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CHAPTER ONE
INTRODUCTION
HISTORICAL OVERVIEW OF ETHIOPIAN GOVERNMENT ACCOUNTING SYSTEM
· The Federal Government of Ethiopia (FGE) accounting system used in 1994 E.C has been in service for more than a century.  The system has been revised at various times and the revisions through time house brought major changes in recording, summarizing and reporting of the government financial information.
· The federal government decided that there was a need to revise the current accounting process as an integral part of the civil service Reform.  The civil service Task force, formed in the prime minister’s office, began the revision process.  Further study and implementation responsibilities were given to the accounts Reform Team established by the ministry of finance and Economic Development (MOFED)
· The overall strategy of the civil service Reform for accounts is to mode from strictly cash controls to on emphasis on management and accountability, The FGE accounting system described in this module is now the FGE accounting system.
Goals achieved by FGE Accounting System
As stated in the first volume of FGE Accounting system, Manual 3, The FGE accounting system achieves three goals: budget control, cash control, and accountability. 
Budget control
· The ability of the  accounting system to report expenditure consistent with budgetary principled and
· Including accounting for commitments in the system.  A commitment is an amount of budgeted funds that is reserved for a specific future expenditure.  Any committed budgeted funds are no longer available for future commitments. Commitments are made against the budget when a purchase order is approved.
Cash control
· Maintaining the balance of cash at bank and cash in safe in a general budget.
· Clarifying the responsibilities and duties of the cashier and the accountant for cash at bank and cash in safe.  The cashier handles cash in safe, while the accountant is assigned overall responsibility for cash in safe and specific responsibility for the check book and cash at bank.
· Using on imprest system to control cash in safe.  In an imprest system, the cash in safe is documented.  The cash in safe is periodically reimbursed, based on vouchers, for the exact amount necessary to restore the original cash balance deposited in the bank intact.
· Applying double entry bookkeeping techniques in the accounting system.  Double entry bookkeeping creates a set of self-balancing account ledgers (general ledger),  Because  the account ledgers are self-balancing accounting  records in a general ledger,  So cash also in controlled by double entry bookkeeping.  Therefore a running cash balance in the register ledger reflects the actual cash available.
· Employing a modified cash basis of accounting when accounting for transactions, the modified cash basis of accounting allows the accounting system to recognize revenue and expenditure consistent with the budgetary process and financial low.
Accountability
· Imploring a general ledger system.  Each accounting unit maintains a general ledger for each source of funding, so each unit maintains a balanced and continuous record of its responsibilities and performance.  A set of financial reports can be produced from any single general ledger or from any combination of general ledgers.
· Creating the ability to record and report on any assets and liabilities using a cost method of valuation.  The FGE a accounting system included a simplified process for recording any assets and liabilities in a set of registers and in a general ledger that is independent of accounting for transactions using a modified cash basis of accounting.
· Establishing a system of financial reporting that produces two reports for use by government and a statement of changes in cash position for use by interested parties outside of Budget and Actual for revenue and expenditure and a statement of Net assets.
Every attempt is made to design a system that is consistent and clear. To permit jurisdictions some ability to adapt the system to their capacity, the design allows implementation of the system initially for recording other assets and liabilities using the 


FGE CHARTS OF ACCOUNTS
A chart of accounts is a system of coding used to identify and classify financial entities and events. The current chart of accounts, described in the Budget Reform Manual incorporates detailed codes for items of domestic revenue, external assistance, external loans, and items of expenditure. This unit completes the FGE chart of accounts by adding detailed codes for transfers, assets, liabilities, letters of credit and net assets/equity.  
The classification of the chart of accounts is structured in a systematic manner and facilitates the recording of transactions and the reporting of information in accordance with the budget. 
The chart of accounts treats all detailed account codes as temporary accounts and permanent accounts. Temporary accounts are accounts that begin each year with a zero balance.  Permanent accounts are detailed account codes whose balance at the end of a year becomes the balance in the account at the beginning of the next year. 
Revenue, expenditure and cash transfers are temporary account code categories. Account codes in these categories: 
· are always treated as temporary accounts, and
· Begin each year with a zero balance.
Assets, liabilities and net asset/equity are permanent account code categories. Account codes in these categories: 
· are always treated as permanent accounts, and
· Begin each year with its own balance as long as they had it at the end of previous year. In other words, these accounts are not closed. 
· Cost method can be deferred for later implementation.
Chart of Temporary Accounts
The Budget Reform Team under the Expenditure Management and Control Sub-Program of the Civil Service Reform designed codes in the chart of accounts for detailed coding of:
· Items of domestic revenue, external assistance and external loans using code numbers 1000 through 3,999, and
· Transfers using code numbers 4000 through 4099.
· Items of expenditure using code numbers 6,000 through 6,999.
 The Budget Manual created account codes for the FGE chart of accounts as follows (organization of general ledgers):
· Items of domestic revenue using account codes 1000-1799, General ledger
· External assistance using account codes 2000-2999, General ledger
· External loans using account codes 3000-3999, General ledger
· Transfers using code numbers 4000 through 4099,  General ledger and
· Items of expenditure using account code 6000-6999(subsidiary ledger).
The chart of accounts for these classifications is presented in Annex 2 at the end of this module.
 Chart of Permanent Accounts
The Accounts Reform Team under the Expenditure Management and control Sub-Program of the Civil Service Reform designed codes for detailed coding of: 
· Assets using code numbers 4100 through 4999.
· Liabilities using code numbers 5000 through 5499.
· Letters of Credit using code numbers 5500 through 5599.
· Net Assets/Equity using code numbers 5600 through 5699.
Although a general description of these account codes is described here, refer the account titles with their corresponding codes in Annex 1 and 2 presented at the end of this module for detail and complete list of accounts.
Assets:  As written by different scholars at different times, Assets are resources controlled by an entity as a result of past events and from which future economic benefits or service potential are expected to flow to the entity.  The categories of assets in the FGE accounting system are: cash and cash equivalents, receivables, goods in transit, stocks, fixed assets, loans receivable, investments, liabilities, letters of credit, and net assets/equity.
Cash and cash equivalents: Cash is cash on hand and cash at bank. Cash equivalents are short-term, highly liquid investments that are readily convertible to known amount of cash and which are subject to an insignificant risk of change in value. 
Receivables: receivables are amounts owed to (given to) a government unit by another government unit, a person, or a non-government entity except public enterprises. Salary advances to employees and advances to suppliers are two examples of receivables commonly occurring in FGE transactions. 
Goods in transit: Goods in transit are goods that are owned by the FGE but not yet in the FGE's possession. Typically, these are goods that are purchased overseas using a letter of credit. 
Stocks: Stocks are goods that are consumed in less than one year.
Fixed assets:  Fixed assets are physical items that are expected to have a useful life of longer than one year and have a certain minimum value.
Loans receivable: Loans receivable are amounts due from public enterprises over a period of time exceeding one year.
Investments:  Investments are FGE investments in public enterprises and private organizations that are held for more than one year.
 Liabilities: Liabilities are formally defined by the Institute of Public Sector Accounting standards as "present obligations of the entity arising from past events, the settlement of which is expected to result in an outflow from the entity of resources embodying economic benefits or service potential." Liabilities are better defined by example.  The categories of liabilities in the improved and expanded accounting system are: 
· Payables.  Payables are obligations to pay that are due in less than one year. Examples of FGE payables are deposits, grace period payables, treasury bills, and retention on contracts.
· Long-term debt.  Long-term debt is an obligation to pay that is due in more than one year.
Letters of Credit: A letter of credit represents a guarantee to pay suppliers with cash set aside in bank account restricted for that purpose.
Net assets/equity: Net assets/equity is formally defined by the Institute of public sector accounting standards as "the residual interest in the assets of the entity after deducting all its liabilities." Net assets/equity is the balance remaining after liabilities are deducted from assets.  This balance represents the equity interest of Regional and Federal Governments.
Budgetary Institution (BI)
 Budgetary Institutions are defined as those institutions that are fully or partially financed by Government. The budget process assumes the appropriation of budgets.  The appropriated budget is the budget approved by the Council of people's Representatives (CPR).  The appropriated budget is broken down by:
· Recurrent and capital expenditure for the federal government, and
· Subsidy for each regional government
The federal government's portion of the appropriated budget is assigned to projects and sub-agencies within PBs and broken down by sources of funding (domestic, assistance and loan). This is called the approved budget.  The approved and appropriated budget is published in the Negarit Gazeta.   
A PB's entire approved budget is assigned to projects and sub-agencies under its immediate administrative control.  The budget of a PB is the total budget of its projects and sub-agencies.
A project or sub-agency may allocate any portion of its approved budget to sub-projects or sub-sub-agencies. The budget of a sub-project or sub-sub-agency is called an allocated budget.  A sub-project or sub-sub-agency for which a budget is allocated is always at a different location from the project or sub-agency.  A notification of any allocation is sent to MOFED.
Projects, sub-agencies, sub-projects, and sub-sub-agencies are defined and coded in the chart of accounts.  
Any entity that receives an approved or allocated budget from a PB's approved budget is called a Budgetary Institution (BI). Generally: 
· PBs are ministries, authorities, and commissions.
· BIs are projects, sub-agencies, sub-projects, and sub-sub-agencies.
· BIs are administered by PBs.
· The entire approved budget of a PB is assigned to BIs.
 Figure 2.1 shows the structure of financial administration in the budget process.  There are exceptions to these generalities, but the majority of government is organized in this manner.   The focus of budgetary control is on the BI.  PB's budgetary compliance can be computed by consolidating reports from all BIs included in its approved budget.
Accounting Unit
For cash management, another entity is created: the Bank Account (BA).  The BA is not coded in the chart of accounts and does not receive a budget.  However, it is important for cash Management and control. The FGE accounting system includes the BA in the accounting system. 
A PB may administer many BIs and many BAs, or a PB may have only one BI and one BA. Each BA:
· Is managed by an accountant.
· May: Have its own cashier,
· Share a cashier with other BAs, or
· Have no cashier associated with it (like foreign currency bank accounts)
· Handles cash flows:
· For one or more than one BI, and
· From one source of financing (domestic, assistance or loan).
· For more than one type of budget (capital/recurrent).
An accounting unit is the unit that initially captures and records transactions into the accounting system.  If a BA handles cash for only one BI(BI/BA), the accounting unit:
· Processes transactions for the BI/BA,
· Maintains registers for the BI/BA,
· Maintains a general ledger for the BI/BA.
· Maintains subsidiary ledgers for:
· Asset accounts.
· Liability accounts.
· Letters of credit.
· Prepares a monthly report for the BI/BA.
A complete set of accounts and general ledger is maintained for each BI by bank accounts, because each source of funding is budgeted distinctly, and the cash from each source is physically separated in distinct bank accounts.
Each month, a monthly report is prepared from the general ledger for the Bank Account (BA). Cash ledger cards in the general ledger control the cash balances in the bank and in the safe. If more than one BI shares a single BA, the accounting unit: 
· Processes transactions for all BIs.
· Maintains a register for the BA.
· Maintains a general ledger for the BA.
· Maintains subsidiary ledgers for:
· Items of expenditures by BI and by type of budget.
· Asset accounts.
· Liability accounts.
· Prepares a monthly expenditure report for each BI.
· Prepares a consolidated monthly Trial Balance for the BA. 
One general ledger is maintained for the BA.  The only records maintained for each BI are accounts in subsidiary ledgers for items of expenditure.  Monthly, the subsidiary ledger information is used to prepare an expenditure report for each BI.  These reports are consolidated with information from the general ledger into a monthly report for the BA. 
The balances of cash in safe and cash in bank are maintained in ledger cards of general ledger for the BA.
Reporting Entity:    A reporting entity is the entity that sends monthly reports to MOFED.  Although the accounting unit prepares monthly reports, every accounting unit may not send monthly reports directly to MOFED.  The reporting entity may be the accounting unit or a higher level of authority (perhaps a PB).
Each of the following may apply to a reporting entity:
· A reporting entity may be an accounting unit, and an accounting unit may consist of only one BI.  Therefore, a single BI may be a reporting entity. 
· A reporting entity may be a PB that receives the monthly reports from several accounting units.
Whoever sends the reports to MOFED is the reporting entity.  Therefore, the reporting entity is not, necessarily, an accounting unit. 
FGE BUDGET PROCESS 
The Financial Calendar and the Planning Cycle 
The Financial Calendar 
The financial calendar includes a planning and budgeting cycle.  The financial calendar clearly defines and adequately schedules tasks so that plans and budgets are linked and are systematically prepared, approved and implemented.  An authoritative budget calendar is needed for effective budgeting because budgeting depends on the outputs of the planning cycle.  The financial calendar in terms of the planning, budget cycle, the principal tasks, and the institution responsible is described below.
	Cycle /Part/Stage
	Period
	Responsible Institution 

	Planning Cycle: 
1. Multi-year Planning 
2. Multi-year Programming
 3. Annual fiscal Plan 
	 
Hamle1- Nehasse 15 
Meskerem 14 - Tahisas 29 
Pagume 1- Tahisas 29
	 MoFED MoFED & Public bodies MoFED

	Budgeting cycle:
	
	

	A. Executive Preparation 1.  Budget preparation
	 Meskerem 20- Megabit 6
	 Public bodies

	2.  Preparation of formula for          regional subsidy
	 Meskerem 20 - Hidar 5
	 MoFED

	3.  Notification of the estimate         of subsidies
	Tahisas 30 -Tir 7
	MoFED

	4. Budget call
	Tahisas 30 - Tir 7
	MoFED

	5.  Budget Request
	Tir 30 - Megabit 22
	Public bodies

	6.Preparation of the         recommended budget  
	Megabit 23 - Ginbot 29
	MoFED

	7.Approval of the       recommended budget
	Ginbot 30 - Sene 13
	PMO, Council of Minister

	B.  Legislative Approval   8. Approval of the formula for       Regional subsidy 9.Approval of the     Recommended budget  10.Appropriation of       the approved budget  
	  Hidar 6 - Tahisas 5  Sene 14 - Sene 30   Sene 14 - Sene 30    
	  Federation council   Parliament  

	C. Executive Implementation 11.Identification of the        Proclaimed budget.12.Operation of the        Proclaimed budget 13. Implementation of the       Proclaimed budget  
 D. Executive audit /      Monitoring  
	 Hamel 1 - Hamle 8  Hamle 1 - Nehasse 9  Hamle 9 - Hamle 30 
	 MOFED  MOFED & Public bodies   Public bodies 


The Stages of the Planning cycle
The planning cycle involves three stages. These are:
1.	Multi - year planning
Multi - year planning is based on the preparation of a Macro-Economic and Fiscal Framework (MEFF) which provides three year forecast of the following:
-	Economic growth and the gross domestic product 
-	Public sector expenditure and source of finance 
-	The allocation between the federal government expenditure and the total subsidies to regions and administrative council. 
-	The allocation between capital and recurrent expenditures for the federal government
-	The allocation of capital expenditure between federal public bodies through Indicative Planning Figures (IPF). IPF’s provide federal public bodies with a three-year framework to guide them in financial programming.  The Ministry of finance and Economic Development (MOFFED) between July 8 and August 21 prepare the multi-year planning. 
2.	Multi-year programming
Multi-year programming begins after the release of multi- year planning in August.  It deals with the preparation of the Public Investment Program (PIP), which involves financial programming using Indicative Planning Figures.  The programming stage requires a public body to prioritise expenditures based on their rank in achieving the objectives of public bodies by taking in to account resources availability and the capacity to financially absorb and physically implement.  The Public Investment Program (PIP) requires public bodies to prioritise the capital expenditures into three categories of projects; namely, ongoing, approved, and planned.  According to PIP, no capital expenditure should be included in capital budget if it has not been approved in the Public Investment Program.  Multi-year programming is prepared by public bodies between Meskerem 14 and Tahisas 29 and is coordinated and consolidated by the MoFFED.
The Public Investment Program (PIP) is submitted to the Council of Minister for review, revision, and approval.  It is then sent back to MoFED for the necessary changes.  The revised PIP is forwarded to the office of the Prime Minister (PMO) which in turn presents it to the parliament for review, revision, and approval.  The approved PIP is then circulated to public bodies and frames the upcoming years capital budget.
3.	Annual Fiscal plan
The annual fiscal plan is used:
-	To forecast revenue and expenditure
-	To set Ceiling for federal revenue and expenditure 
-	To make the split between federal expenditures and regional subsidies.
The fiscal plan shapes significantly the annual budget by setting the total expenditure and the federal and regional shares of that expenditure.  The annual fiscal plan is approved by the Office of the Prime Minister. 
The fiscal plan involves several tasks. Some of them include:
1.	There has to be an update of the domestic and external sources available for public expenditure.
2.	It establishes a balance between the total level of expenditure and the resources available to finance the expenditure.  If the government accepts a level of expenditure beyond domestic revenue and external grant, it must be financed by external or domestic borrowing.
3.	It allocates resources by jurisdiction (federal/ region) and by type of budget (recurrent/ capital) for the federal government.
4.	It determines the overall ceiling of federal recurrent and capital expenditures as well as the total ceiling for subsidy to regions and administrative councils.
5.	It updates the first year of the three-year Macro-Economic and Fiscal Framework for the upcoming fiscal year.
If the MoFED that prepares the fiscal plan between Pagume 1 and Tahisas 29.  The fiscal plan completes the planning cycle and sets the stage for the budget cycle.  This implies that it has a link with the budget cycle.
Elements of Federal Government Budget 
The key principle of a good budget is that it comprehensively manages public expenditure. The federal annual budget has four elements. These are:
1.	An estimate of the financial resources. These include domestic revenues, external assistance, and external loan.
2.	The subsidy for regions and administrative councils.
3.	The recurrent budget, which includes recurrent expenditure and source of finance.
4.	The capital budget which includes capital expenditure and source of finance.
1.3.4. Types of Budgets
Two types of budgets are prepared. These are:
1.	Recommended budget 
Recommended budget is prepared and approved by executive public bodies. This in turn will be presented to parliament for review and final approval.
2.	Approved budget
Approved budget is a recommended budget that has been revised, reviewed and approved by the parliament. In other words, when a recommended budget is reviewed, revised, and approved, it becomes an approved budget.
The budget cycle
The budget cycle has four parts. These are 
1.  Executive preparation 
2.  Legislative Adoption 
3.  Executive Implementation 
4. Audits and Evaluation.
Note that the federal, regional, and administrative councils use virtually the same budget cycle.
Executive Budget preparation
Responsibility for initiating the budget comes from the executive organs of the government. Executive preparation of budget has seven stages. These are 
1.	Budget preparation 
2.	Preparation of the formula for Regional subsidy 
3.	Notification of the subsidy to regions 
4.	Budget call
5.	Budget request 
6.	Preparation of the recommended budget 
7.	 Approval of the recommended budget
Budget Preparation Stages
The budget preparation involves three tasks. These are 
1.	Development of unit cost 
Unit costs are key techniques for developing the cost build up in the request stage. Unit costs relate resources (expenditures and revenues) to purposes.  Unit costs are developed for each major area of service and calculated by dividing resources invested by outputs. 
2.	Mid-year program review. 
This review involves an assessment of the performance of ongoing projects with their work plans. The purpose of review is to prepare work plans to support the budget request for the upcoming fiscal year. This assessment also meets the legal requirement that recurrent budget requests must be accompanied by a program review which covers the previous year and mid-year of the current year. The program reviews provides public bodies an opportunity to review their existing activities prior to proposing work plans for the upcoming budget year.
3.	Work plan development 
Work plan is developed for ongoing and new projects for the upcoming fiscal year. The task starts after the approval of public investment programs (PIP). The approved PIP is the resource envelope for each public body and a list of their priority activities.
The above tasks are performed by public bodies to prepare for their budget request.
The budget preparation stage is scheduled between Meskerem 20 and Megabit 6 with the completion of work plans. 
Public bodies prepare two categories of budget documentation forms for their recurrent and capital budget submissions during the budget preparation stage. 
1.	Recurrent budget Documentation form 1 (form RBD)
RBD-1.  Unit costs for costs centres in recurrent budget
RBD-2.  Mid-year program review in recurrent budget 
RBD-3.  Work plans in recurrent budget 
2.	Capital budget Documentation form 1 (CBD)
CBD-1.  Unit costs for projects in capital budget 
CBD-2.  Midyear program review for projects
CBD-3.  Work plans for projects.
Once the preparation stage is complete, the next stage in federal level budgeting is for public bodies to receive their budget ceiling in the budget call and then reduce their work plans to fit the ceilings and document the cost build up of their work plans. The budget preparation stage is complete when public bodies have completed forms RBD-1 to RBD-3 and CBD-1 to CBD-3 for the recurrent and capital budgets respectively.
Preparation of the formula for Regional subsidy
The formula for the regional subsidy is prepared by the regional department of the MoFED and submitted to the federation council for review and approval. The formula is than used to allocate the total regional subsidy among the regions and administrative council. Although the formula is not the same in all years, population, level of development, and revenue generation are the most common factors. Their weights are not equal and may be 60%, 25%, and 15% respectively. The MoFED prepares the proposal and submit to the federation council between Meskerem 20 and Hidar 5.
Notification of the Estimate of subsidies 
Once the federation council has approved the formula for regional subsidies, the MOFED prepares a notification to the regions and administrative councils of the estimates of their subsidy.
Budget call
The budget call is the notification by the MoFED to the spending agencies to prepare a budget request for their expenditure and sources of finance for the upcoming fiscal year. The budget call includes both calls for recurrent budget as well as capital budget. 
The budget call has seven parts. These are;
1.	Submission date.
The submission date specifies the deadline for public bodies to submit their estimates.
2.	A brief review of the economic and financial constraints which public bodies should consider when preparing their budgets
3.	A review of the policies that should guide public bodies in preparing their budgets.
This part reiterates the principles of the government’s budget policy including the need to be comprehensive, set priorities, have good composition between operating and investment expenditure, and the need to adhere to spending priorities. 
4.	The procedures for treating external loan and assistance.
It cautions that the budget is based on the absorption of these external commitments and that if there is a short fall in absorption, there will be a short fall in the budget. A commitment list of external loans and assistance is periodically issued throughout the budget cycle by the MoFED to provide budget staff of public bodies an up to date picture of the external commitments. Public bodies receive the latest commitment list two weeks before the deadline. This commitment list is attached to budget submission by the public bodies. 
If a public body’s external assistance has increased since the budget call, the public body is allowed to use the higher figure from the commitment list as long as the additional assistance does not require additional treasury financing. If a public body’s loan ceilings are higher in the commitment list, a public body cannot automatically increase their loan ceiling set in the budget call. Requests raise the loan ceiling must be negotiated with the MoFED.
5.	Specific guidelines for the preparation of the recurrent and capital budgets.
 This part of the budget call presents instructions for preparing the request for the recurrent as well as the capital budgets. Some of the key instructions include. 
A. The components of the recurrent ceiling are not fungible. Example: The assistance ceiling cannot be used for the treasury  ceiling.
B. Collection of budgeted retained revenue must be vigorously pursued otherwise the public bodies will be reduced by the shortfall in collections
C. Complement control is essential and the approval of posts by civil service commission does not automatically mean these positions are funded in the budget.
D. The recurrent budget should be prioritised and not simply increased on an incremental basis. 
Similarly, the instructions for capital budgets include: 
A. The components of the capital ceiling are not fungible 
B. It outlines the hierarchy of priorities in selecting capital expenditures
C. pending Bills 
D. counterpart funding for external loan and assistance based on priorities 
E. Completion of ongoing projects 
F. Approved projects 
G. Planning projects.
6.	The Budget ceilings for expenditures and the sources of finance for each public body.
7.	The forms and Instructions for preparing the recurrent and capital budget submissions.
Budget Request 
The budget request is the budgeting stage when public bodies prepare their budgets using the ceilings of the budget call, and the information from the budget preparation stage. Public bodies preparing their capital budget will also take into consideration the approved public investment program (PIP). Public bodies have three principal tasks to prepare their budget request. These are:
1.	Adjust their work plans to the budget ceilings 
2.	Document the cost builds up in the work plans.
3.	Complete the forms for submitting the recurrent and capital budget requests.
The budget request provides the baseline information of a public body’s budget bid. 
Stage 6: preparation of the Recommended Budget 
After public bodies submit budget request for recurrent and capital budget, the Ministry of Finance and Economic Development (MoFED) prepares the recommended budget. The recommended budget is prepared and consolidated by the ministry for executive approval by the Office of the Prime Minster (PMO) and legislative approval by the parliament. The recommended budget presents the policies of the government and the expenditures and sources of finance to achieve those policies of the government and the expenditures and sources of finance to achieve those policies in the upcoming fiscal year.
The recommended budget presents the MoFED’s suggested budget for total public expenditure and it’s financing. It has two audiences. These are:
1.	Policy makers
2.	Administrators.
For policy makers, the recommended budget presents how government policy will be implemented through the upcoming year’s expenditures and financing. For administrator, the recommended budget maps a public body’s budget to cost centres and provides comprehensive details of expenditure for disbursements and control. 
In order to meet the needs of the different audiences, the recommended budget is presented in four parts. These are: 
1.	Introduction 
This part presents a brief statement of the economic performance, the government’s development policies, the proposed expenditure allocation, and initiatives for revenue mobilization.
2.	Overview 
This part presents an overview of the upcoming fiscal year’s expenditure and financing through summary tables.
3.	Budget and subsidies for appropriation.
This part of the recommended budget presents the draft of the budget proclamation which is the legal instrument for appropriating the annual budget. Budget is appropriated in aggregate by budget type. Thus, a total capital budget is appropriated; a total recurrent budget is appropriated; and a total budget is appropriated.
4.	Budget for approval 
This part presents the approved budget with both its summary and details. The approved budget is presented in two parts. These are:
i. Summary. In the summary, expenditures are presented in broad functional categories.
ii. Details.  In the details, each public body’s budget submission is presented by cost centres with line item detail. Disbursement and budget control will be based on cost centres. The detail part also presents the details of financing including the list of assistance/ loan codes for external assistance, and loan. 
  More specifically, the outline of the recommended budget is presented below:
Part 0.  Letter of transmittal (See the sample on the next page)
Part I. Introduction
-	Economic performance
-	Development policies
-	Expenditure allocation 
-	Revenue Mobilization 
Part II. Overview
-	Expenditure and financing 
-	Total expenditure by functional and sub functional classification
-	Recurrent and capital budgets by public body 
-	Subsidy to regions and Administrative councils.
-	Recurrent budget by functional and sub functional classification 
-	Recurrent budget by public body 
-	Capital budget by functional and sub functional classification
-	Capital budget by public body 
-	Financing 
Part III   Budget and subsidies for appropriation 
-	Budget proclamation No XX/Financial Year
Part IV   Budget for approval 
4.1	Approved budget summary
-	Expenditure and financing 
-	Recurrent budget by class of account, functional and sub functional classification 
-	Capital budget by class of account, functional and sub functional classification 
-	Financing the federal budget 
-	Financing subsidies to regions & administrative councils.  
4.2	Approved Budget Details
-	Recurrent budget by public body and by sub-agency 
-	Capital budget by public body and by project 
-	Summary of Domestic revenue 
-	Summary of external assistance 
-	Summary of external loan
 The sample of letter of transmittal is shown below:
	Federal Democratic Republic of Ethiopia  Date ________________ Office of the Prime Minister   Transmittal of the Recommended Budget  I hereby transmit to the House of People Representative for your review and approval of the recommended budget for the Federal Government for Fiscal year ___________. The total budget is Br ________________ . This expenditure is financed by Domestic revenue of Br _______________,Assistance of Br. ________________and loan of Br _____________________   His Excellence Prime Minister. 


The process of preparing the Recommended Budget 
The MoFED prepares the recommended budget for recurrent as well as capital budget. There are two steps in the preparation of the recommended budget. First, the budget department of the MoFED conducts hearings of each public body’s budget request. After the budget hearing, the budget department submits to the budget committee an explanatory note, which summarized the request. This note contains the following information:
 Brief description of the responsibility for the public body.
   Its work plans for the upcoming year
 Justification for an increment or decrement of the budget 
   An overview of the current year’s performance 
	Policy issues that require decision 
 An explanation of the deviation between ceiling request and recommendation.
The budget committee of the MoFED and the Minister discuss the recommendation document and then makes a recommendation. The recommendation is supported by explanatory documentation that includes:
	A brief explanation on the fiscal plan 
	Current year performance to date in terms of revenue and expenditures by functional classification 
	The assumptions made in arriving at the recommendation 
	Expenditure priorities 
	Policy issues 
	The source of finance
MoFED also prepares the recommended budget for capital budget. The preparation of capital budget involves the following steps:
1.	Review the capital budget requests from public bodies. 
If the review and the request of public body differ, discussions are held to reach agreement on the request.
2.	Based on the review, capital budget recommendation is prepared and submitted to the capital budget steering committee which has members from the PMO and MoFED.
3.	The steering committee calls the public bodies to defend their budget (conduct capital budget hearing). The hearing is comprehensive but focuses particular attention to the following issues: 
	The status of projects 
	Implementation capacity of the institutions involved.
	Compatibility of proposed projects with the country’s development strategy and policy
	The cost structure of the projects, and 
	The regional distribution of project
4.	The result of the capital budget hearing is informed to the department in MoFED that prepared the recommendation budget for further refinement.
5.	After refinement, the final recommended capital budget is prepared.
Legislative Approval and Appropriation of the Budget 
The concept of Approval and Appropriation 
Approval is the review by the parliament to ensure those public expenditures and their financing accords with government policy. Appropriation is an authorization by an act of the parliament that permits public bodies to incur obligations and to make payments out of the consolidated fund for specific purposes. The current practice is to appropriate just the total of the capital and recurrent budgets and not the specific allocation to public bodies. 
Appropriation focuses on the legal authority to obligate expenditure. It is essential that the approval step be added. It is during this step that parliament examines the relation of public expenditure and public policy.  To facilitate the review, parliament can use the Public Investment Program to review capital expenditure and eventually use the Public Investment Program to review both capital and recurrent expenditure to determine if government policy is incorporated in the annual budget. 
Approval and Appropriation are very different steps and need to be kept separate. Approval can and should be done by very detailed budget categories such as public body, program, sub agency, sub-program, project etc. Appropriation can be more global. By maintaining the practice of global appropriation of the annual recurrent and capital budgets, the parliament provides the executive branch flexibility to manage the budget. For example, Under a global appropriation, the parliament does not appropriate a specific amount to a public body ( example. The Ministry of Education is not appropriated X million Birr). With a global appropriation, the MoFED with the approval of the Council of Ministers can reallocate the budget between public bodies without further parliamentary approval as long as the global total of the recurrent or capital budgets are not increased.
Once the parliament has approved the recommended budget, it becomes the approved budget. Then the parliament votes an annual appropriation to fund the regional subsidy and the Federal recurrent and capital budget out of the consolidated fund.
Finally, the approved budget is proclaimed using Nagarit Gazette.
Executive Implementation of the budget 
After parliamentary approval and appropriation of the budget, the executive public bodies have to implement the budget.
There are three stages in implementation. These are:
1.	Notification of the proclaimed budget to the federal public bodies.
Budget notification takes place when the MoFED notifies federal public bodies of their budget by class of account and by item and when MoFED also notifies regions of their appropriated subsidies. The notification phase of budgeting for the federal public bodies would involve the following steps:
a.	Revision in Approved budget to reflect the changes made by parliament.
b.	Notify to each public body of their approved budget by item of expenditure or by sub-agency budget category for the recurrent budget and by the project budget category for the capital budget.
c.	The MoFED issues to public bodies form RB-3 “proclaimed recurrent Budget for notification”.
2.	Operation of the proclaimed Budget 
In the operation stage, the proclaimed budget is operational zed in to the action plans which are submitted to the respective finance institutions as well as used within the public body to implement the budget. Action plans are how work plans are to be implemented both financially and physically.
3.	Implementation of the proclaimed budget. 
In the implementation stage, the proclaimed budget is managed in terms of requests for adjustments (transfers, virements and supplementary) and monitored through physical and financial reports. Transfers refer to funds that are transferred between public bodies which increase one public body’s budget and decrease another public body’s budget. Transfers do not change the total government budget; virement is the allocation of funds within a public body’s budget between items of expenditure (ex. Reallocation from supplies to maintenance), between projects, but does not change the total of a public body’s budget. Supplementary are additional funds to a public body which increase the total government budget and require additional resources and require additional appropriation.
AUDIT/MONITORING
Audit can be internal as well as external audit
FUNDAMENTALS OF FGE PROGRAM BUDGETING
OVERVIEW OF IBEX AND IFMIS
IBEX   is an abbreviation for integrated budget and expenditure management system. The functional modules provided for by the current design are:
A. Budget Module.
B. Budget Adjustment Module.
C. Accounts Module.
D. Disbursements Module.
 BUDGET LEDGER CARDS
The purpose of the budget ledger card is to maintain a continuous and updated record for each budgeted item of expenditure by BI and source of finance with respect to: 
· Approved budget
· Revised budget
· Payments received for budgeted expenditure.
· Amount remaining to be requested.
· Commitments 
· Balance in the revised budget that is not committed.
The budget ledger card is divided into two parts: 
     A. The top of the card contains information to identify the 
· BI,
· Type of budget, and
· Item of expenditure.
· The table on the card contains detailed information about each budget transaction.
Purpose of Each Field in the Budget Card
Upper part of the Budget Ledger Card
Name of Public body and Public Body code: the field is to identify the PB to which the budgeted expenditure is related.
Name of Program and program Code: the field is to identify the Program to which the budgeted expenditure is related.
Name of sub agency & Sub Agency Code: the field is to identify the BI to which the budgeted expenditure is related.
Name of Sub Program and Sub Program Code: the field is to identify the Sub Program to which the budgeted expenditure is related.
Name of Project & Project code: the field is to identify the BI to which the budgeted expenditure is related. Source of Finance & code: the field is to identify the source of funding that is recorded on the ledger card.
Page Number: the field identifies the page number of the budget ledger card.
Type of Budget and Code: the field is to identify whether the item of expenditure is a part of the recurrent or capital expenditure budget.
Item of Expenditure & Code: the field is to identify and describe the item of expenditure by its budget code. 
Lower Part of the Budget Ledger Card
Number, Date, Description & Reference Number: the purpose of these fields is to respectively identify: 
· The sequential number of the transaction.
· The date of the transaction.
· A brief narrative of the description of the transaction.
· The reference number of the source document to the transaction.
Approved Budget:  the field identifies the amount of the original approved budget for the item of expenditure. 
Additions/Reductions to approved Budget: the fields are used to track changes to the approved budget and provide information to compute the revised budget.
Revised Budget: the field contains the approved budget adjusted for any additions or reductions.  The revised budget is key for budget control.  An item of expenditure must not exceed its revised budget.
Payment Received for Budgeted Expenditure: the field is used to record payments received (Whether as cash or non-cash from the appropriate source of funding and assists in keeping track of the amounts of money received for the item of expenditure.
Unpaid Balance: the field is the difference between the revised budget and the amount of funds received (whether as cash or non-cash) to meet the budgeted expenditure and assists in keeping track of the remaining amounts of money that may be requested for an item of expenditure. 
Commitment:  the field is used to record current commitments and assists in identifying the balance available in the budget for expenditure. Balance not committed: the field contains the difference between the revised budget and the commitments.  The balance not committed is the available budget for future spending.  Once the uncommitted balance is reduced to zero, the Budget Section will approve no further spending.
1.7. BASIS OF ACCOUNTING
A transaction is an economic event that affects the financial position of the government.  The basis of accounting is the basic set of principles and rules employed by the accounting system to determine when and how to record transactions.  The cash basis of accounting is a basis of accounting that recognizes transactions and other events when cash is received or paid. 
Although organization’s earnings and related operating activities are continuous, they are reported at specific intervals (i.e. an accounting period or budget year) in order to provide useful information for decision-making on a timely basis.  Some activities may begin and end during the accounting period, while others may require two or more accounting periods for completion.  Budget year for FGE is from  Hamle 1 to Sene 30.
In summary, accrual accounting is based on cash flows but reports transactions and other events with cash consequences at the time the transactions occur rather than at the time cash is received or paid. Accrual accounting is also superior to cash-basis accounting from the standpoint of measuring financial statement elements. 
The FGE accounting system employs a modified cash basis of accounting. Modified cash basis of accounting is a compromising basis of accounting between the two extreme bases of accounting. It adopts features from both bases of accounting. Most transactions are recorded using cash basis of accounting and some transactions are recorded using accrual basis of accounting.  The modified cash basis of accounting in FGE means that cash basis applies except for recognition of the following transactions: 
· Revenue and expenditure are recognized when aid in kind is received. 
· Expenditure is recognized:
· When payroll is processed.
· At the end of the year when a grace period payable is recognized.
· When goods are received or services are rendered if payment for the goods or services was rendered in advance.
· When cash moves from an unrestricted to a restricted bank account to meet the requirements of a letter of credit. When cash moves out of the restricted account, no expenditure is recognized. 
· Intergovernmental transfers are recognized in the absence of actual cash movement. 
· Transactions resulting from salary withholdings are recognized in the absence of actual cash movement. 
The modified cash basis of accounting is consistent with the budgeting process and produces information useful for comparing budgeted and actual revenue and expenditure. The modified cash basis accounting system requires the same temporary accounts as the cash basis of accounting plus the following permanent accounts: cash and cash equivalents, receivables and payables. 
The FGE accounting system employs a combination of temporary and permanent accounts. All account balances at the end of the year may not have a zero balance. So, a process is necessary that distinguishes temporary accounts and sets them to zero. The process of setting the balance in temporary accounts to zero is called closing the accounts, and the process is performed by a closing entry. The closing entry is an accounting activity that takes place at the end of each budget year. This process requires a net assets/equity account. 
All assets and liabilities are not recognized in the modified cash basis accounting system. Only those receivables and payables included in the chart of accounts are included in the system.  The modified cash basis accounting system produces financial information that is reported in a Statement of Changes in Cash Position and a Statement of Budgeted versus Actual Expenditure. 
Asset and liability accounts other than cash, receivables, payables, and letters of credit are included in the chart of accounts to allow institutions that have the capacity to maintain accounting records of all assets and liabilities. These other assets and liabilities are recorded using the cost method. The cost method values assets at their original cost and liabilities at the amount still due.  Recording these other assets and liabilities is an option for the future in the FGE accounting system. 
LEGAL FRAMEWORKS OF FGE FINANCIAL ADMINISTRATION
Legal framework for FGE financial administration is proclamation 648/2001 and council of ministers regulation number 190/2002. The financial administration in FGE mainly involves Ministry of Finance and Economic Development (MOFED) and Regional Finance and planning offices and a Public Body. The specific Federal and Regional government administrative authorities and the required organizational structure in public bodies are illustrated in the following
Structure of Financial Administration in the Budget Process
Ministry of Finance and Economic Development
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Figure2.2: Structure of financial administration within public Body


                                           











































































Figure 2.2
Structure of Financial Administration within a Public Body
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The following are responsibilities of MOFED, Budgetary Institutions, Accounting unit, Reporting Entity, Cashier and Accountant in the financial administration in the Budget process and within the Public Body
Ministry of Finance and Economic Development (MOFED)

 MOFED administers the financial system for the federal government and has the highest level of administrative authority. MOFED consists of a: 
· Budget Department that prepares and distributes notification of approved federal budgets and administers the budget. 
· Central Accounts Department that receives monthly repots and compiles financial statements for the federal government. 
· Central Treasury Department that receives and distributes cash from central treasury. 
· Credit and Investment Department that manages the federal government's investments and debt. 
This is not a complete description of MOFED or its departments. This is description of their roles and responsibilities within the accounting system. 
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