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■■ As with other budget activities, these activities are planning activities. For the most part, fiscal 
planning belongs with budgeting.

■■ Allocative decisions are made as part of the development of the operating plan. Allocation is a 
budgetary process and should be made in the context of other budgetary decisions.

■■ Allotment is closely related to another budgetary tool, encumbrances. Both of these tools are 
used in the budget implementation period to prevent intentional and unintentional evasion of 
budgetary decisions. While encumbrance is used in the expenditure process and is therefore 
essentially an accounting process, allotment is a planning step and is more closely aligned 
with budgeting.

Variance Analysis

What we budget and what we actually spend are rarely the same. Variance is the dif ference 
between what is budgeted and what is spent. Every month, organizations should conduct a vari-
ance analysis of budget and expenditures to determine the dif ference between them.

What Causes Variances?
Variances can be caused by many factors. The most common factor is personnel changes. 

Unexpectedly, someone leaves, and we are left with extra funds for the remainder of the year 
unless we decide to replace that person. Other factors may be changes in the costs of nonperson-
nel services, supplies, or energy. Increased energy costs can force us to spend more on heat, 
light, and power than we intended. That creates a negative variance.

These types of changes require the budget analyst to carefully examine variances every 
month to promptly identify negative variances and put surpluses to good use.

Table 22.4 shows the summarized variance analysis for a hypothetical first fiscal month for 
Garden City Day Care. At the summary level, it looks as if we overspent a bit on equipment. 
However, if we look back at our plan, we see that we planned to buy equipment in the second 
month of the year. The table shows that these expenditures are somewhat accelerated. Because 
the data are at summary level, it is hard to know what else they might reveal, although there 
appears to be something unusual in salaries and benefits. Typically, the budget unit will receive 
these tables not at this summarized level but at the more detailed line item level. An inspection 

Table 22.3

Garden City Day Care: Quarterly Operating Plan

    Quarterly Plan

Code Label Q1 Q2 Q3 Q4 Total

7200 Total Salary and Benefits 45,153.39 158,927.76 158,927.76 156,739.93 519,748.84
7000, 7500 Total Contracts 14,965.00 37,442.06 37,442.06 42,442.04 132,291.16
8100 Total Miscellaneous 6,250.00 1,250.00 1,250.00 1,250.00 10,000.00
8210 Total Facility 16,550.01 16,550.01 16,550.01 16,549.97 66,200.00
8260 Total Equipment 28,000.00 - - - 28,000.00
8500 Total Other 7,510.00 1,250.00 1,250.00 1,250.00 11,260.00
  TOTAL EXPENDITURES 118,428.40 215,419.83 215,419.83 218,231.94 767,500.00
5180 Program service fees - 22,500.00 22,500.00 22,500.00 67,500.00
  NET TOTAL EXPENDITURE 118,428.40 192,919.83 192,919.83 195,731.94 700,000.00


