Chapter 1
The Context of Public Sector Budgets

Chapter One Overview

The ability to tax and spend is at the cornerstone of government. angepm-
ally, this appears to be an easy to understand phenomenon. Howeyer, it 1s not
that simplistic. Budgeting is a two-fold process at the very leas_t. First, somgone
has to decide how much money the government needs to function at an optimal
level. Second, someone has to determine how much funds to allocate to each
program/department. Since budgeting involves the allocation of scarce re-
sources, it can be a difficult process. Although elected officials formally decide
how to allocate funds, collecting revenue is an administrative function. Bpth
procedures can be very complicated, sophisticated, and crucial to the very exist-
ence of governments.

The first chapter provides the reader with a general overview of budgets and
the processes that go along with them. This includes, but is not limited to: the
purpose of a budget, the different types of budgets, sources of revenue and ex-
penditures, government accounting techniques, and audits.

What is a Budget and Public Budgeting?

A budget is a fiscal policy document that outlines the revenues and expendi-
tures an organization needs to carry out some specific functions during the
course of a set period of time. With respect to the government, this period of
time is called a fiscal year (FY), a twelve-month period where funds are collect-
ed and spent. For example, FY 2018 for most states begins on July 1, 2017 and
ends on June 30, 2018. At the end of this period, the budget must be (legally)
balanced and available for public scrutiny. The legal requirement for a balanced
budget is the primary definitional difference between a public and private budg-
et. States and local governments should not carry deficits over to the next fiscal
year. However, in many instances, particularly at the fund level, deficits are car-
ried over on the budget basis. Public budgeting is the acquisition and use of re-
sources by public organizations for the purpose of providing a public service or

good (see Swain and Reed 2010).

Three roles emanate from budgets: allocation, distribution and economic
development. First, governments have to decide what services will result from
. the allocation of funds. Second, they determine who will benefit from the distri-
- bution of these funds and who will pay for the services. Lastly, they determine



z o

What levelg

of j ;
g0vernment icome and Job gro

(Musgraye 1959). Wth are requireq t0 maintajn stability o

Functiong of a Budget
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how to go about.carrying out those tasks. It also forces

Rubin 1997: Howard 2002; Mikesell 2014; Solano 2004; Rubin 2006; Musell
2009; Swain and Reed 2010). In the U.S. System of government, no expenditure
can be made unless the governing authority-legislature, city council, Congress-
authorizes it. Rare exceptions include Executive orders, but even these do not
completely negate the role of the legislative body.

Budget Formats

1 i : line-item, program, and
Generally speaking, budgets come in threfe format§ :
performance yngever, there are also budgeting techmque;isI that ;z:)nl ?;: 1a1f§h$;
. i based budgeting (Andrews 3
One seldom used example is zero- ng esmhgndioe
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quests (see also chapter 7). An agency can also use an mc_remental ’approag_ to
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/l;lllthgoeugmhga state or local government may requir i anthagte;pcey ;(t)’ gﬁdrgn;t :h e
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o offERgect they do have i vin 99; Thurmaier and Willoughby
t}1"Itzzfcr (Axelrod 1995; Gianakis and McCue 1999;
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2001: Smith, Sun, and Lynch 2017).
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e Pfogfzml 3 provide two basic examples. for the sanitation departmem'
Ef‘hl.b]t lﬁg azn City. Let’s take a look at Exhibit 1.2 and note that the goal of
t\zzttélgp%;t is stated followed with objectives to accomplishing that g0a] }

Exhibit 1.1 Line-Item Budget .
Sanitation Department, Jefferson City

FY 2018 & FY 2019 Expenditures

FY 2019 (Est.)

P nnel FYLO]8LACt)
Szflfr?es $165,459.78 $179,000.00
Fringe Benefits 22,410.56 25,000.00
Retirement 9,521.13 12,000.00
Insurance 6,510.87 7,000.00
Training 2.750.09 3.000.00
Subtotal $206,652.43 $226,000.00
&(pplies FY 2018 (Act.) FY 2019 (Est
Dlsfposable Trash Cans $25,230.25 $29.000.00
Uniforms 6,298.69 7,530.00
Mechanical Brooms 10.498.91 12.300.00
Subtotal $42,027.85 $48,830.00
Capital Qutlgy F
Equipment 2;31788346’-) £Y 2019 (Est
Dol s 2’987?0 $28,987.00
Trucks- F 350 49,874 .25 .00
Subtorq] 9 84.890.00
K
TOTAL
$325.33] .73

$388,707.00

A SyNe
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Exhibit 1.2 Program Budget One
Jefferson City, FY 2018 Expenditures

Sanitation Department
gency is to provide comprehensive sanitation services within

The goal of this a
the Jefferson City in the most effective and efficient manner as possible.

Objectives:
a. Ensure that trash and debris is removed from the streets effectively.
Provide for the effective removal of recycled material.

b.
€. Provide for street cleaning.
d. Provide for Snow removal in an efficient and effective manner.

TOTAL: $325,331.73 (actual)

Exhibit 1.3 Program Budget Two
Jefferson City, FY 2018 Expenditures

Sanitation Department
The goal of this agency is to provide comprehensive sanitation services within
the Jefferson City in the most effective and efficient manner as possible.

Objectives:
a. Ensure that trash and debris is removed from the streets effectively.
b. Provide for the effective removal of recycled material.

¢. Provide for street cleaning.
d. Provide for snow removal in an efficient and effective manner.

Divisions:
-Trash Collection $200,375.00
-Street Cleaning 85,456.73

-Snow Removal 39.500.00
TOTAT $325,331.73 (actual)
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ﬁsca'll’{leeaiést type of budget is a performance budget. A performance budget

e i ut created by th:
classifies funds based on some activity and "}‘hh?sdtl;g:to(;ul:ﬁdget Tt h};av;tya:;
tivity rather than the purchase of resources. . 1 g Lo e coutablT A
strategic planning. operationsliD R e s anf g osis and strategy buildin It
tegic planning is a future OrienICAIPIOSES: ter 1agr:1 the environment in whicg};l i
closely monitors an agency’s mission, capaCIty, an by 2011). O gl
exists (Bryson 2010; Poister 2010; Rubin and Wwilloughby . peratzonal
planning monitors the allocation of resources on 2 task-by-task basis in orde? to
ensure that goals and objectives are met. Lastly, performance' accountability
measures progress by results. For example, measuring gl’adl_latlotflrll rates, docu-
menting the number of students in a classroom, or measuring e amount of
snow removed from streets. The Governmental Accounting Standards Board
(GASB) has a concept statement and provides exarpples and 2 ﬁ:amework that
governments are encouraged to use when formulating accountability measures
(see Smith, Sun, and Lynch 2017, p- 156; Joyce 2011). _ ]

An advantage to using a performance based budget is the direct correlation
between spending and services provided (i.e. results). Performance budgets can
be very useful for management because it provides accountability measures for
both agency heads and legislators. This, however, is a double edged sword. On
the one hand, agency heads must be very specific in detailing their operations.
Legislators on the other hand must appropriate funds based on performance
rather than the normal line-item format (Gianakis and McCue 1999). In sum-
mary, this means greater effort on the part of legislators. Unless they have some
level of expertise with that particular agency, they may find themselves ignorant
of the details of spending and the long-term repercussions of their acts. The
main benefit of a performance budget is that it allows for the outcomes of spend-
ing to be monitored every fiscal year. Hence, they are tied directly to perfor-
mance reviews. Performance budgets date back to the early 1900s in New York
City where attempts were made to bring greater accountability to agency heads
and politicians (Mendosa 1983: U.S. General Accounting Office 1993; Smith,
Sun, and Lynch 2017).*

Exhibit 1.4 provides an example of a performance budget for Jefferson City.
Note the exact functions that are to be carried out as a result of the expenditures.
In addition, a performance budget can list the result of previous activities. For
example, Exhibit 1.4 shows that the number of neighborhoods served by the

recycling program has increased. Also, note that the performance objectives areé
tied to the performance review.
. Unfortunately, one of the problems with performance budgets is the inabil-
ity to relate cause to effect. For example: Why are more peopl icipating 1
iy, S 0 : . ple participating 1n
ycle program? Was it because more emphasis was placed idin,
receptacles for the recycled material or because the 1 e ‘prov1 y
advantages to recycling? These probl LewsLs AT ghlighted U]
! problems are not necessarily limited to perfor-
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mance budgets. Similar problems exist with line-item and program budgets.

One thing that the reader should recognize is presentation of the budget is
very important. It is important that the user examines the budget and navigates
through it with relative ease. If items are ambiguous and hard to find, it is a clear
sign that the budget should be revised. If it is within their power, legislators and
council members do not prefer to spend their days and nights working with
budgets. As a result, your goal is to make the budget understandable to all users.
In so doing, you can highlight important items by using the bold function, ital-
ics, underlining, and shading sections in your spreadsheet programs. In perfor-
mance and program budgets, carefully placed words and explanations are also
very useful (Seckler-Hudson 2002; Smith, Sun, and Lynch 2017; see also chap-

ter 8).

Exhibit 1.4 Performance Budget
Jefferson City Sanitation Department, FY 2018-2020 Expenditures

Program/Division: Trash Removal
Description: Collection and removal of trash and recyclable material.

FY 2018 FY 2019 FY 2020
Operating Expenses  Actual Recommended Projected
Personnel Services $215,681.24 $235,050.00 $225,000.00
Supplies 35,500.00 39,000.00 45,000.00
Equipment 54,650.15 59,000.00 65,000.00
Printing 20.000.34 25.000.00 28.000.00
TOTAL $3258811078 $358,050.00 $363,000.00

Program Performance Objectives:

1. Expand the recycle program to the southwest area of town.

2. Provide multipurpose recycle containers to all of the existing customers.

3. Provide feedback to the customers on the outcomes associated with recycling.

4. Decrease the amount of recyclable material in the landfill.

Performance Review:
EY 2018 S EN#20119 FY 2020

Actual Estimated _ Projected

1. Neighborhoods Served 8 7 8

2. Recycle Containers Dispensed 920 1045 1200

3. Customer Recycle Newsletters 1200 1370 1450
10 tons 15 tons 18 tons

4. Materials Recycled
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Reading a Budget
A good budget should be user friendly. The lay reader at the very Iy
10 cq,

should be able to determine how much revenue the government intends
lect, how much the government plans to sgend and on what (expenditures)_ 2
previously mentioned, there are three basic budget formats 'fmd they Provig

different types of information. However, there are several things that each

these budgets have in common.’
et al.

1. Budget Message/Budget Highlights/Executive Summary: A good budg
ways has a message, usually in the form of a letter from the governor or may,
of the city directed to the state legislature, city council and/or the residents Of the
city or state. This message should indicate the law or statute that requires th,

shouylq

submission of the budget and the time period that it covers. The message
also indicate the amount of revenue that is expected during the fiscal year anq
Wwhether or not this is an increase or decrease from the previous fiscal year. If the
legislative body governing the state or locality has recommended changes j,

be indicated. If cuts were made, the read-

budget allocations, those items should
artments were cut in the message. If new programs were
Id be fol.

pendix 1A for an example of a Budget Letter).
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, ) i
SETvices as a result of paying the tax. On th_e other hap : : .
private sector are not compulsory and services are directed accordingly. Third,

public budgets are public documents and therefore are open to be scrultlcxlnzf:d bzl/
citizens, while private budgets are not. Fourth, public budgets are wel esigne

documents that are written to last an entire fiscal year (or two). Hence, they are
not very flexible. When crisis or other unplanned .events.occur, it can be cata-
strophic to budget analysts as well as elected gfﬁglals. Private budgcfts axl'le ver)s/
flexible and can be changed at a moments’ notice in order to move w(lith ct anghel-
in the €conomy, budget shortfalls, etc. F ifth, .the numl?er of rules al;l actors i
volved in public budgeting far surpasses that in the private sector. For example,
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10 . .
be rules affecting expenditures, tax collection, balancing the byq
eru ,

there may ; may be rules applied in the private seg
dates, etc. While there ] ; ;

asse;slme?:)szersx;ax;ozs not tend to be overly bureaucratlztred ﬂgiubllr;ciml)_s): Lagt

Hetio 'ption acts and ordinances are legal dgcumen S ;; : imits on

apprg;i;r;a Many governments have severe penalties for overspending appropri,.

spen : . . .

tions, including jail time.

Table 1.1 Comparing Public and Private Budgets

Public Budgets

Many decision makers
Revenue is collected from tax payers who may not benefit from the tax

The budget is open to the public ;
Covers an entire year and are not very flexible
Many rules affecting the collection of taxes (i.e. legally set tax rates)

Private Budgets

e Few decision makers
Monies are collected and a service or product is provided

The budget is not publicly available
Budget is very flexible and can be modified to fit the circumstances

Fewer rules and regulations

Overview of Revenues and Expenditures
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Qales taxes are considered regressive taxes because citizens pay the same rate
regardless of their income level. Each state sets its own sales tax rate. States and
localities also have some discretion as to what items will be assessed sale§ taxes.
For example, sales taxes are not applied to the sale of un-prepared foods in Ken-
tucky. Other sources of revenue for the state i_nclude: tobacco, a!cohc.ﬂ? petrole-
um product taxes, inheritance taxes, automobile taxes, and public utility taxes.
States can also allow local governments to establish a local option sales tax

which can be used to pay for a specific item of cost. i
States also get a large amount of revenue from the federal government in

the form of grants. Grants come in two major forms: categorical and block. Cat-
egorical grants make up the largest type of grants that a state receives. A cate-
gorical grant is used for a specific program and has very strict guidelines for the
activities to be carried out within a specific time period. Categorical grants ex-
ploded during Johnson’s Great Society programs in the 1960s. Formula and pro-
ject grants fall within the umbrella of categorical grants. Formula grants use a
distribution formula to determine the amount to be allocated to the state or local-
ity. Population, geography, income and education are variables that are used in
formula grants. A block grant is used for broad policy areas. It can be used for a
variety of programs and activities by state and local governments.

A major source of revenue for local governments is property taxes. These
are taxes levied against real property, perhaps personal property and private util-
ities. Many local governments have the ability to impose sales taxes. The taxes
are piggy-backed onto state sales taxes for collection efficiency. Many local
governments have the ability to impose license fees on motor vehicles. Another
source of revenue for local governments is licenses and permits, franchise fees
and user charges. A license fee is a flat rate tax for business entities. The cost of
the license fee differs by activity. For example, the cost of a hunting license is
different from that of a license to operate a restaurant. Without a license, an in-
dividual or business is forbidden to engage in the activity legally. The owner of
a license does not receive any specific government service by having the license.
Under normal circumstances, everyone who applies for a license receives it
(Bland 2005; Raphaelson 2004).

A franchise fee appears to be closely related to a license fee, but there are
some subtle differences. Franchises are provided on a very limited basis. A fran-
chise presupposes that the business will serve the entire community, operate
with a certain quality and rate, and outlines the responsibility of the owner and
the government.

A user charge is a fee charged to individuals who voluntarily use a publicly
provided service. For example, large municipalities may implement a toll charge
to pay for the construction of a new road. If you do not use the new road, then
you do not pay the charge. The purpose of a user charge is to relieve the finan-
cial burden placed on the general revenue system. In most cases, user charges
are geared toward the population that is benefiting from the public service. User
charges are useless if they are not enforceable (Bierhanzl and Downing 2004).
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local governments 1s the proceeds: from Dub.
e S(;)I;Fceu(t)i{i;fe‘;ezlrl: ;?)r\/emmtegxit Crnacabnses S chlic Hida
lic utzlzt{es: Public ter utilities, gas utilities, electric utilities, Sewers, and in
S mmted e ernment businesses have little or no competition (monopa
city transit. These go:t forms of revenues for states and local govemn;ents are
). One of thel;lz‘::d from casinos, lotteries, and other forms of gambling. Ty;
ge revem;fmcl? th grown tremendously over time and are frequently useq for
revenue s

-

i oses. ; v
educztllt(l)gggll)lurbponds are not considered a source of revenue in most cities anqg
states, they do serve as a major source of funds for the construction of publjc

s ot it . A bond is basically money that is
buildings, schools and other big ticket items an be cashed i

indivi 1 that the bond c
borrowed from an individual with the assurance the :
during a given period of time for a sum of money (principal and interest). State
and local governments use bonds to finance projects that cannot be financeq

ds is not taxable by

from the current revenue sources. The interest earned on bon .
full faith and credit

the United States government. There are two types of bonds: ]
-guaranteed bonds. General obligation

bonds (general obligation bonds) and non
bonds are paid for out of the general revenue fund and are guaranteed !)y the
state or local government that issued them. Non-guaranteed bonds have a limiteq

backing, usually from a revenue source such
ue stream that is pledged to repay the debt. (Vogt 2004;

Bland 2005; Lee, Johnson and Joyce 2013).

Taxes and other sources of revenue are used to pay for government expend;-
fures. An expenditure is “the disbursement of money to cover the costs of 2 gov-
ermmental agency’s operation” (Riley and Colby 1991). The majority of reve-

&overnments followed p,
! , Y sales taxeg
and H1ghway and Streetg departmee;tsIn -
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used for personnel services.

Table 1.2 Estimated Revenues and Expenditures

Jefferson City (FY 2018)

Sources of Revenue Amount

1. Property Tax $361,250.00

2. Local Sales Tax 232,979.00

3. Beer Tax 59,752.00

4. State Sales Tax 153,000.00
5. State Petroleum Tax 59,500.00
6. Automobile Registration 15,725.00
7. Minimum Business Tax 21,482.00
8. Corporate Excise Tax 12,750.00
9. Solid Waste Fund 154,445.00
10. Debt Service Fund 65,025.00
11. Water and Sewer Fund 642,485.00
12. Other 120.210.00
TOTAL $1,899,450.00
Sources of Expenditures Amount

1. Executive Department $282,455.00
2. City Recorder 133,790.00
3. Police 199,494.00
4. Fire 56,396.00
5. Highways and Streets 292, 570.00
6. Playgrounds 64,770.00
7. Solid Waste 136,000.00
8. Water Ultilities 218,926.00
9. Non-Operating Exp. 95,200.00
10. Bond Principal 60,106.00
11. Libraries 12,750.00
12. Other 346.993.00
TOTAL $1,899,450.00

Table 1.3 shows that half of the revenue collected by the State of Alexander
comes from taxes. It is also noteworthy to mention that expenditures are typical-
ly listed by department in a “line-item” format. However, in a summary ex-
penditure sheet, such as this one, there is no need to break down expenditures
Into sub-categories that detail personnel, equipment and capital outlays (Bahl
2004). That information would be provided in the individual agency line-item

budget sheets (see Appendix1A).
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Table 1.3 Estimated.Reye.nue; an
State of Alexander (in billions

d Expenditures, FY 2018

Sources of Expenditures %‘;\u?t

Amount ent

Sources of Revenues $43.5 1.General Go‘gmman Servicthe o
1. Tax Collections 75 4 2. Health and Hum 1
2. Federal Funds 7: 4 3. Public Educatl_on 26.4
3. Licenses and Fees o 4. Higher Education 1 ; 9
g . fn?grirs}; Income 3.9 5, Putt)‘llifé1 lsﬁgztg’mces 1(7)

: R e Sources 24, 6. Natu ic Dev. 10
2 $87.3 7. Business and Econom ; 3
SO : 8. Other 3.7
TOTAL $87.1

Governmental Accounting

One of the most important functions of state anddloclal glfvernm:?;sals to
intai i i like individuals who are p cer-
maintain a meticulous accounting recqrd. Un . .
tain amount of dollars at some set period, governments receive var101111$ antmunts
of money throughout the course of a fiscal year. Hence, they must allocate and

manage funds in order to cover all expenditures. State and local governments

typically use a fund accounting system. The Governmental Accounting Stand-

ards Board (GASB) establishes accounting and reporting standards for state and
local governments. This board created what is called Generally Accepted Ac-
counting Principles (GAAP). Audits of state and local governments are per-
formed based on GAAP and an opinion is rendered by an auditor. The federal
government requires all governmental units receiving federal funds to adhere to
the principles outlined in GAAP.” The GASB provides standards for reporting,
but not budgeting. There are no standards for budgeting unless they are estab-
lished by state law (Lande and Rocher 201 1; Ball 2012).

Governmental accounting normally takes three forms-: cash basis, modified
accrual and full accrual. A cash basis system is Very comparable to your person-
al checking account System. Budget officials basically add the reévenue to an
account when they literally receijve the funds in their hands. On the expenditure

the best system for all accounts (Table 1.4)

Similar to a cash basjs System, a modjfied accrual system records revenue
When the funds are Measurable and avaijlab]e. The terms Mmeasurable and avajja-
ble are mutually exclusive and are the result of donor contributions. They |
ly apply largely to the nonprofit sector. For accounting purposes éontri)t])u?irfl:s-
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soon enough after the end of the year so that obligations for that fiscal year can
be paid. This period is typically 60-120 days. However, expenditures are record-
ed when a fund liability is incurred. That is, an entity has agreed in principle to
spend funds. A full accrual system records revenue as it is earned regardless to
whether the revenue has been received. For example, property taxes are record-
ed when the bill is mailed (earned) rather than when the bill is paid (received). A
full accrual system records expenses when a financial obligation is incurred. The
accrual basis of accounting is used primarily for matching revenues to the cost
of production. The basis of accounting for state and local governments is pre-

scribed by the GASB based on the fund type that is involved.

Generally speaking, budgeting takes place on a prospective basis. That is,
funds are deducted as soon as a commitment is made. For example, the Trans-
portation Department gave a contract to Whitley’s Construction Company to
repair the city’s streets. As a result, the dollar amount of the contract is immedi-
ately deducted from the department’s budget even though the full payment has
not been made. The accounting system will not record an obligation until ser-

vices have been rendered.

Table 1.4
Accounting Methods

Cash Basis System:
a. Revenue is recorded when the funds are received.

b. Expenditures are recorded when the funds are spent.

Modified Accrual:
a. Revenue is recorded when the funds are measurable and available.

b. Expenditures are recorded when a fund obligation is made.

Full Accrual:
a. Revenue is recorded when actually earned or when the government

established a claim.
b. Expenses are recorded when a financial obligation is made.

Governments tend to be financially conservative when it comes to estimat-
ing or forecasting revenue. For example, local governments do not count on
collecting 100% of the property tax, so they normally estimate anywhere from

90-95% based on the collection or historical trend.
As a result, most governments use the cash basis method for budgeting tax-

es in general, although some use the modified accrual method. Some use a hy-
brid system—modified accrual for some sources and cash for others. The federal
government uses the cash basis system except for interest and credit programs
(A{lalytical Perspectives: Budget of the U.S. Government, 2004, 470). Private
entities tend to use the accrual method since the objective is to match expenses
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to revenue (Laughlin 2012).

Government Funds
As revenue comes into the government, it is placed .into Separate fidw
GAAP sets up three classes of funds—governmental, proprietary and ﬁduciary‘
Governmental funds are those that are used to carry out basic governmep; SErd
vices and are primarily supported through taxes and shared revenues P"Oprie\
< priVate

lary funds are business-type in nature and are similar to those used in th
that are held by the gov,

sector. Fiduciary funds are used to account for assets

ernment as an agent or trustee., Fiduciary funds are not used to Carry out g,

emment activities. Within each class of funds, there are several types of fundg
act as fiscal control agents. That is, they force goven,

As a general rule, funds
ey for the purpose that it was created.

ments to spend the mon

The largest classes of funds are governmental funds. There are five types of
funds within this class:
Funds, Capita] Project F
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chase and construction of capital projects. For example, the pro-
ceeds from the issuance of bonds would go into this fund.

Permanent Funds are used to report resources that are legally re-
stricted to the extent that only earnings, and not principal, may be
used for purposes that support the government’s programs. For ex-
ample, money may be donated to the government to maintain a
cemetery and provides that only the earnings from investments can

be used for that purpose.

Proprietary Funds

Proprietary funds are for public service activities that resemble those of the
private sector, proprietary or business like activities. This would include for ex-
ample the use of a public gas company or a public golf course. There are two
types of proprietary funds: enterprise funds and internal service funds.

Enterprise Funds contain revenues collected from individuals ex-
ternal to the government. These are collected on a fee basis.
Internal Service Funds contain revenue from agencies within the
government for services rendered.

Enterprise funds operate much like that of a private sector business. They
collect most of their revenue from user charges. For example, drivers pay a fee
to cross the Bay Bridge from Oakland to San Francisco. Other examples would
include public utility companies, public transportation, and government owned
public radio and television stations. The purpose of this fund is to determine if
the entity is collecting enough revenue to maintain its existence.

Unlike enterprise funds, internal service funds are used within the govern-
ment and provide a service to other government agencies rather than the public
at large. For example, Jefferson City has a central motor pool that provides
transportation services for all of the cities agencies. When a car needs to be re-

paired, the city garage repairs it. Thus, revenues are shifted to this department
from other departments when services are rendered. Since most agencies have
funds dedicated for this service, they are likely to use it. There is no charge un-
less the service is used.®
The distinction between an enterprise fund and internal service fund is the
primary customer. If the primary customer is outside the government, an enter-
prise fund is used. If it is within the government, an internal service fund is used.

Fiduciary Funds

There are also other types of funds that may be used by state and local gov-
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emments. The first type is fiduciary funds. F iducic{ry funds are essentiauy ¢
nue held for other individuals or government organizations. There are four s
of fiduciary funds: pension trust funds (and other employee benefit trg fung,

investment trust funds, private-purpose trust funds and agency funds (Mikese}i
2014),

Vg,

* Pension (and other Employee Benefit) Trust Funds hold monies for
government employee’s pension plans, oth.er. post-employment
benefits, or other employee benefit plans. This is usually the larg-
est type of fiduciary fund. .

* Investment Trust Funds are used to report the external portion of
nvestment pools reported by the sponsoring government.

* Private-purpose Trusts are used to report trust arrangements under
which the principal and interest benefit individuals, private corpo-
rations, or other governments,

* Agency Funds hold monies in 2 purely custodial capacity for indj-
viduals or other governments

Conclusion



Chapter 2
Preparing a Budget Proposal

Chapter Two Overview

Chapter two of the book deviates somewhat from the basic budgeting terms,
phrases and practices that you learned in chapter one. In this chapter you will
focus on preparing a budget and determining if a budget is efficient and effec-
tive. On the surface, this may seem to be an easy task. However, budgeting is
not as simple as it appears. For instance, at any given time, a state or local gov-
ernment may be working on three separate budgets: the current year, previous
year, and the up-coming fiscal year. This process requires the cooperation and
efforts of a lot of individuals and agencies, including various groups and indi-
viduals that may have completely separate agendas.

The chapter begins by first examining the budget cycle and the various
phases that it goes through. This section is followed with an analysis of the indi-
viduals involved in the budget process. The chapter ends with a discussion of
determining agency needs and writing agency policy statements.

Budget Cycles

Repetition of events essentially drives the budget cycle. A budget cycle is a
period of time in which the budget has to be prepared and executed. This cycle
or system ensures greater accountability for decisions. It also allows decision
makers to modify the budget for greater efficiency and effectiveness. The budget
cycle has three phases: executive preparation, legislative approval, and budget
execution. However, there is also an audit/evaluation phase that occurs after the
execution phase.

Phase 1. Executive Preparation: The chief executive of a state or local gov-
ernment is the one person who sets the tone for the policy issues that are ad-
dressed during the budget preparation phase. Guidelines are generally prepared
by the chief budget/fiscal officer and given to agencies laying out key issues
that will be addressed for the upcoming budget year, along with the timetable
for submission of the budget. These include items such as policy priorities and
proposed new legislation affecting the budget. A good budget should be very
comprehensive in describing: anticipated revenues and proposed expenditures;



Chapter TWO
: ; ds which ¢
ke d earmarkmg fun : ould 1.
T DR e avmose for new spending and the deslilrm‘
9. Mikesell 2014). Agencieseig

38
i bility fo
provide accfoana : OF 0F e pUiD
ol el andOmu:rl: 2005; Musell 200 ‘
their budget requests. In addltiont
dedicated funding SOUrcesO

ittredge an ;

:E:II: lutfsgfﬁis in%ormation when P: ;Egsmfhat i

preparing dSperlldmg tgec;?ceesf:e sain d permits, and cha_rges for sgrvy:e.s, pro"idé
such as fe fereav ir:: f(’)r the forthcoming budget year in thfelr ’su mission,

estx;n'hate: :e ruests are then forwarded to the chief executive s Rceet Office to

be revfeswedqand analyzed. Often, hearings will be held “{lth e ASCNCYAto Clay,

The chief budget/fiscal office is responsible fqo, th

for the General Fund. In analy ¢

ble is a key factor during the 1;

ify the budget request. _
2 evenue estimates, partlcularly1
nue that will be availa
the reve um total of the budget &

berations. More often than not, the s
quests for the General Fund exceeds the available revenue. As a resuj
decisions have to be made regarding the amount that will appear in the by dge;
submission for each agency. It is not uncommon for department heads to be up.
set with the final recommendation. Some will try to get more money by 10bby.
ing the legislature/council, or will use special interest groups for that purpgge

preparation of r
ing the requests,
ternal budget deli

Many state and local governments are legally bound to have a balance
budget pursuant to state law, local charter, or ordinance. The problem with
most balanced-budget legislation is that it does not specify what “balancegy
means. Usually, it is on the budget basis, which is most often cash. A .
budget can be manipulated by simply not paying bills at the end of the ye -
tf.xe _budget has to be balanced based on a modified accrual basis. then m())] ar..If
cipline is added to the process since liabilities cannot simply be, passed . d 4
the fyture. Sqme balan.ced budget laws state that revenues have to e 3n1mt0
g;ngn;ures (without stating the basis that is to be used). This means t:hail < 3

Ozcaen;:ees f;e not ali')lle to be used to fund a deficit. fyus

quests have been' received anq analyzed, they are assembled intg
submitted to the legislative body and a.

eral and state
governments (Smi
For every state (Smith, Sun, ang L
ex : ynch :
cept Nebraska (which only hazso(ir;,é I;I’Illsell Gad)!
ouse), the budget i



Preparation of the Budget Proposal 39

Submitted to the lower house, similar to the process used by the federal gov-
cmment. The Finance Committee is in charge overall. However, other commit-
tees will be involved. For example, the Transportation Cornmitt,ee will hear the
request for the De_part.nt.lent of Transportation. After they conclude the hearing,
the recommendatlf)n will be forwarded to the Finance Committee. During the
course of the hearings, many parties will comment on the request. The depart-
ment head will provide an overview of the request. Public interest groups will
offer their Cme_InCnt_S as well. Most states have legislative budget offices that
provide proJ ections independent of the executive, which are used by the legisla-
ture in formulating the appropriations. Once the lower house completes its
hearing, they vote on the measure. It is then sent to the upper house (Senate),
and the process starts all over again. Once the upper house completes its pro-
cess, more often than not changes are made from the version passed by the
Jower house. As a result, a conference committee is formed with representa-
tives from both houses. The responsibility of the conference committee is to
come up with 2 single appropriation act that is acceptable to both houses. Alt-
hough it 1s desirable to have the budget passed before the start of the next fiscal
year, it often does not pass quickly because of political differences. In that case,
a continuing resolution is passed, so that government can operate while the
problems are worked out. Eventually, an appropriation act is passed and sent to
the governor for signature. Many governors have the ability to use a line-item
veto, by which specific appropriations can be vetoed. The legislative body has
the ability to override the veto if it can muster the necessary votes.

The process 1S much simpler in local governments. The legislative body 1s
the council, board, or commission. The executive branch still presents infor-
mation regarding the request. The public and special interest groups still have
the ability to testify and offer ideas. Eventually, an appropriation ordinance 1s
passed and signed by the chief executive officer. Many local governments have
charter or ordinance provisions that require the budget to be enacted before the

start of the fiscal year.

Phase 3. Budget Execution: At the beginning of the fiscal year, agencies carry
out or execute their approved budgets. Spending is monitored by the agencies
and the executive budget office in order to ensure that appropriations are not
overspent. This is usually done through the use of accounting software that is
designed to ensure that spending 1s within the authorized amounts or allot-
ments. This process helps to ensurc that agencies do not spend all of their funds
in the first month or quarter of the fiscal year (Musell 2009). Monthly, quarter-
ly, and midyear budget reports are issued so that comparisons can be made be-
tween appropriations, actual revenue received, revenue projections, and actual
expenditures (see Appendix 2A for an example). 1f revenue projections are off
the target, modifications should be made to ensure that the budget is balanced.
Budget short falls can causé serious operating and personnel problems for



Chapter TWO
7). Many state anqg ]
. Lynch 201 ; Ocq)
. . §mith, Sun, and : utive office
ads (Nice 20023 " requires the chief eXe0 C R
ts have legisia £ revenue projections are noLIhe.
rev ts use an allotment process tq help

pending i n ; .
cal governme ch agency is required to a]jqy the

d large lo
ear, €a :
y ans that agencies are Mang,,

Most states an
tart of the

control the budget. At the s This, in effect, mear

1 | tool is the encumbrance. Whep

ot uarter.
annual appropriation by q budget contro -
order, an encumbrance is estap

: erly budgets. Another
g “nto a contract or purchase d i
n the goods and services are e

enters

ﬁghaeie::t);ing aside that amount SO that whe

ceived, funds are available to pay the expenses. .

Audit/Evaluation Phase: The purpose of this phase is to determine if the budget

was executed and implemented by the bureaucracy in the manner that was se

forth in the legislation (Nice 2002; Musell 2009; Mlkesel_l 2014). That is, doeg

the approved budget and actual budget match up? An audit occurs .after the fjs.

cal year has ended and can be done internally or externally. Individuals Work.

ing within the agency conduct internal audits, and external audits are done by

paid professionals outside of the organization. Audits vary according to the
there are ty,

type of budget that is used by agencies. Generally speaking,
ensure that gp

types: financial and performance. A financial audit checks to
agency’s financial statements fall within the principles of GAAP and gauge

40

agency he
govemmen
action to reduce S

whether an agency has followed the laws and statutes regulating its spendin

A performance audit concentrates its efforts on efficiency and effectivenge.
by examining procurement, duplication, utilization of staff legal ComplianscS’
2 e

and measuring and reporting performance (S
: olano 2004; Smith. S
51};?:?}12(3011.1‘1; dLs,ee, Johnson and Joyce 2013). Basically, what was ac;omunf' l‘:nd
econom d tthaF A L O Ol types of performanc Dl .ed
Y and efficiency, and program audits. Economy and i C‘; aud;s:
auaits

-

ld have i,
lace
i th : as a follow up to
in . ; 18 p
syfte?;”emd tems shoyjq bev © desirable . esults? ]:hwere el €commendations
e eluded in gp audit rZy Suggest that the follow-
¢Ommendatiop,
ollow up



Preparation of the Budget Proposal A

Firm policy basis for following up on audit recommendations
Organizational commitment to implementation

Evaluation of recommendations including budgetary and organiza-
tional impact

Clear assignment of follow up responsibilities

Preparation of corrective plans

Special attention to key recommendations

Periodic review to evaluate the adequacy of actions taken on recom-
mendations

Preparation and distribution of periodic status reports

Use of status reports for oversight and management evaluations

Further, management should be fully committed to implementing the sug-
gestions from the audit and this should be evidenced by formal policies or a pro-
cedures manual that describes the details of the audit recommendation follow up
system as well as securing individuals to be responsible for implementing the

: S
recommendations.

The Budget Calendar

Since state and local governments work around a fiscal year, budget ap-
proval has to occur prior to the beginning of the fiscal year. The beginning of the
budget cycle differs for most states and cities. For 46 states, the fiscal year be-
gins on July 1 and ends on June 30%. Exhibit 2.1 provides a summary of the

various budget periods.

Exhibit 2.1 Budget Fiscal Years

Government Fiscal Year Beginning
U.S. Federal Government October 1-September 30
46 States July 1-June 30

2 States October 1-September 30
1 State September 1-August 31
1 State April 1-March 31

Local Governments Variously January, July, September, October

Source: Lee, Robert, Johnson, Ronald, and Joyce, Phillip, 2013. Public Budget-
ing Systems. 9" Edition. Jones and Bartlett Publishers Inc, Burlington, MA.

Mikesell, John L. 2014. Fiscal Administration: Analysis and Applications for
the Public Sector. 9 Edition. wadsworth Cengage Learning: Boston, MA.
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May 7, 2018, MRA/LGEAF Budget Hearings held as required by state law.

g, May 21, 2018, ME}yOf’S Budget and Budget Message presented to Council.
Mayor usually delivers his proposed budget at a special called meeting late

in the month.

June 4, 2018, First Reading of the FY 19 Budget Ordinance.

10. June 18, 2018, Second Reading of FY 19 Budget Ordinance.

11. June 20-30, 2018, Publication of FY 19 Budget Ordinance.

The Budget Game

Making budgeting decisions can be a very complicated process given the
number of individuals involved and their ideas and goals. In an executive budg-
eting system, the chief executive plays the major role in the budgeting process.
That is, he/she initiates the process. However, there are a number of others in-
volved in the process as well, including the budget office, legislature, and agen-
cy directors. In addition, there are some non-governmental actors that can play a
role in the process such as interests groups and individuals (Rubin 2006). All
governments however do not use an executive budgeting system.

Figure 2.1
Actors and Budget Decisions

Interest Groups/
Citizens/Citizens u

5 Groups
Chief Executive Legislature
& the Budget B qu'et “*+ | /Council
Director = Decision

*

Agency Directors

County governments tend to have administrators, auditors, or someone ir



Chapter Two
44 .
tates have legislat;

; re the budget. Some S ve
the legislative brzﬂ‘;’[’l Oﬂ‘;ﬁis amounts of energy 'and paperwork on the bugget
Under normal circumstances, the wq,. dg Bet
ether. These two terms tend to go hang o thnne
qd

es that expen
&Tec. Johnson and Joyce 2013).
and government would not go togeth L
the state level and in very large cities W) en Udget.
at s a bit more bureaucratic 1n smaller governments, ¢
n making process, it does display o :er,
0

Budgeting";' the entire decisio

iders the o
t\lrge:a;:eccho:;cteristics of a game. Players/decision makers use strate
sometime they win and sometime they do not. Policy .make_rs render decj 53
that are good and bad for certain individuals and agencies. Figure 2. ] illusty ng
the four main actors involved in the process as well nongovernments] actates
(Bland and Rubin 1997; Smith, Sun, and Lynch 2017; Rubin 2006; Mikesz,s

2014).
Budget Actors
1. Chief Executive
The ghief executive is the only person responsible for the entire instit.

of a particular governmental entity. As a result, executives try to eng u::-ltlon
possible in order to satisfy the grea:hat
. €st
dlrector’ inj.

spending is done as harmoniously as
number of individuals and agencies. The executive, via the budger
onsible for sending letters to the varj,
us

tiates the budgeting process and is resp
dates and deadlines for informatjoy, 1

agencies informing them of important
€ may appoint agency heads, this relationship m
; dy

Althbough the chief executiv
not be as friendly as it appears. The l
: €xecutive has the option of
SayIng no, ang

agencies of o
b Xpected jp
iudget requests oy 2: e:seds or decreases in
/ s OU 1 : v '
G i get tpf QJections e nf::l? p;‘lor )5 heir submitting
it nalized yn¢;
ots til the last pos-
Nues, the budget office Igusf

[0 77N AN A



Preparation of the Budget Proposal 45

ties (Blahe snd " nom 1997, Smith, Sun, and Lynch 3 01 aieies Jgseatt ko
2005; Mikesell 2014).

3. Legislator/Council Member

zen groups.

4. Agency Directors
Agency directors head the various departments within the bureaucracy.

These departments provide the services that affect the well-being of the citizens.
Since their efforts gravitate towards the individuals that they serve and the agen-
cy’s goals and objectives, agency directors are constantly defending their budget
requests from both a technical and political perspective. However, it is not clear
as to whether all agency directors engage in a budget maximizing strategy (Si-
gelman 1986; Smith, Sun, and Lynch 2017; Wildavsky and Caiden 2004). That
is, do they ask for the greatest increase in their budget as possible? However, it
Is clear that agency directors attempt to maintain the existence of their agency.
They do this by maintaining a good relationship with legislators and the chief
executive. Particularly, they need proponents in the legislature or the city coun-
cil that will defend them in times of severe budget cuts. Rubin (2006) points out,
agency directors often engage in strategies to improve budget passage. First,
they may instill a sense of urgency. That is, if the request is not funded then x, vy,
and z might occur. Second, they may indicate how the request may be cost effi-
cient and effective and thus save money over time. Third, the agency head may
cnsure that the chief executive or key legislators/councilmen are getting their

individual demands met in the request. .
As an agency head making a request, it is very important that you articulate
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The phrases political budget and technical budget are two methods that
haracterize thEAprocess. Generally speaking, all budgets are political in nature
- at overnment 18 p_Olltlcal- However, some budget processes are more
others. Likewise, all budgets should be technical in nature. That is,
t."acts. However, the stance used to sell the budget can vary. A

tion of politlcal and technical budgets is explained below.

political Budgets

An agency director who uses a political budget strategy plays the political

ame. Rather than concentrate on the numbers, they use other slight-of-hand

gricks in an effort to out-maneuver the politicians. Wildavsky (1979), Meyers

(1999), Rogers and Brown (1999) and Wildavsky and Caiden (2004) offer sev-

eral budget maximizing strategies that an agency director may employ. Using

these methods are not sure fire methods to selling your budget. Policy makers

are not jgnorant of these “tricks”.

Cultivate a clientele in the legislative and executive branch.

Serve a specific clientele and encourage them to contact their elected

officials and sing your praises.

. Build confidence in your agency by not covering up bad deeds.

. Cut or eliminate programs that are popular with complete knowledge
that they will be reinstated.

e Shift the blame of cutting the program onto the policy maker.

.« Combine new programs with old programs SO that they do not appear

as new programs.
e Argue that new programs are modified old programs.
Lower the budget levels for new programs with the assumption that you
will get more funds later.
o Maintain your baseline and use the funds for other purposes.
Argue that some of your expenditures are short term.
Study the political scen€ and use crisis to expand

vices.

e Show how expenditures will save money later.

e Show how a program will pay for itself in user charges.

e Use workload data to build up the budget base.

or create new Ser-

Again, there are no guarantees that these or any other strategies will work.
Agency directors should assess the political environment and proceed from
there. If revenues increase, it may be easier to use the technical strategies. In
some cases, legislators and executives may take it upon themselves to cut Ot
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£ the key parts of the budget proposal.
0

roject Title: Believe it or not, a name does matter. One should spend a few
minutés thinking about the label that. Captures the essence of their project. The
itle of the project should capture the interest of the reader as well as offer a very

prief description of the project in five or fewer words. For example: Working
Together to End Homelessness

B. Description and Rationale: This section of the budget is the beginning and
th'e end to the success of your budget. It should describe what you are trying to
accomplish and why € 1S needed In as few words as possible. For example, a
rationale could be as simple as saying: We need a homeless shelter because the
number of horn_eless peoplc.: has increased by 50% since the electrical plant
closed and the city wants to increase and expand employment opportunities.

Ax 3

C. Objective Justifying the Need: Objectives emanate from the description and
the rationale. Objectives related to the homeless theme could include:

e The city wants to improve tourism in the downtown area. Therefore, we
must eliminate people sleeping on benches, in alley ways and in front
of businesses.

e The city can provide educational and job training and/or retraining at
the homeless shelter.

e Statistics show that a fair number of homeless people are engaged in il-
legal activity in the downtown area. Hence, we can reduce the crime
rate as well as pan handling.

D. Budget and Budget Description: The budget as a set of numbers is fairly
straight forward, but the description, should be direct. That is, briefly describe
who or what you need in order to accomplish your goals. For example, it is rea-
sonable in the example above to expect that someone has to manage the home-
less shelter, provide training and educational materials. Thus, you will need staff
as well as computers, desks, printers, etc to manage the facility. So, these per-
sons and items should be highlighted in the description.

E. Measures of Success: This is also a critical part of the budget proposal. The
measures of success must be tied to the theme and objectives provided in the
previous sections of the budget. For example, measurement for our homeless
theme could be:

* We expect to lower the number of people sleeping on benches in the
downtown area by 50% during the first year.
* We expect to train and find jobs for 50 people during the first year of
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operation. _
We will provide housing in a safe environment for 100 men and wop.

en in the first year of operation.
e  We will seek external funding to enhance our budget.

Councilmen and legislators are looking for a reason to deny your budget,
particularly during periods of revenue shortfalls. So, you shou!d make sure that
your budget proposal is clear, concise, and answers more questions than it raiseg
to the reader. See the Appendix for an example of a budget proposal.

Conclusion

By now the reader should have concluded that preparing a budget is an ar-
duous. task as well as ensuring that it is defensible. While there are time frames
established to make the process logistically more efficient and effective, any
number of problems may come up along the way. In fact, establishing the time
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personnel Services and Operating Budgets

Chapter Three Overview

Typically, a budget has three main components: personnel services, operat-
ing and capital outlay expenditures. The purpose of this chapter is to introduce
the reader to the components of a standard personnel services and operating
budget. Specifically, the chapter provides information on: writing the budget,
justifying new positions, position classifications, pay ranges, and the calculating
benefits for different types of employees. The chapter also discusses calculating
FICA, Medicare, and pension benefits. Lastly, the chapter considers the different

formats, advantages, and disadvantages of an operating budget. Capital outlays
are discussed in chapter four. 2

Writing a Personnel Services Budget

The personnel services budget is normally funded out of the general fund.
Personnel services include salaries and fringe benefits for employees and can be
managed in a step by step process.'> A salary is simply the wages paid for

services rendered over a given period of time. Salaries can be calculated very
easily using a spreadsheet. However, many governments have software that
automate the calculation of salaries and associated benefits. That is, it 1s very
easy to increase or decrease salaries using a very simple formula. Fringe benefits
are payments and services rendered by an agency in addition to normal wages 10
an employee. Fringe benefits can be based on a percentage of pay roll, such as
pensions, social security (FICA) and Medicare. Social security and Medicare are
represented as a tax on your pay stub. Some argue that these two items are
personnel costs rather than benefits. A second group of benefits represent a flat
amount that can vary based on the employee’s circumstances. These include: life
and health insurance. Non-monetary benefits include: paid time off, such as
holidays, vacations, sick leave and personal leave which are a component of the
annual salary; take-home cars; free parking; employee incentive programs; and
time off for educational purposes. Social security 18 required for all government
employees according to federal law unless the government has its own
retirement system. Medicare is required for all government employees. It is not a
legal requirement that an employer provide: health, life insurance, training
supplements or any non-monetary benefits to all of its employees. There are a
variety of circumstances that dictate who should receive benefits. One of the
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time . :
sus part | services budget is overtime .

important factors 18 full personne

\ ; : 1§
Another important 1ac ghters, since they typically have ;
for police and firefi the rate of one and one-half timeg :1/11

is particularly true 1€ .
schpedules. Overtimeolf’ef:i‘;’:aalclznpgzdaatsigniﬁcant cost for manly gOovernmen
hourly rate of payb efits, such as pensions and Medicare are a'so a compopey,
Percentage'dn;in =k ovérnments prefer to pay overtime rather. than 4
i ?vermngécausa:};t lfeeps the headcount down. Another advalgtag.elz. 18 th-fn ney,
iy [ ve 0 learn the job wwIIC SXERAE eTpIOYEEs 0F B , e ol

requirements.

time ver

Calculating FICA and Medicare

ernment sets agency contributions to Medicare and sociy|
agencies match the 6.2% social security rate that

employees have deducted directly from their paycheck. Hence, the employe,
and employer contribute a total of 12.4%. In 2017, the social security tax ra
applied to earnings up to $127,200.00 (www.ssa.gov). No taxes are due from the
employee or employer beyond that amount. For example, if a public administra-
tion professor had a salary of $135,200.00 in 2018, she would pay $7,874.00 ang
the university would also contribute $7,874.00 on her behalf for a total of
$15,748.00 in social security taxes for the year ($127,200.00 x .124 =
$15,748.00). Note that the remaining $8,000.00 of her salary is not subject tg
social security taxes when calculating FICA during the current calendar year.

The rate for Medicare is 2.9%, and is split equally between the employer
(1.45%) gnd the employee (1.45%). Contrary to social security, the Medicare
rate applies to the full salary. Let’s consider the professor used in the above
;xzr;;;l;(.) Based on her annual salax;y of $135,200.00 m 2018, the Medicare tax

,920.80 ($135,200.00 x .029 = $3,920.80). Medicare i d
full amount for all employees regardle f : S et e
Ay Ty : g Ss of age or employment status. If an

Nployee 1s a part time or a contract worker, he or she ma 1
A Yy not qualify for full

The federal gov
security annually. Currently,

:?ety, N{ledicare, pensions, etc
T, when calculating Social
government’s contribution udget, you should only include the

is 1 I
mc!uded I a separate budget document. !4 How
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Pensions
ForitheNIuS b RS nearly all full time government employees participate in

what is commonly called a pension plan. Some government pension plans are in
lieu of Social Secquty while others may have both. Very small governments
may only have Social Security. A pension plan provides financial benefits to an
employee after he/she retires and/or has reached a certain age. Some plans allow
an employee to retire after attaining a certain number of years of service, such as
30, at any age. Othfers require both a particular age and a minimum number of
years of service. Still otpers have only a strict age requirement. Both employee
and the employer ContrlPUte funds to the pension plan (not necessarily at the
same rate) ar}d both receive benefits. The employee receives the monetary bene-
fit and security of knowing that they will have funds upon retirement. The gov-
ernment benefits because they can serve their personnel management objectives.
They want eqlployees to make a career out of public service. The experience and
training that is gained through the years contributes to a professional bureaucra-
cy. So, in order to recruit the best people and keep them in the public sector, the
government must provide a good retirement package (Hildreth and Miller 1996;
Smith, Sun, and Lynch 2017). Pension rates can range from a low of 2% up to a
high of 30% or more of an employee’s salary. There may be an equal contribu-
tion or the greater burden may be on the employee (Stalebrink, Kriz, & Guo
2010).

A pension resembles and behaves like social security. However, unlike so-
cial security, pension funds are invested in accounts that belong to the employee.
Social Security is a “pay-as-you-go” system, whereby current contributions are
used to pay the cost of past retirees. As history would indicate, it is possible for
pension fund balances to suffer or grow as the economy changes. When the
economy or the investment portfolio takes a turn for the worse for an extended
period of time, it is important that fund managers ensure that enough funds are
set aside and the tax base is stable enough to make up for the difference in lost
investments (Smith, Sun, and Lynch 2017). As a general rule, pension fund port-
folio managers should ensure that they are making socially beneficial invest-
ments. This process is facilitated with a pension board of directors. Normally
made up of member representatives along with outside appointments, they are
responsible for implementing legal requirements (Hildreth and Miller 1996; Hil-
dreth and Adams 1997).

Pension investments normally fall into two categories: fixed income securi-
ties and equity securities. F. ixed income securities are obligations that provide a
steady stream of interest payments barring any defaults, such as a corporate
bond or corporate annuity. Equity securities (which are more risky) are invest-
ments in stocks, which may or may not pay dividends (Petersen 2004; see also
Hildreth and Adams 1997). . :

As years have passed and budgets have tightened, public pension fund ac-
counts have grown and have become more and more susceptible to fungibility
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issues. Again, it is important that the pension fund managertsh and the boarq o
directors make sure that these funds are not transferred to other funds haphy,
1 ollenberger 2003; Petersen 2004). .
e %J(r:\t]il the mi%l-1990’s, virtually all government pension plans were deﬁned
benefit plans. When an employee began work, hfe/she was handed a book thay
stated exactly how much could be expected at retirement based on age, years of
service, and final average salary. Pension fund managers have the liability for
pensions calculated by actuaries. The actuaries detemnpe how.much the ep,.
ployer and employee have to contribute to fund the pensions. It is the T'€Spong;.
bility of the managers to find investments that will yield the amounts necess
to cover all members in the system. When the economy has significant down.
turns, as happened in the late 2000s, investments are not able. to keep pace with
the required amounts. This means that the pension contributions should be in-
creased. However, that is not easy to do. It requires legislation to raise cl:sontribu_
tions. Some pension plans have had to borrow to meet their obligations. ~ Others
have had to supplement pension contributions with general fund subsidies.

Since the mid-1990s, a number of governments have established defineq
contribution plans. The government and employee each contribute a required
amount for the pension. However, the employee is responsible for investing the
funds. Employees are provided various investment options and select an option

that is appropriate. Defined contribution plans are portable. That is, when the
pension stays with the employee. In a

Calculating the Pension Benefir

_ Whﬂ_e the years of service can vary, most state and loca] governments re-
quire their emp!oyees reagh an age between 62-65 and work at least 5-10 years

plan provides for each year of service to be multiplied by two Percent
ployee working 30 years would receive 60% of his/her fina] average sal' £ o
| ary. This
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comprises the total percentage value. An employee that works 5 years, the usual
minimum vesting period, would receive 109 of their final average salary.

Exhibit 3.1 provides a model that can be used to calculate retirement
Kollipara worked 30

Second, her five highest years of service should be added up and
divided by the years of service (5).

Iihird, hier"average  five year salary should be ialtishied bt et ot
percentage value (TVPP). Ay ¢ multiplied by the to

Based on the formula, Mrs. Kollipara would receive $37,544.07 per
year and $3,128.67 per month for her 30 years of service. Note: When

age and years of service are not on the same line, choose the factor that
best benefits the employee.

Exhibit 3.1 Sample Calculations of Retirement Benefits
Step 1: Creditable Services and Percentage Value

% Value Per  Total Years Total %
Year of of Service  Value Per
Service Plan (TVPP)
Retirement up to age 62 or 30 Years 1.60% X =
Retirement at Age 63 or 31 Years 1.63% X -
Retirement at Age 64 or 32 Years 1.65% XGRS () = 49.50%
Retirement at Age 65 or >32 Years 1.68% X =

Step 2: Average Final Compensation (AFC)

Mrs. Kollipara worked for 30 years in the same system
and retired at age 64. In this step, we add her five highest
fiscal year salaries and divide the total by five (years).

AFC =$471,948.00 / 5 = $94,389.60

Step 3: Annual Benefit Calculation

AFC x TVPP = Annual Benefit $94,389.60 x .4950 =

Step 4: Monthly Benefit Calculation

$85,000.00
87,590.00
95,890.00
99,569.00
103.899.00

$471,948.00

$46,722.85

Annual Benefit/12 = Monthly Benefit $46,722.85 /12 = $3,893.57
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©\ooual Benefit/12 = Morithly Benefit - $46:722 LR R
and Thomas D. Lynch. 2017. Public Budg,,,
tlng

Ww. Jinping Sun. ! . )
ROberé"‘ ed. Irlz/ine, CA: Melvin & Leigh, Publishers.

heet of the same person that is calCUlate
expedites the process and provideg the 38:

Source: Smith,
in America.

Exhibit 3.2 is an Excel spreads
Exhibit 3.1. This computer program .
tirement scenarios.

an opportunity to examine various re

Average Final  Annual Monthy,
Benefit

% Value Per Total Years Total %
of Service Value PP Compensation  Benefit Benefit
$46,722.85 $3,893 57

Year of Service  of Service
30 49.50% $94,389.60

1.65%

S Highest Years

$85,000.00
87,590.00
95,890.00
99.569.00
103.899.00
$471,948.00

Exhibit 3.2 Short Version for Calculating Retirement Benefits (in Excel)

$94,389.60 Ave. AFC
this model does not €xamine, but they
are

- _There are some other issues that
Still important to the employee. This i 1 in
! 5 includes things such as v
. esting Portabjliy
% >
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i Classiﬁcaﬁo“s and Salary Ranges

0 e otes e i e T AT
Wl 5 Oodes are f oo .
_glong W . : [P or administrative oses.
s o casir t locate 2 Specifc ine in 2 budget. This pareuta budges
) a S ec agency B . . . 5 -
~sents @ S - Because it is in a line it ~
:;EL it essentially ts;isat:s(:);?:tizr ::{ihalnounF of funds necessary to run tlellcr:ndti‘(\)lli‘-
S0 2 without any cthe e, 111 . a particular individual and their responsi-
pilities- HoweVver, = ot tell the reader the number of persons wh
RS procurectlnett\; 1vision, nor does it break down the fringg benets' thO
oy g its
e. Most budge e typed into a computer spreadsheet. This expedite};

e

Zlnelptjﬁ?ilget process and reduces mathematical errors.
chibit 3.3 Simple Agency Budget

Agency: Central Budget OfficeDivision: Procurement
e vIfem Adopted Budget
000 L. Personal Services

ool Salaries $146,000.00

s FICA 18,104.00

1003 Insurance 6,000.00

1004 Retirement 19.578.00

$189,682.00
20000 2. Operating Expenses

2001 Contractual Services $6,500.00
2002 Training 650.00
2003 Travel 505.00
2004 Utilities 3,000.00
2005 Printing 1,700.00
2006 Misc. Supplies 12.500.00
$24,855.00
3000 3. Capital Outlay
3001 Vehicles $35,000.00
3002 Equipment 2.500.00
$37,500.00
Total Agency Budget $252,037.00

The most common employee classification is a full time equivalent (FTE).
Full time positions are normally 35-40 hours per week. A full time erpployee
(equivalent) is eligible to receive the full range of fringe benefits. Part time em-
ployees (PTE) normally work 15-35 hours per week and are not eligible for full
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; orated benefitg

- art time employees m = reﬁﬁn{’: employee w}t:) ::obus
fringe benefits. Some P ould be an example of ?'pible for fringe benefits, ks
driver for the city bUS B0 o - and could be elig ernployees; Whots sy
for the majority of the "8 T exist. These s Bt A 1 Aol

Temporary pOSlttl:ermanent, such as Sml‘ml;fizﬁlfg peak season on a temr;c.
ime, but are no janitor hire . Po.
S;iig;ndcpment or alsectr;tzfi)i’g‘i’g lje for prorated fringe benefits as wel] (Riley

so

basis. They may a . lating th
and Colby 1991). FTE is used by the government in calculating the Numbe,

The ClaSSif.icat:iOI:vim a position. For example, a full tin'(l)erﬁliléplgyee Who
of hours associate fiscal year would be the equivalent to (e F’f‘E’our Jani.
WOHSHorE ex‘mmsix months out of the year, would qqua . ls (S fgr
S L0 worl};mgusmg this system, the government Vi1EWsS per§011)1ne Cost in
= pefri;:: )x;unz/ber of positions and costs needed to complete a job rather than
terms o
the nsﬂze;n c:if ﬁ)ecc;lilgovernmems frequently use pay plans for employees. Theg,

i mployees. The plan lists each .pos.ition clasg
Pllans I\ifoirt;lntalllleysz€£'l;l rt:n :;Hf ;n&'f ate pgsit}iyon. It is very difficult to justify paying
: ggxg'ticular employee a salary out of the range without r B t}’ledbar for.all
other employees in that classification. Th_e Salar?z Range P.lqn Inc 1(; es the title
of the position, administrative code associated with the position, and annua] sal-

ary range. Exhibit 3.4 contains an example of a salary range classification.

Exhibit 3.4 Salary Range Classification
Min. Salary Max. Salary

Position Code Class Title

1100 Accountant $65,000.00 $79.000.00
1101 Administrative Assistant 45,000.00 55,250.00
1102 Budget Analyst 65,000.00 75,000.00
1103 Clerk 50,000.00 60,500.00
1104 Division Director 95,000.00 109,950.00
1105 Janitor 28,000.00 33,595.00
1106 Principal Investigator 75,000.00 89,000.00
1007 Security Guard 48.000.00 64.000.00

* Provides government officias data tha
i t may be ys i 3
EOuntmg, Payroll and personne] processes - Salpin¥as
o nsures that salarjeg are reasonable Hpwi 2
the responsibilities of the employee. and equitable relative to
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rad \ 7))
Limits opportunities to discriminate.

Allows the government to remain competitive i

market and retain experienced employees € In an open

cts as a control over salaries wh -
A qered €n new positions and rai
are considerec. raises

Position

Growth in responsibilities of an agency and personnel are fai i
L itmments As @ resuly it is necessary G accasion o requch one O
more DEW posmotrtlls.1 e never a guarantee that a request for a new ,i s
will oceur None eless, it is important 'ghat agency heads ensure that tl§’081 g)n
uately review the old and new responsibilities of the agency in ord tey ade-
cure that they can thoroughly justify new positions and maintain t.l:::r pierxﬁzl::

% ] items that i
ositions. There are several g0 1nto a request for iti
will facilitate the process (Riley and Colby 1991). The agc:nc;zl :;? BOSIUCURIEZS

o Justify the creation of the new position(s) by outlining the re-

sponsibilities of the person(s) relative to increases in work-
Joad or expanded programs.

e Describe the qualiﬁcations of the employee(s) with a notation
as to whether it fits the current salary pay classification.

. Show how this position(s) will make the agency more effi-
cient and effective.

. Show how the new position(s) will enhance new assignments
or enhance current responsibilities.

e Program changes follow the same logic as a position request.
Show how the program will make operations more efficient
and effective.

Calculating a Personal Services Budget

Preparing a new budget can be difficult for the budget officer. In fact, this
period causes a fair amount of trepidation for the entire staff. However, the pro-
cess can be eased with several items. First and foremost is accurate information.
It is very important that agency directors and the personnel office provide the
budget officer with reliable data that corresponds with known facts. Second, a
(ciomputer can expedite the budgeting process, but it cannot read minds. Hence, it
%€s not notice mathematical errors in data entry for example. In most Ccases,

b : T i)
Udgets are inaccurate because of human error. Specific items needed by the



Chapter Three

72
include:
budget office In¢
| to review budget requests. The m'anuatlh wc(,iqld nor-
A manual to management policy information (the geCtlon
e iz;t?;nheaded and potential areas to cgt or expand).
e ith i ns.

ItBh ed gét preparation forms along with mstr}lctlod o :
- l; 2 , information related to personnel (mclu es information
a :: ;rrgjected salary increases as well as fringe benefits).

Operating and capital outlay instructions.

e
Beginning with the previous year’s base, the budget;)fﬁcer' can put the R
projected salary information (base_d‘ on budget projec Bzo;:is) into a compy :
spreadsheet program for each position classification. Bu ggt Projectiong e
based on projected revenue, which are }lnknowp versus Wh:?lt 1s known_ By oo
estimates are based on more concrete information. Assummg that no Chaﬂges
occurred, the computer will automatically calculate the fringe benefits associa,
f fr‘inge ben.

ed with the salary. In some cases, the percentage or dollar amount o
efits may change. Exhibit 3.5 is an example of an Agency Salary Projection Re.

port.
Exhibit 3.5 Agency Salary Projection Report

FY 2018 (General Fund)

Agency: Police Department Division: Homicide

Title Salary FICA MED Pension Hea
Dxrcct.or $69.569  $4.313.26 $1,008.75 $6,956.90 $3,15th $85 3:;0\“1!
galptaxp 12230880 801760 6 551 oy 3,500 56’713.%
Dt A ORI 41 TNl S ET 315000l
P LT 0 e T 3,500/t 5 oo g0

Assistant 27123 1.681.63 393 A 5 :
s </,123 1.681.63 28 22712530 3.500
OTAL $216,698 $13.435 26 $3.142.12 $21.669.80 $17,500 $2;§ :igfé
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dget a number of employe
008 ere are ployees who have the same salary, the budget

I .y want to list the positi ;
ot B oS “:cfrr)éspond to that pgsitioz?gll‘)gdzltlfl‘hapd s
p]oyges - this format only works wh . 1s format saves time and

BIoWeVES When there are a number of

P ave the exact same Sala.r).l_ : of employees
who uest for a new position along with sal P

TR e shld b 3 o i pason b
Igm f the t?l}dge't reqtgees(tl (Tee Ex}.l&?lt 3.6). The justification should indicate

hy the position 15 e along with any supporting evidence that would sub-
Wiy . the request- Data are particularly useful in a position justification. Si

is not making a verbal argument for the new position, the 93- t‘tl'nce

e 887014 be carefully prepared it
io 4 separate form should be qseq for each new position request. If the admin-
srative position c9de does not indicate whether the position is an ETEXORERE
ihen it should be included on the personnel request form. Since positions ate
pased On class, the requested salary fOf th§ new employee should fall within the
logal PaY range that was set l?y the legislative body. These forms normally come
with complete mstruqtlor_ls dictating what should be included. Specifically, these
instructions shquld indicate the currppt rz_ntes for FICA (12.4%), Medicare
(2.9%), and retirement (18%). In addlt19n, it should contain the cost of health
insurance ($1,800.00) and any other pertinent information.

Exhibit 3.6 New Personnel Request Form

Agency Personnel Salaries

FY 2018 (General Fund)

Agency: Police Department Division: Homicide

Position  Position Base FICA Medicare Pension Health Total
Title Code Salary Costs

Dispatcher 1011 $22.500.00 $1.395.00 $326.25 $4.050.00 $1.800.00 $30.171.25

Justification.

Due to an expansion in 911 services the number of incoming phone calls has
proved to be a burden for one person. As a result, we had to hire a temporary
employee and use patrol officers to aid in this effort. Therefore, it i
economically feasible to have a full time employee to carry out these
responsibilities.
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Operating Bu
Preparing an bulk of ex '
d earlier, the personnel budget mt‘:k::eufu;}tleas importarll)tendltures in
stated e ’ ing cOS : i
t:z\fi gef process. However, operaw;_gs cal year. Operating costs include itere.

the budg iewed and justified each fi lities, pencils, paper, adq:. Jtms
ol 1 lephone services and other 1.1t1 S s these are i’te e Ma.
el eﬂmer item that recurs. In simple htermvehicles o HllS Needey
gy e ?rt:n g}onduct business. Equipment, suc asuestin ga ’lar " 4'S0.1be) i
T P erating expense if the agency is not r eg iaces o% MUmber
cluded as an op ear. Further, if vehicles were to be rep °T & nump,,
new vehicles every y 'gh.t not be the best category to include them. It would g
ok fz;scal tﬁiarz“cm;son;lthe government. Other exclusions would H,lCIIUde high Cogt
g::;s osnuch zfs super computers and buildings. These are capita X ndityr,
] S. : :
ntemWhen making a request for operating expel.ldl.tllfes,f t?)n AgeNCy hag to
indicate how these items will be used to meet ‘the mission o he agency and any
new activities that the executive or legls'latxve. body may have. T}?e agency
director submitting the budget should indicate in the budgt?t. transmitta] letter
how the requests are tied to the goals of the agency. In addition, data showing
how expenditures are tied to programs and performance is very useful. Despite
the inclusion of these items, operating budgets are not examined as much a4
personnel budgets. The few exceptions are training and travel.

There are three basic ways to present an operating ‘budget Proposaj. The
first is the incremental method. An incremental operating budger €ssentially

and other naturally occur-

shows a modest increase in the budget due to inflation
agencies tend to use this type of budget because

ring economic factors. A lot of
it links spending directly to a service or item (see Exhibit 3.7 for an €xample).

Exhibit 3.7 Incremental Operating Budget Proposal

Object Item FY 2018 FY 2019
Code Cost (est.) Cost (prop.)
2003 Travel $5,000.00 $6,000.00
2004 Utilities 2,569.00 3,000.00
2005 Pr'mting 12,904.00 15,000.00
2006 Misc. Supplies 459.00 600.00
2007 Pens 245.00 300.00
2,349.00 3,600.00

2008 Paper

5009 Adding Machine 299.00 150.0

TOO 1 TOAL Telephone 1,.349.00 2.800 .08
$25,174.00 $3 1,450:00
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code: L2 re appropriate, it may also be usefy
yeal ' (for exan’-lple, the number of adding machj

o estimates in FY 2018 should be based op tlhnes).
would not exceed the appropriation, b =SeD

e . propriation. That is, the
estim? gate of budget preparation. The agenc

ut
could be less based on costs as

e . ; Yy coul s
of éth y 2017 actgal spending to give the reviewer ai:gd S eddrtionalicolumn
wi his method is also good to use when there is a dra er trend analysis.
Ot example, let’s assume the cost stic change in the cost of

of teleph :
al year for the last five years and the Em(;trzzrg;ga;ggrgased by
1sa15%

case OVET the previous year (Exhibit 3.8). This increase w

increas® =~ 3 i 1d : :
: t does not follow the previ ould require a jus-

.fication SINCE . previous trend. The sam
the 2019 proposed budget. 1deally, the justification would irfd;z;):lel C:Nl;eattmelfor
policy

ther events precipitated the inc '

pange OF O~ : rease in phone i

zriSP explanations to changes expedite the approval processse?lgicl::ycz;tf{ gollel?r
D/

1991)-
Exhibit 3.8 Police Department Program Operating Budget Proposal

Prograrm Travel lgilFitielS Printing Telephone FY 2018  FY 2019
uc
T (est.) R
o1 Service  $79.999 $3.985 $175 $10,785  $80,546 ﬁ‘fﬁ
DARE 1,459 350 100 150 1,643 2,059
patrol 359,999 15.899 150 987 338456 377,035

ML $441,907 $20,834  $1,625  $12,022 $422.434 476,388

Justifications:

A.) DARE Program: In harmony with the Mayor and City Council’s mis-
sion to expand the program into every school, we have increased the
number of officers who go into the schools and the amount of infor-
mation that they disseminate.

B.) 911 Service: Due to the expansion of emergency services into the new-
ly annexed suburbs of Mt. Vemon and Taylorville, we are requesting
two new patrol officers and thus need to provide them with adequate

training and other amenities.

The second and third types of operating budgets are performance and pro-
gram budgets (see chapter 1). A performance or program operating budget
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grams (Riley ap
i Cpemting evpeniurs o/ INET R shotia b 5
Colby 1991; Kelly and Rivenbark 2003). Th.e budget exaelyl(lactly where andiwgig
look at this budget along with the justification and see

the funds are used for, 6

Conclusion

Personal services and operating budgets appear to be. floriha(:rtallfes:
operational functions. However, there is still a degree of anOtla.lo;_ it
place. Positions are not always guaranteed despite arguments Indicating —



