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reduced costs. To represent the expectation of improved efficiencies (E), we use the following 
expression:
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These calculations illustrate an important point about budgeting. Often, the calculations 
involved are relatively simple, but a very large number of such calculations are required, cover-
ing separate budget lines for each agency or program, and complex state and local governments 
often have to make this calculation for many agencies and programs. Budget examiners are 
expected to make all those calculations accurately and keep careful track of the assumptions 
used. The result is considerable complexity, based on the organizational or programmatic struc-
ture of the government, even when the calculations used are not themselves complex.

Garden City Day Care Center’s Baseline Budget
Table 12.1 shows these calculations for the second year of operation of the Garden City Day 

Care Center, which requested its budget using the cost estimate in Module 3 and then adjusted 
it after legislative action (the legislative process is described in Module 16). This baseline calcu-
lation removes start-up costs associated with acquiring incidental furniture and equipment as 
well as higher-than-typical employee hiring costs. It annualizes a food service contract. The infla-
tion rate of 2% is not included in the original cost estimate, but it is included here. As the enrol-
ment is fixed by the facility size, there is no adjustment (the factor is 1). The central budget 
office’s policy is to ask for a 1% efficiency improvement this year. The next amount in each row is 
multiplied by 1.02 to account for inflation and divided by 1.01 to account for efficiency. The com-
puted baseline is shown in the last column.

Personnel Services

Budget examiners also update personnel budgets—labeled personnel services (PS) in some 
jurisdictions—for each program or agency. Viewed broadly, the task is similar to adjusting the 
base for nonpersonnel spending. Most elements of personnel are directly related to issues of 
compensation and are addressed in Module 27. However, for some programs, the number of per-
sonnel is also associated with service units. For example, the number of teachers in a school 
system will be related to the number of students. Where service units change from year to year, 
particularly when the number is growing, the number of employees must be adjusted as well. 

Table 12.1

Calculations of a Baseline Budget for Garden City Day Care Center

Label FY 2014 Reductions Net Annualize Net Inflation
Service 
Units Efficiency

Computed 
Baseline

Total Contracts 132,291 2,200 130,091 16,600 146,691 1.02 1.00 1.01 148,144
Total Miscellaneous 10,000 - 10,000 - 10,000 1.02 1.00 1.01 10,099
Total Facility 66,200 - 66,200 - 66,200 1.02 1.00 1.01 66,855
Total Equipment 28,000 23,000 5,000 - 5,000 1.02 1.00 1.01 5,050
Total Other 11,260 4,600 6,660 - 6,660 1.02 1.00 1.01 6,726
Total Nonpersonnel 247,751 29,800 217,951 16,600 234,551 236,873


