APPENDIX E
Review of Other Budget Models or Budget Philosophies 
Program Planning Budgeting 

The Program Planning Budgeting (PBB) model uses a cost-benefit analysis as the foundation for budget allocation decisions.  This model works best when there are discrete programs and clear measures for quantitative evaluation.  The PBB model forces units to analyze the financial implications of their goals and objectives as well as their operational structures.  A central authority evaluates the programs and then makes resource decisions accordingly.

The PBB model is difficult to implement in higher education because costs are assigned across a range of shared activities and the process does not account for a second central authority, which in public higher education is the legislative process.  Another challenge in implementing PBB is gaining agreement on what constitutes a program and appropriate outcomes.

Zero-based Budgeting 

Zero-based budgeting (ZBB) is the opposite of incremental budgeting.  Allocations from the previous year do not automatically roll over and base funding is not assumed to continue, in essence forcing units to begin each year with a blank slate.  Unit leaders annually are required to prepare a cost-benefit analysis of all activities and then prioritize them.  

While a ZBB approach can provide users with a better understanding of their organizational unit, there are major implementation challenges with this model.  First and foremost, in reality most of a unit’s budget—often 80 percent or more—continues from year to year in the form of largely fixed costs for personnel and other expenses.  Because the PBB model does not recognize past history, unit planning is extremely difficult.  The process is further complicated because units and programs often are not discrete entities, making cost allocations problematic.  The ZBB model also involves a great deal of paperwork.  Post-implementation evaluations have shown that in practice ZBB does not lead to decisions that differ significantly from an incremental approach.   

Strategic Resource Allocation 

Strategic Resource Allocation (SRA) is not a budget model but a planning approach that evaluates programmatic activities according to a framework with four critical factors:  mission, financial performance, internal competencies, and market trends.  A total of 16 quadrants are created in this framework, each noting different implications for the institution.  Some of the representative categories in the framework include: 

· Provides resources (i.e., this activity produces significant financial return now and into the foreseeable future);

· Defines the enterprise (i.e., this activity represents a historic strength but is in a current declining market); and

· Drains resources (i.e., this activity generally diverts resources from the programs that define the enterprise).

The strength of this framework is that decision makers can view the activities in their organization in a holistic context, ranging from internal strengths and capabilities to an assessment of current market position.  This framework could work in conjunction with a number of budget models because of its program assessment value.   SRA helps to formulate and align an organization’s strategy and priorities, which should be the basis for all budgetary decisions regardless of the budget model employed.  The SRA model provides decision makers with insights into strategic decisions and provides a mechanism for communicating these decisions to others.  The drawback to an SRA approach is that the large, 16-quadrant framework is cumbersome.  Many categories overlap, making some of the distinctions arbitrary.  Finally, reaching agreement on the priorities likely would be difficult, if not impossible, for most universities.  Even if an immediate agreement could be reached, market and other changes would likely require frequent adjustments to the priorities.
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