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more complex organization, the chart should also help identify the subdivision within the organi-
zation where the transaction occurs. The full chart of accounts aims to provide definition and 
categorization for every possible transaction. Budgeting and accounting are coordinated through 
the chart of accounts because actual transactions are linked to planned transactions through 
object coding (see below). In this sense, when transactions follow plans, it is appropriate for the 
accounting staff to defer to the budgeting staff for coding decisions on vague or ambiguous code 
definitions.

The chart of accounts also provides a guide to budgeting in the form of a checklist of possible 
expenditures related to planning of future programs. Sorting by these categories can be particu-
larly helpful when such data can be found for other similar programs.

There is an important distinction between budgeting and recording of actual expenditures, and 
it is related to the chart of accounts. Budgeting usually reflects uncertainty, while actual expendi-
ture records are records of events and are thus not uncertain. It is therefore reasonable to budget 
at a more aggregate level and to spend at a more specific level. This is where using the chart of 

accounts might force inappropriate links to 
excessively explicit line-item budgeting if the 
budgeting process is not constrained by 
judgment and common sense.

Appendix A to this module provides  
an excerpt from Utah’s Uniform Chart of 
Accounts for Local Governments as of October 
29, 2013. The document in its entirety can be 
found at http://financialreports.utah.gov/
chartofaccounts/UniformChartOfAccounts 
Final.pdf

Understanding Accounting Codes

When an organization consists of a single entity, such as one independent nonprofit organization, 
the chart of accounts focuses solely on transactions. The rest of this module will deal with such 
transaction-focused charts of accounts. Any chart of accounts includes classification and cod-
ing, meaning that it classifies every transaction into categories and then codes these categories 
for easy reference. Classification sets out the large categories of financial transactions. Coding 
sets out labels and definitions for every specific transaction. Coding can be multilayered, which 
means that a code might have a specific length, say 12 digits, where a particular digit or group of 
digits has a particular meaning. So for example, the 1234 in xxxx1234xxxx might always refer to 
a particular program, no matter what precedes or follows it.

For smaller organizations, the important classifications are revenues, capital expenditures, 
and operating expenditures. Revenues is a broad, general term referring to any money coming 
to a government or other entity for its own expenditures. Capital expenditures refers to spend-
ing on expensive and long-lasting goods. Typical organizations set a minimum life expectancy, 
such as 5 years, before they call a good a capital good; these organizations also set a minimum 
value, such as $50,000, before they classify a good or group of goods bought at once as a capital 
good. So a capital good might be a good that lasts for at least 5 years and costs at least $50,000. 
Other organizations might set other values and lengths of time. Operating expenditures  
are expenditures that are considered consumed when spent; these are expenditures other than 
capital expenditures.

Box 2.1 Budgeting tips

1. Build your budget from the details of the line items 
(specific objects of expenditure) where possible.

2. Commit your budget at a higher level—such as the 
project, program, or department level—distinguish-
ing only between capital and operation and between 
personnel and items other than personnel.

3. Record your expenditures by object of expenditure.


