head Start programs provide a detailed
accounting of cumulative expenditures.

Completion of the SF 269 provides a perfect opportunity to update staff on
the financid status of the program, including budgeted and actua
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expenditures for each program area. Reviewing thisinformation with staff
alows time to discuss the underlying reasons for specific expenditure
concerns (e.g., over- or under-spending in certain activities). Program
gaff can provide indghts into how and why funds were expended in a
particular way, and aso contribute to identifying strategies for addressing
problems.

Regardless of when or how often budget reviews are conducted and
reports developed, it is critical that fiscal and program staff take timeto
reassess prior assumptions about program needs and resources. There
needs to be time to reflect on what worked and what didn’t regarding
alocation and expenditure of the program’sfinancid resources. Reviews
need to occur at various times during the budget (grant) year to dlow for
adjusments and modifications. Waiting until the end of the budget year to
review costs leaves the program open to potentia budget overruns or
under-spending, as well as possible lack of resourcesfor critica program
activities.

Engaging Staff in Budget Monitoring and Cost
Containment

A magor concern in the financid management of Head Start programs is
how to monitor and contain costs before problems arise. How can
program Saff at dl levels assst in monitoring expendituresin their aress
and aso work to contain costs? What can a staff person do to help ensure
that the program’ s financid resources are used effectively?

The answer liesin the manner in which the program informs and educates
gaff through sharing of critical informetion. Staff who are ectively

involved and engaged in the process are more likely to view the program’s
financid management as everyone' s concern, not just that of the fiscd

gaff. Specificaly, program staff have the best insght as to how resources
areused on adaly basis. They can identify where more or fewer
resources are needed, and help to track how funds are being used to
support program activities. Engaging staff in budget monitoring and cost
containment can be achieved by:

= Making daff aware of budget congtraints and encouraging them to
factor those congtraints into their implementation of program activities

= Encouraging taff to discuss concerns regarding the avail ability and

use of resources, aswell as being open to their suggested ways of
reducing costs in their program areas
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= Ensuring that directives and guidance for implementing program
activities are congstent with available resources (e.g., not asking staff
to perform tasks that are outside of budgeted resources)

In essence, the best way to engage staff in monitoring and containing costs
isto provide sufficient information about the budget, routingly report on

its effectiveness, and support Saff in using thisinformation asthey go
about their jobs.
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STEP 7. EXERCISE: BUDGET = %
MANAGEMENT AND REPORTING //,

Suggested Time: 40 min.

Working individudly, in your program teams, or in smal groups,
brainstorm responses for the following questions. 'Y our responses should
reflect the best practices for a budget management team in your Head Start
program or in a program you are monitoring. Be as credtive as possble
with your ideas. Y ou may record your responses on this page, or if you
are working with ateam or small group, you can record responses on
newsprint, using the headings on the graphic below.

Braingorming questions:

= Who should be part of the budget management team? List specific
pogitions in your program or in a program with which you are familiar.

= How can the fiscd department and Head Start program managers share
information related to monthly financid reports? Give ideas for
digtribution and discussion of the monthly financia report.

= Doesthe monthly financid report in your agency (or any agency you
are familiar with) show “actudl againgt budgeted” costs for each

account code or line item? How is the financia report made user-

friendly for program saff?
=  What are some ideas for ways that the budget team can track the
program’ s budget and expenses?
(VR
TEAM
(B )
INFORMATION -
| SHARING (vE _ +]
L MONTHLY
FINANCIAL v ]
| J_, || rEPORT BODOET
b MONITORING
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STEP 8. WORKSHEET AND
oS % EXERCISE: COLLABORATIVE
/) BUDGET PLANNING

Suggested Time 60 min.

Purpose: To provide program and Federd staff with atool for
collaboratively planning the design and review of program budgets, as
well as a process for working collaboratively to ensure a cost-€effective
gpproach to financid management. This activity is mogt effectiveif done
asateam or smdl group, with afacilitetor.

Part | (40 minutes) Program and Federd staff will work independently
(individualy or in smal groups) to respond to the questions and requests
for information in the Action Steps contained in Worksheets A (for
program staff), and B (for Federa staff).

Part 11 (20 minutes) After completing the steps, individuas and groups
will come together to discuss how they responded to each step, making
note of the following:

1. What do you consder the most difficult aspect of budget planning for
programs?

2. Wha were the smilarities and differences in your perspectives asto
how a particular step in the budget planning process should be
approached?

3. Wherethere are differences? What do you fed isthe bassfor the
difference? For example:

=  We have adifferent understanding or interpretation of aregulation
or guiddine

We see certain aspects of the program differently

We focus on different aspects of the financid management process
We have not had a prior opportunity to discuss thisissue.

Other (please secify)
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4. Inwhich areas of the program’ s budget development process do you
fed collaboration between program and federd geff is criticad?

5. How specificaly can program and federd staff collaborate in the areas
identified above?

2-D
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STEP 8. WORKSHEET A
(PROGRAM STAFF): BUDGET
PLANNING WORKSHEET

Suggedted time: 40 min.

Purpose: Usethisworksheet asaguide for planning the critical tasks
in budget development. Answer as many of the questions as possible.
Fed free to customize the steps to meet your program’ s specific needs.

Action Step 1: Establishing Budget Planning and
Development Team

Check dl that apply regarding your program’s needs for a budget
development team:

A.

Page 34

We need to seek more involvement in developing the program’s
budget.

We need to seek input and involvement from:

program staff
Policy Council
parents
managers
program director
others (specify)

We need to establish an ongoing budget planning and devel opment
team.

We need to provide an orientation to the team on budget process,
responsibilities, and expectations.
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Action Step 2: Defining Budget Development Process

A. Who will lead your budget development effort, and why?

B. What will be the roles/respongibilities of the various team

members?
Team Member Role Responshility

1.

2.

3.

4,

5.

C. What will be the key questions that need to be answered to develop
an effective budget?

1.

2.

3.

4.

5.

D. Identify the mgjor tasks that need to be accomplished to develop
the budget:

1.

2.

3.

4.

5.

6.

1.

8.

2-D
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Action Step 3: Establishing A Budget Development
Schedule

A.

agrwdPE

The length of your funding period:

___lyear  3yeas ___ Other:

Do you currently have afiscal caendar? ___Yes No

When will you begin developing the grant gpplication and budget
for the next funding period?

Given the tasks idertified in Action Step 2, identify when these
tasks will need to take place in order to have the budget completed
in time for submisson:

Task To Be Completed By:

Action Step 4: Selecting the Appropriate Budget Type

A.

aghkrowbdE

What process have you used in the past to develop your annua
budget?

Incrementa increases by lineitem (e.g., 10%)

Tota re-budgeting of specific line items based on detailed
cos anayss

Combination of both

Other (specify):

What would you specify as the current primary program activities
that drive program costs?

2-D



C. Specify any mgor program changes that will have a definitive
impact on any future budget devel opment.

agr®ODNE

O

Based on the above information, which budget type would most
effectively meet your cogt dlocation needs?

Incrementd: Standard or predetermined increase or
decrease of current lineitem figure

Zexo-based: Re-costing of program activities, asjudtified
by an andysis of their necessity and priority
Activity-based: Re-cogting of program activities, with
focus on those that are primary to achieving program goals
Any combination of the above (please explain):

Action Step 5: Collecting Budget Support Data

A. Ligt the information/data you will need to determine program

needs for budget devel opment:
Information/Data Source
1.
2.
3.
4.
5.
B. Ligt the information/data you will need to ensure budget
compliance:
Informeation/Data Source
1
2.
3.
4.
5.
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Action Step 6: Specifying Program Goals

Based on the information gathered in Steps 4 and 5, specify the mgjor
program goas that will need to be supported by your budget.

ROoo~NoOhs WNE

0.

Action Step 7: Identifying Cost Objectives

Based on the program goals identified in Step 6, specify the cost

objectives for each godl.

GOAL

ACTIVITIES

COST OBJECTIVES

Example: Develop an
effectivetrangtion
program to assst parents
in preparing for
kindergarten

Home vidts

Parent involvement in
classrooms

Increase funding for
parent activities by
20%

1.
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GOAL

ACTIVITIES

COST OBJECTIVES

Action Step 8: Determining Budget Impacts and

Constraints

Based on the cost objectives specified in Step 7, what factors need to be
congdered that may impact or place congtraints on development of your
budget (e.g., changesin guiddines, anticipated reduction in non-Federa

share resources, €tc.).

COST OBJECTIVES IMPACTY
CONSTRAINTS
1
2.
3.
4.
S.

Note: Use a separate sheet for additiona activities.

2-D
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ﬁ@ STEP 8. WORKSHEET B (FEDERAL

STAFF): BUDGET GUIDANCE PLAN

Suggedted time: 40 min.

Purpose: Usethisworksheet to specify criticd areasfor guidance to

programs in the planning and development of program budgets. Fed free
to customi ze the steps to meet your region’s specific needs.

Action Step 1: Establishing A Budget Planning and
Development Team

A. Specify ways in which Federd gaff can interface with aprogram’s
budget devel opment team:

B. Specify what guidance you would provide to a program’ s budget
development team as part of an orientation to the budget
devel opment process:
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Action Step 2: Defining the Budget Development
Process

A. Specify critical questions to be answered by the program’s budget
development team as they commence the budget planning process.

N

B. |dentify tasks the Regiona Office congders critica to budget
development:

AW PE

Action Step 3: Establishing A Budget Development
Schedule

Specify the most beneficid timeframes for programs to begin the budget
devel opment process:

. during origind grant gpplication:

" during grant continuation:

Action Step 4: Selecting the Appropriate Budget Type

A. Specify genera guidance the Regiond Office would give to
programs regarding the selection of an gppropriate budget type for
determining cods.

2-D
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B. Factors that would make atotd line item re-budgeting necessary:

1.

2.

3.

4.

C. Program activities that generdly tend to drive costs.
1.

2.

3.

4.

D. Typica program changes that need to be consdered in budget

development:

1.

2.

3.

4.

Action Step 5: Collecting Budget Support Data

Program data considered critica to effective budget judtification:

~AwbdpE

Action Step 6: Specifying Program Goals

Specify reasonsit isimportant to link costs to program gods and
activities

ApwWNPE
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Action Step 7: Identifying Cost Objectives

A. Specify waysit is beneficid to budget development to identify cost
objectives.

el SN

B. Specify key program activities that would benefit from the
identification of cost objectives:

El NN o

Action Step 8: Determining Budget Impacts and
Constraints

A. Common budget congtraints programs should be aware of:
1

2.

3.

4,

B. Factors that may impact program budgets for the upcoming period:
1

2.

3.

4,

2-D
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STEP 9. SUMMARY

Page 44

Suggested Time: 10 min.
Key Points

A team approach to budget devel opment
Critical budget planning tasks
Edtablishing cost objectives

Types of budgets

Budget monitoring and cost containment

PERSONAL REVIEW
Whét did you learn from this activity?

1.

How will you use your new knowledge and skills in your work?

1.
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Wheat other things do you think you might need to learn in order to master
the skill of budget planning and development?

1.
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