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Better Budgeting 

 

            A CommUNITY Barnet Toolkit 

 

Introduction 
 
Budgeting is a fundamental task for any organisation. Amongst other 
things budgets can be used to 
 

Help to control expenditure  
Make a funding application for a project  
Helps to ensure effective use of resources  
Work out the cost of providing a service  
Work out the cost of taking a particular course of action  
Form part of the monitoring and evaluation of a project 

 
But a budget is only useful if it is prepared with care. This briefing paper 
will give you a methodical approach to producing a budget and a better 
understanding of the issues involved. 
 
 
Who is this briefing paper for? 
 
This briefing paper is for anyone who has to create a budget for a 
voluntary or community organisation. 
 
 
What is a budget? 
 
This might seem like an easy question to answer, but it is worth thinking 
about it in the context of the organisation as a whole. 
 
In simple terms, a budget is a list of all planned income and expenditure 

over a fixed period. This fixed period is usually one year, or it could be the 

anticipated life of a project. 
 
But the budget doesn’t exist in isolation. The budget is your 

organisation’s plans expressed in financial terms. Any project or initiative 

you undertake has a financial implication, and your assessment of the 

costs of carrying out this plan of action is your budget. 
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The Planning Process 
 
 
A quick overview 
 
The Charities Evaluation Service has developed a model called the 
planning triangle. See  http://www.ces-vol.org.uk/index.cfm?pg=124 . 
 
This tool helps an organisation to understand and present its aims and 
objectives and has three levels. 
 

1. The overall aim, or mission of the organisation.  
 

2. Specific aims: the difference the organisation hopes to 
make. This difference can be described as a series of 
outcomes.  

 
3. Objectives: how the organisation plans to go about achieving its 

aims. Objectives require activities that produce outputs, and the 

resources needed for each activity can be quantified in a budget.  
 
Let’s look at a practical example. 
 
A play organisation has the overall mission of improving children’s lives. 
 
The specific aims could be to 
 

o Offer a safe place for children to play 
 

o Increase the available range of play opportunities 
 

o Offer help and support to parents and carers 
 
These specific aims are met by running various projects. These may be 
 

o Operating an after school club - offering a safe place for children to 
play 

 
o Setting up a toy library - increasing the available range of play 

opportunities 
 

o Setting up a coffee morning with a crèche – offering help 
and support to parents and carers. 

 
Each project is an objective of the organisation, and these projects 
require resources to make them happen. The budget details the costs of 
those resources. 
 
A budget is a plan expressed in financial terms.  
 

http://www.ces-vol.org.uk/index.cfm?pg=124
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Projects 
 
Most organisations break their work down into projects. 
 
A project is a discrete piece of work with clear aims and outcomes and is 

therefore more likely to attract funding. Some smaller organisations may 

only have one project, but larger ones will have several. 
 
 

Who is Involved in Setting a Budget? 
 
The answer to this question depends very much on the size of your 
organisation, but it normally involves three sets of people. 
 

Those who are developing and/or manage the project and its 

budget. Involving this group of people is essential because they 

know the details of how the projects is, or will be, run 
 

Anyone with a finance brief – the treasurer or finance staff. They 

will be able to provide an overview of the organisation’s finances 

and experience of preparing other budgets. 
 

The management committee or trustees who, since they are 
ultimately responsible for the budget, will need to approve it. 

 
In other words, developing a budget is a collaborative effort, although not 
everyone will be involved in agreeing the budget. 
 
 
Developing a Budget 
 
Let’s break down the budget making process into a series of stages. 
 
Looking at inputs  
Inputs are the elements that are need for our plan. These could include 
heading listed in the table below. In the first instance its best not to place any 
value on any of these items –that will come later. The point of the exercise is 
to make sure that everything is taken into account. 
 
Look at your plan and work out what is needed.  
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 Salaries  Postage  Printing & Stationery  

 Training  Materials  Advertising / PR  

 Travel  Events  Publications /  

 Recruitment  Refreshments 
Subscriptions  

  

 Cost of Equipment  Repairs 

 Telephone  
  

 Depreciation  Audit 

 Inflation  
  

 Insurance  No. of users 

 Rent  
  

 Heat & Light  Time Scale 

 Management Costs  
  

 Fees (income)  IT equipment 

 Computer 

maintenance  
  

*This is not a 
complete list     
 

Some of these items may not be what you would initially expect to see on 

a budget, but they are elements of you plan that will affect the budget. 

For example, the number of users may affect the level of fees income 

and the cost of refreshments. 
 
An important input is time scale 
 

How many months / years will the project run for? 
 

How many hours per week will it open for? 
 

How many weeks in each year will it be open? 
 
Each of these time factors will affect the budget. 
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Assumptions 
 
Once you have a list of inputs in place you can start making assumptions 
about each one. Some of these assumptions will come directly from your 
project plan. 
 
These initial assumptions may well change, but start by putting a value to 
each input. Some of these values will be affected by other projects; we’ll 
look at this later. 
 

 How much grant?  

 What is the rate of inflation? 

 How many staff?  

 What proportion of the rent 

 What rate of pay? 

 How many users? 

 

 
The eventual budget that is produced will not include this level of detail, but 

knowing how the bigger numbers are made up and the assumptions that 

were used to arrive at these figures is important for two reasons. 
 
Firstly, assumptions change, and sometimes assumptions change 

because other assumptions change. For example, your first assumption of 

running a day trip to the seaside involved hiring two minibuses, each of 

which needed two staff members to accompany the trip. The assumption 

for the number of users changes so that a coach would be cheaper: would 

you still need four staff? 
 
Secondly, you may well be asked how you arrived at your figures and 
having those figures to hand will save you having to work it out. 

 

Different Types of Costs 
 
As you begin to look at your assumptions you will begin to realise that 
not all costs are the same. 
 
 
Project costs 
 
These are costs which relate directly and only to a particular project 

such as the salaries of the project workers and the materials used to 

run the project. If the project ceased to exist, these costs would no 

longer need to be met. 
 
If you have only one project, then all costs are project costs, but if you 
have more than one project then some costs are core costs or 
overheads. 
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Core costs  
Core costs, or overheads, are the costs that are not directly applicable to a 
project. 
 
These costs will include rent, audit and book keeping, insurance and 
so on. The important thing to remember about these costs is that need 
to be paid for! 
 

Some of your salary costs may be well be core costs, such the cost of a 

manager or administrator 
 

Fixed costs 
 
Fixed costs are costs that the organisation will incur regardless of the 

level of activity. For example, renting a hall to run an activity would be a 

fixed cost because it would cost the same whether two people or a 

hundred turned up. 
 
Variable Costs  
Variable costs change according to the level of activity. 
 
Start up costs 
 
Some costs are one off at the beginning of a project such as recruitment 
and some capital items. 
 
Capitals costs 
Capital costs may need careful handling. Because capital items have a 
resale value then only the cost of depreciation appears as a cost. 
 
Mixed costs 
 
Some costs are a mixture of fixed and variable costs, usually anything 

with a fixed charge. Phone costs may involve a line rental which is fixed 

and call charges which are variable. 
 
Some costs may also be a mixture of core costs and project costs. For 

example a manager may spend half of their time on the general 

management of the organisation and the other half on the management 

of a particular project. 
 
In reality, the amount of cost involved would help to decide whether mixed 

costs are fixed or variable, core costs or project costs. Now that email is 

commonly used for communication and the costs of phone calls is often 

bundled with equipment rental, the relationship between the level of 

activity and the cost of using the phone may not be significant. 
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A manager who splits their time between management and project work, 
however, would be a distinction that would need to be taken into 
account.  
 
The process of splitting costs across several different budgets 
is called apportionment. 
 
Apportionments 
 
Apportionments are the allocation of central costs over several 
projects or departments. 
 
Why do we apportion costs to a project? Most projects do not stand alone 

and in order to reflect the true cost of a project we must include those 

overheads, which are essential to the project. In the case of, for example, 

a project offering advice, the items that should be apportioned might 

include: 
 

Salaries - those of the organisation's co-ordinator and part time 

bookkeeper Rent - a proportion of the organisation's rent  
Telephone - If the advice project does not have its own direct line  
Postage 

 
Printing and Stationery - again if the project doesn't have its own 
stationery Audit - the project should bear a proportion of the audit 

fee  
Refreshments  
Annual Report 

 
 
How to apportion costs 
 
The four most common methods of apportioning costs are by time, 
number of people, space occupied or number of clients. 
 
Time - In the case of an advice project, if the organisation's co-ordinator 

spends 15% of their time on the project then it would be realistic to allocate 

15% of their salaries for the project. 
 
Number of staff - If you have a project within the organisation which 

has, say, two full time staff out of the ten in the organisation then we 

would be fair to apportion 20% of the organisation's costs to the project. 
 
Space - If for example the project was a for a community darkroom then 
the overheads could be apportioned on the amount of space taken up by 
the darkroom. 
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Number of clients - This may be the method of allocation used in an 
advice centre.  
There are no golden rules to apportionment, but there does need to be a 
clear and  
reasonable rationale for making your apportionments.  Getting your 
apportionments  
wrong may lead to cross subsidy where the funds for one project are 
being used to  
subsidise another. This may be acceptable, but it is best to be aware of 
when it is happening.  
 
 
Better Budgeting: A CommUNITY Barnet Toolkit 
The first thing you need to do is to find out how much everything costs. 
Identify the indirect costs and then find a fair and consistent way of 
allocating them. 
 
Examples 
 
If you run two projects with roughly the same staffing levels and direct 
costs then allocating 50% of the overheads to each would be fair. 
 
If you decided that allocating the indirect costs on the basis of staff 

numbers of was fair, and one project had three full time staff and another 

just one, then allocating 75% of the electricity bill to the first and 25% to 

the second would be fair. Making apportionments on the basis of staff 

time is a common method.  

 

Issues 
 
The number and size of your various projects is constantly changing, and 
as they do so the apportionments change with them. 
 
Different costs can also be allocated out on a different basis. The bill of 

the annual accounts could be shared out according to the size of each 

projects income, but cleaning bill could be allocated according to the 

amount of space each project uses, or the amount of mess they create! 
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Full Cost Recovery 
 
Any organisation needs to meet all its costs; if it didn’t then it would eventually 

run out of money. Although this is common sense, it does require a little work 

to make sure it happens. The process of making sure all the expenditure is 

matched by income is called full cost recovery. 
 
What should happen is that those who pay for your activities, whether by way 
of a grant, contract or fees, should pay the full cost of running service. 
 
The problem is that, as we have seen above, most activities have two types of costs 
 
– direct costs and indirect costs. The direct costs are easy to identify, but 

the indirect costs need to be shared out amongst all of your projects using 

apportionment. 

 
Employer’s National Insurance 
 
For most organisations salaries are the most significant cost. For budgeting 

purposes these deductions from gross pay can be ignored because they are 

paid by the employee. 
 
Employer’s National Insurance is paid by the employer in addition to the 

gross pay. Some employers also make a contribution to the employee’s 

pension, usually as a percentage of their gross pay. 
 

 Gross Pay     
      

      

Employer Gross Pay  Er's NI 
Er's 
Pension? 

      

     

Employee Tax & NI Net Pay    
      

 

Employer’s National Insurance is an amount that an employer has to pay over 

and above the actual salary paid to an employee. There is an amount that is 

disregarded for employer’s national insurance and it is only payable on what 

remains. The amount that is disregarded is called the Earnings Threshold. 
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Costing Salaries 
 
Salaries are often the largest expenditure item for many organisations 
and calculating salary costs is crucial. 
 

1. Find your base     Do you use any agreed basis for salaries such as  
figure. Local Government pay scales? 
 

 Have you included all the elements of the basic  
salary - London Weighting etc. 

 

2. Ensure you        Many   contracts   of   employment   include   an  
have the right incremental rise each year which means that the  
point on any pay employee's pay will rise by one salary point.  
scale. 
 

3. Allow for Most, if not all, agreed pay scales are re negotiated 

inflation. 
each year  and  so  are  subject  to  
inflation. Any 

 percentage used for inflation should be used across 
 the board.  

4. Include any Many employees have additional elements of pay 
overtime, such as overtime, away from home allowances and 
sessional pay etc. so on in addition to their basic pay and you will 

 
have to budget for these additional 
amounts.  

 Remember these additional payments are subject 
 to  employer’s  national  insurance  -  add  them  in 
 before calculating employer's costs.  

Part Time Staff & Sessional Staff  
5. Calculating To convert annual salary to monthly salary, divide 
Time based rates. by 12  

 To convert annual salary to weekly pay, divide by 
 52  

 To convert monthly salary to weekly pay, multiply 
 by 12 then divide by 52.  

 To convert annual salary to hourly rate, divide by 52 
 then by the usual number of full time hours worked 
 in your organisation.  

6. Pro-rata Divide the total salary by the number of full time 
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salaries. hours  and  multiply  by  the  number  of  part  time 
 hours.  

 Calculate employer's N.I. after a pro rata salary has 
 been calculated.  

Calculating Employer’s NI  

7. Deduct the Take the gross pay and deduct the amount that falls 

Earnings 
below the secondary earnings threshold 
(ST) In 

Threshold 2011-2012 this is £7,072 per annum.  
 

 

 

8. Calculate the        Once the ST has been deducted, Employer’s  
Er’s NI. National Insurance will be 13.8% of whatever  

remains. 
 
 
 
Worked example.   Gross Pay 21,648 per annum. 
 

Deduct ST (£7,072) 14,576 
 

Calculate 13.8% 2,011 Er’s NI 
 
Therefore the gross cost would be 21,648 plus 2,011 equals 23,659 
 
 
NB the Earning Threshold and Ers NI percentage can change annually. 
Check at HMRC website  www.hmrc.gov.uk  
 

Forecasting 
 
Closely allied to budgeting is the process of forecasting. 
 
Once a budget has been set it only really works as a benchmark if it is not 

changed over time unless there are very good reasons to do so. These 

reasons may include a radical change in the structure of your organisation, 

where new projects or projects coming to a premature close fundamentally 

change the profile of your organisation. 
 
But as time goes by it will become apparent that the actual pattern of 

expenditure is very different to the budget. During the course of the year the 

pattern of actual expenditure will help to develop a more refined 

http://www.hmrc.gov.uk/
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understanding of the final financial outcome, and it is possible to create a 

forecast. 
 
The forecast will show you how you expect the figures to work out at the end 
of the year or at the end of the project without changing your underlying 
budget. 
 
Budgeting Useful Tips 
 
Use a spreadsheet 
 
It is always easier to use a spreadsheet for creating your budget. Using a 

spreadsheet you can do ‘what if’ scenarios and compare the results. 

Spreadsheets are remarkably easy to use and will save you a lot of time in 

the long run. 
 
Be reasonable 
 
Don’t budget for unnecessary items, or for things that may be considered to 
be a luxury. 
 
Be prudent 
 
Resist the temptation to overestimate income and underestimate 
expenditure. If costs were a little higher and income and little lower, could 
the plan still work? 
 
Be realistic 
 
Always be realistic in your budget and apportionments. Trusts / assessors etc. 

are not stupid and will easily spot figures which do not make sense. Be realistic 

about the start date of your projects as fundraising takes time. 
 
Be consistent  
Check the details of your budget: are your assumptions and calculations consistent? 
 
Understand your budget 
 
Be able to justify every aspect of your budget and the reasoning behind it If 

you are confident of your figures than this will impress others as to your 

competence to manage a project. If, for example, you reach the stage of 

having a Lottery assessor contact your organisation you should be prepared 

for a very severe grilling on the finances. 

 
Get constructive criticism 
 
It is often helpful to get someone else to look at your budget from the point of 

view of someone detached from the project. Try to benefit from the experience 

of other organisations. 
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Further Help and Advice 
 
 
Community Barnet  
The finance team are always available for to offer advice. 
 
 
Cash Online 
 
This site aims to provide people with the basic financial skills needed to run 

successful charities and voluntary organisations. CASH-ONLINE is 

published by Community Accountancy Self Help. 
 
 http://www.cash-online.org.uk/ 
 
 
Finance Hub  
Making sense of funding and finance in the Third Sector. 
 
 http://www.financehub.org.uk 
 
Community Accounting Network  
 http://www.communityaccounting.org 
 
 
 
 
For more information please contact the Development Officer at 
CommUNITY Barnet on 020 8364 8400 or visit our website:  
www.communitybarnet.org.uk. 
 
_______________________________________________________ 
 
 
CommUNITY Barnet 
 
Tel: 020 8364 8400 
 
Email: finance@communitybarnet.org.uk 
 
Reg Charity 1071035 / Co Ltd by Guarantee 3554508 
www.communitybarnet.org.uk  
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