Finance and Administration

his article presents general
financial concepts which are
important for all associations.

A budget is a predetermined written
plan of financial operations for some
future operating period of an
organization. This should be
carefully differentiated from
your accounting procedures,
which might be defined as a
particular system you use to
track the income and “outgo”
of your association’s finances.
Both will be discussed in the
body of this article.

There are many advan-
tages to budgeting. It forces
us to look ahead at our opera-
tions and formalize plans,
instead of flying by the seat of our pants.
To prepare a budget, you must consider all
aspects of your operation. Its creation also

inherently establishes certain standards of

performance or bench-

inflexible documents which virtually drive
the system, instead of acting as a guide to
enable associations to complete their mis-
sion. Finally, they tend to be used as the

* measurement of efficiency, powerful tools

to punish or reward depending upon the

circumstances.
All in all, if kept in perspective, budgets
can be a beacon to assist the association in
the completion of its

marks which allow you
to identify areas in which

basic mission. They must
not only be kept flexible,

you may be operating
inefficiently. By defini-

but they must be revisit-
ed from time-to-time

tion, they also make us

commit something to

during the operating
period to realign them as

paper. Finally, they help
us identify the availabili-

necessary. They are a
planning tool, not a goal

ty of present and future
resources (or lack thereof)
to implement our plans
and programs.

There are also some

and/or objective in and
of themselves.

There are basically
three sources of financial
policies for any associa-

disadvantages. If done
properly, budgets take a
good deal of time to prepare. They also
require that we make some assumptions
about the future that may be inaccurate.
If institutionalized, they become rigid,

AMERICAN ASSOCIATION OF MEDICAL SOCIETY EXECUTIVES

The first is the
bylaws

tion.
association’s
where stipulations about certain financial
operations of the association might be
made. However, | recommend that such
stipulations be used sparingly in your

bylaws. The second source is by action of
your Board of Trustees/Governors/
Directors. Usually with the assistance of
the association’s Secretary/Treasurer and
Finance Committee, your Board establishes
ongoing financial policy. The
third is through established
staff policy.

It's important to also dis-
cuss the unique role of the
staff in the development of
budgets. You are the individu-
als with the requisite business
expertise, ongoing access to
the historical operations of the
association (and the costs of
doing business), and who have
the administrative capability
to prepare and amend these
budgets. I believe that the role of the asso-
ciation staff is to ensure that the decisions
made by the members are informed ones.
That is not to say that we make those deci-
sions for our members; rather we ensure
that all the available information is pre-
sented so that all sides can be explored.
We certainly have a consultative role and a
responsibility to make recommendations
that are based on a solid and sound foun-
dation of business and policy rationale.

The Planning Process

A discussion of budgeting without a
discussion of the planning process is
incomplete. Simply stated, there are five
basic steps in the planning process. First,
you must identify your members’ needs.
This can be relatively simple, or can be
extremely complex. It can be as simple as
using yourself and a group of your mem-
bers to sit down and discuss what those
needs might be. It can be as complex as
performing iteration after iteration of
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market analysis, identifying unique mem-
bership categories, test marketing, and
evaluating the results of your research.

Once having identified those needs,
they need to be assigned priority. Once
priorities are set, you must choose a mix of
programs and services that will meet the
prioritized needs identified in your plan-
ning process.

The choice of program mix is vital
because the next step is to relate priori-
tized, targeted programs to available
resources, both human and supply. It is at
this point that the budgeting process must
be integrated with the planning process.
The ability to successfully integrate one’s
targeted, prioritized programs with the
resources necessary to conduct them can
make the difference between a successful
and unsuccessful association.

The last step in this process is the feed-
back, or evaluative stage. As with most
human decisions, there will be those that
are good and those that are not-so-good. A
constant re-tuning of programs, services
and budget must occur.

Kinds of Budgets

There are basically four types of bud-
gets which are generally prepared by asso-
ciations, namely operating, financial,
capital, and cash.

0 Operating budgets are financial
expressions of an association’s short term
plans. They are directly related to its oper-
ating activities which involve revenues
and expenses for the association.

0 Financial budgets are those that
show an association’s financial and invest-
ment activities.

0 Capital budgets are those that
involve planned acquisitions of long-lived
assets such as land, buildings, and equip-
ment.

Q  Cash budgets are planned sched-
ules of cash receipts and disbursements.
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The preparation of this type of budget is
especially important in situations when an
association is on an accrual basis of
accounting.

Budgeting Methods

The fundamental decision to be made
under what I have termed “budgeting
methods” deals with the choice between
incremental and zero-based budgeting.
Incremental budgeting starts with the
prior operating period’s budget and merely
adds increments to that budget based on
inflation, costs of materials, etc. On the
other hand, zero-based budgeting requires
a justification of all costs each year.
Inherent in this method is the re-examina-
tion of assumptions made concerning
costs, and a determination of the accuracy
of the previous cost projections. This
method lends itself to the requisite flexi-
bility that a budget requires in our chang-
ing times.

Role of the Accounting Function

As stated earlier, fundamental account-
ing procedures help you track the income
and “outgo” of your association. Main-
taining an accurate assessment of your
assets and liabilities, revenues and expens-
es, fund balances, etc. allows you to oper-
ate the association within the range of its
limited resources. The accounting function
supports the budgeting process by supply-
ing you with needed information on costs
and revenues. It allows you to pay bills on
time, and collect balances due you. It sup-
plies information which assists you in
establishing and maintaining external
business relationships, such as with banks.

Fundamental to the concept of the
accounting function is the topic of “inter-
nal control.” In its most basic sense, inter-
nal control implies that all transactions
are subject to the review and approval of
someone other than the originator of the

transaction.

Internal controls reduce the risk of
error, mismanagement, and fraud. They
improve decisionmaking by ensuring
better and more accurate financial infor-
mation. They promote operational effi-
ciency in accordance with management'’s
intentions.

As with any function, consistency and
the ability to retrieve information are of
vital importance. A chart of accounts is an
invaluable tool in creating a system which
allows for the consistent categorization of
}:our accounting data. It is merely an over-
all numbering system for the accounts you
utilize in your accounting system.

Typically, the five broad categories
upon which a chart of accounts is based
are: assets, liabilities, net worth, income,
and expense.

To ensure the consistent application of
your accounting system by both new and
old employees, I advise creating an
accounting manual for your employees/
consultants. Typically this manual
includes your chart of accounts and a
description of how transactions are dealt
with through your system. The descrip-
tion might include flowcharts. Finally, it
should also contain descriptions of various
accounts which are used in your system,
especially those which are not self-
explanatory.

Should you have an annual audit per-
formed for your association? Absolutely.
This not only serves as a check to ensure
that the system is being operated in con-
formance with generally accepted
accounting methods, but it also safeguards
you as an executive who handles a great
deal of money and is responsible for the
administrative operation of the associa-
tion. It also enhances the credibility of
your association not only with your mem-
bers, but with external audiences as well,’
e.g., financial institutions.
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