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Foreword

Understanding financial issues is a key skill for everyone who works within a charity.
In fact, the greater the depth of knowledge throughout the organisation the greater
the financial control, and, more importantly, the better the charity will be able to max-
imise the quality of its services to its beneficiaries. Delivery starts with a strong and
achievable strategy that relates well to the charity’s mission, and it is with this idea that
the book opens. The early chapters go on to cover financial management of a charity
in a straightforward and pragmatic way, using clear and well-explained examples.

The book flows easily into chapters on preparing, presenting and interpreting charity
accounts. In recent years there has been an improvement in the quality of charity
accounts as a result of both the developments in the charity SORP and the recogni-
tion by many that accounts are not only a regulatory requirement but also an excellent
opportunity to market the charity to its various existing and potential stakeholders.
Good trustees’ annual reports and accounts should show the impact that the charity
is making and where it is on its strategic journey. For this purpose the charity must
get the accounting basics right. Kate takes us through these areas step by step, using
helpful case studies.

The final chapters of the book cover the taxation of charities; these are complex and
difficult areas even for the most experienced of financial professionals in the charity
sector, yet here the basics are laid out clearly and are easy to follow.

At its best accounting is simple. Unfortunately, at times it is made difficult through bad
application of the basics. Good financial information should be presented in a way that
the user has what he or she needs to make well-informed decisions to improve the
charity’s performance.This book does just that, providing a clear-cut guide to financial
management and accounting. R eaders who are new to charity finance will easily grasp
the theory, techniques and skills required, and those who are experienced financial
professionals will have a good reference guide to hand.

Keith Hickey
Chief Executive, Charity Finance Directors’ Group






Introduction

Financial management is about good stewardship of the assets available to a charity, as
well as ensuring that the organisation has the resources it needs to fulfil its objects and
plans.The legal responsibility for the good financial management of a charity ultimately
rests with the trustees; although in larger charities paid staff will have a significant role
to play.

Financial management is part of management as a whole and should not be seen as a
separate activity left entirely to accountants or the finance department. This book is
addressed largely to those without an accounting background and aims to equip them
with the basic knowledge and skills they need to exercise good financial management
practices. It is only a starting point, however, and managers will need to enhance their
skills and develop good financial management practice through experience.

Although written for charities, the book will also be relevant to voluntary and other
non-profit-making organisations that are not registered charities. The principles of
good financial management apply to all these organisations and most will have a man-
agement structure similar to charities.

The first few chapters cover the basics of financial planning, including tasks such as
costing, drawing up a budget, monitoring cashflow, managing risk, and presenting and
using financial information to make decisions. The second section covers the actual
production and interpretation of accounts, including basic bookkeeping, preparing
annual accounts, the Charity Commission’s Statement of Recommended Practice
(SORP), and annual auditing requirements. These sections have been updated in the
third edition for the revised charity SORP issued in March 2005.

The financial management of charities must be understood against the appropriate
legal background. Charities are affected by many different laws in addition to charity
law, and some reference is made to these as appropriate. Tax laws affect charities in
specific ways, and so chapters have been devoted to trading and VAT in the final section
of the book. The third edition has been updated to reflect the law up to May 2007,
with some references to the Charities Act 2006 and the Companies Act 2006 where
these affecting accounting and auditing.
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INTRODUCTION

This book does not aim to be comprehensive and so the Further R eading section at
the end lists other books which cover relevant and related areas — such as employment
law — in more depth. In addition, regular updated information is available on the Sayer
Vincent website www.sayervincent.co.uk

Kate Sayer is a chartered accountant with over 20 years experience of the charity
and not-for-profit sector. She is a partner with Sayer Vincent, a specialist consultancy
focussing on IT, audit, governance and financial management issues for charities and
not-for-profit organisations.

Sayer Vincent
8 Angel Gate
City Road
London

EC1V 25]

020 7841 6360

svinfo@sayervincent.co.uk
www.sayervincent.co.uk
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Financial
planning

THE PLANNING CYCLE

Financial planning does not start with numbers. In fact, it is impossible to start a
financial forecast without some idea of what you want to do and how. Good budgets
can only be produced as a result of good underlying plans. Since there are always a
number of variable factors, there may be considerable changes over the life of a plan.
It is appropriate to think of the whole process as a cycle, because you have to review
plans and budgets all the time.

The planning cycle
MISSION

OBJECTIVES
ORGANISATIONAL APPRAISAL

Y
ENVIRONMENTAL APPRAISAL

STRATEGY
A
APPRAISAL PLAN
A A
ACTION CAPITAL BUDGET
4 A
REVISIONS REVENUE BUDGET
AS Y
MANAGEMENT\REPORTS CASHFLOW FORECAST
¥
SENSITIVITY ANALYSIS

Mission

Most organisations now have a mission statement. In fact, charities and voluntary
organisations have always been fairly clear about their objectives, as these have to be
established in order to set up the charity. Charities are motivated by the cause and this
1s usually well known to staft, volunteers and trustees. On the other hand, the process
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of drawing up a mission statement that focuses everyone’ attention on the real purposes
of the organisation can be beneficial.

Objectives

Whilst the overall mission of the charity may be obvious, the objectives for the medium
term will need careful thought. Objectives will often be the building bricks that help
the organisation achieve its mission. For example, one objective might be the creation
of a national service from a current base of one or two offices. Or a charity might
decide that its objective should be to offer a place on a training course to every young
person in its area of operation. At this stage of the planning process the objectives may
be stated in fairly general terms, but should give focus to the organisation’s work. The
organisation may also decide on some specifically financial objectives, such as achieving
a certain level of general reserves.

Organisational appraisal

Having decided on its general direction for the next few years, the organisation then
needs to look at itself and assess its strengths and weaknesses in relation to the objectives
it has set. This process may identify new skills and/or additional resources that will
be needed — which could be staff, new premises or updated computer equipment.
Identifying strengths and weaknesses may help to decide the timetable and how to
progress towards the objectives; you may decide to build on strengths first, and address
the weaknesses later.

Environmental appraisal

Charities need to assess the need for their work, just as commercial undertakings need
to assess the market for their goods or services. Charities need concrete information
about the ‘market’, which may come from publicly available statistics, or through
research or information gathered by the charity itself. This part of the planning process
should also consider who else is providing the service or meeting the need — in other
words look at the competition. This will be essential when putting together fundraising
plans, as any potential funder will expect answers to such questions. The organisation
should focus on opportunities and threats presented by external forces. The outcome
of this part of the work may be to identify some constraining factors, such as other
charities working in the field, the potential withdrawal of government funding, the
number of potential beneficiaries or difficulty recruiting suitably trained staff. These
factors will all need to be fed into the plans.

Strategy

The strategy tries to set out the overall approach or plan for getting the organisation
from A to B, where A is where it is now and B is where it wants to be in so many
years’ time, as expressed in the objectives. So, for example, if one of the objectives is to

2
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ensure that all beneficiaries can access the charity’s services anywhere in the country,
then the strategy needs to set out the actions needed to achieve the desired outcome.

Plan

The plan will go into more detail than the strategy and may be sub-divided, for
example into a fundraising plan, an IT plan, a staffing plan, and so on. The financial
plan is just one of the plans. While the objectives and strategy should be established at
the beginning of the planning cycle and remain more or less the same for a long period,
the plans will need to be reviewed and refined as progress is made. For example, the
strategy may remain the same, but the timescale in which it can be achieved may have
to be reviewed again and again. Plans are the short-term action plans of the organ-
isation, looking about one year ahead.

Capital budget

This will usually set out the costings for larger projects, but can also be used for smaller
amounts of one-off expenditure. A capital budget needs to look about five years ahead,
although changes may be needed as you go forward. It is more usual for the timing,
rather than the overall budget, to change. The capital budget will dovetail in with other
plans, for example the IT plan should lead to a plan for acquisition of computers
and other equipment. Notes to explain the figures in the budget are essential. You
should make a note of implications for revenue budgets and cashflow (see below) for
incorporation into those forecasts. For example, the maintenance for new equipment
should be included in the revenue budget.

Revenue budget

The revenue budget has to be built up from the detailed plans for staffing, fundraising,
IT and other operational areas. Clearly, one of the purposes of the revenue budget is
to see how the pieces of the jigsaw fit together. Incoming resources have to match the
spending plans; the spending plans have to be the best use of resources. Revenue
budgets should be prepared in detail for the year ahead, and in outline for several years
beyond. They may have to be changed many times, but it is important that the
organisation has some feel for the financial implications of its objectives and plans.
Assumptions will have to be made in preparing the revenue budgets: these should be
written down and kept for future reference.

Cashflow forecast

The cashflow forecast will be based on the detailed plans, the revenue budget and the
capital budget. It will show whether the organisation will have the cash resources to
meet the timetable of the plan. If the plan requires expansion and spending before
acquiring additional incoming resources, this will be a strain on cash resources. The
cashflow forecast will identify the organisation’s working capital.
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Sensitivity analysis

This technique needs to be applied to the most uncertain elements in your budgets
and forecasts. You should calculate the effects of changes to test your financial plans
for robustness. Ask yourself, for example, ‘what if staft pay goes up by seven per cent
instead of four per cent?” Can the organisation pass on the increase to purchasers of
its services? Can it absorb the extra cost? Can costs be cut elsewhere? This exercise
may enable the organisation to prepare a certain number of contingency plans or
different options it can switch to depending on events.

Management reports

Reports for management should be comparisons between actual financial results and
the agreed budgets, so that performance can be monitored. The notes on assumptions
will be needed, in order to ascertain which element(s) of the plan did not happen as
expected.

Revisions
Revisions follow on naturally from the reporting, as learning is part of the cycle. Plans
improve as the organisation gets better at reading the information available.

Action

An important part of the planning cycle for a voluntary organisation is the trustees’
approval of the plans. This gives staff a mandate to get on with the work in the plan
and implicit approval to spend funds in accordance with the plans and budgets. Clearly,
authorisation may still be needed for certain actions, but clear, agreed plans and budgets
will help the organisation to take action.

Appraisal

This means an appraisal for the whole organisation, not just individual plans.You also
need to assess the planning process — how well did it work? Does the budgeting process
work for both trustees and staft ? Appraisal also means that you have to set performance
indicators at the beginning of the planning cycle — how will we measure the success
of a plan? This is about qualitative as well as financial measures.

In summary, the whole planning process is a cycle, because you do not ever stop
planning. Plans should not be drawn up and then put on a shelf. In order to implement
them, plans have to be a live part of what the organisation is doing.You do not need
to rewrite them every five minutes: the written version is only one part of the process.
The activity of planning and having a planning framework is important for an organ-
isation to be responsive and be able to cope with change. Such organisations are usually
more successful at their fundraising, as the planning framework is apparent in all their
dealings with potential funders. It does take some time to develop a planning process

4



Sources of further

information

Charity Commission for England
and Wales

Charity Commission Direct,

tel: 0845 30000 218
www.charitycommission.gov.uk

HM Revenue & Customs
Charities Helpline, tel: 08453 02 02 03
www.hmre.gov.uk

Companies House
Contact Centre, Tel: 0870 33 33 636
www.companieshouse.gov.uk

Charity Finance Directors’ Group
Tel: 0845 345 3192
www.ctdg.org.uk

Charities’ Tax Reform Group
Tel: 020 7222 1265
www.ctrg.org.uk

National Council for Voluntary
Organisations (NCVO)
Helpdesk, tel: 0800 2 798 798
www.ncvo-vol.org.uk

Scottish Council for Voluntary
Organisations (SCVO)
Information Service, tel: 0800 169 0022

www.scvo.org.uk

Wales Council for Voluntary Action
(WCVA)
Tel: 0800 28888 329

www.wcva.org.uk

Northern Ireland Council for
Voluntary Action (NICVA)
Tel: 028 9087 7777

WWW.nicva.org

Institute of Fundraising
Tel: 020 7840 1000
www.institute-of-fundraising.org.uk

The Charity Law Association
Tel: 023 9228 2725
www.charitylawassociation.org.uk

Association of Charitable
Foundations

Tel: 020 7255 4499
www.acf.org.uk

National Association for Voluntary
and Community Action (NAVCA)
Tel: 0114 278 6636

www.navca.org.uk

acevo (Association of

Chief Executives of Voluntary
Organisations)

Tel: 0845 345 8481
www.acevo.org.uk
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Further reading

Other titles by Kate Sayer in the Practical Guide series, published by the Directory of Social
Change in association with Sayer Vincent

A Practical Guide to Charity Accounting, DSC
A Practical Guide to VAT, DSC

Finance

Funding our Future II: Understand and allocate costs, acevo

The Charity Treasurer’s Handbook, Gareth G Morgan, DSC
Financial Stewardship of Charities, Adrian Poffley, DSC

The Charities Manual (Tolley’s, published every 3-4 months)

Tax and Trading

Craigmyle Guide to Charitable Giving and Taxation, Craigmyle Co
Tolley’s VAT Guide, Tolley

Charities and Taxation, Adrian Randall and Stephen Williams, ICSA

Charity Law

The Voluntary Sector Legal Handbook, Sandy Adirondack and James Sinclair Taylor,
DSC

Voluntary but not Amateur, Ruth Hayes and Jacki Reason, LVSC

The Fundraiser’s Guide to the Law, Bates, Wells & Braithwaite and Centre forVoluntary
Sector Development, DSC, in association with CAF

Data Protection for Voluntary Organisations, Paul Ticher, DSC, in association with
Bates, Wells and Braithwaite

Charity Law A-Z: Key Questions Answered, John Claricot & Hilary Philips, Jordans

Charitable Status: A Practical Handbook, Julian Blake with Bates, Wells & Braithwaite

Investment

Investing Charity Funds, Michael Harbottle, Jordans

Managing Charitable Investments, John Harrison, ICSA

The Good Investment Guide for the Voluntary Sector, Catherine Wood, NCVO
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requirements 85—8
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audit/auditors 41, 48-9, 83, 8890,
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internal 48-9, 83
report 94, 95, 108-9
requirements 88—90
authorisation 39—47 passim

balances brought forward 1921 passim
balance sheet 26-9, 38, 70-3, 86, 94—6,

99-101, 107, 116, 122, 127, 197
balance, trial 42, 68, 122, 133
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bank balance 21, 26, 65, 95
reconciliations 47, 65, 78, 127, 130
banking, daily 66—7
sheet 66—7, 79
benefits, from donations 169, 176—-84
bookkeeping systems 42, 67-73, 122, 124
break-even analysis 10-12
budget 40, 41, 121
capital 3, 18, 197
comparison 22-31, 37; flexing 22-3
income 16—18
revenue 3, 13, 18, 22

capital 54, 60, 99, 147, 148, 197
gains/growth 54, 56, 58, 59; tax 137,
172—4, 191
working 60, 1458 passim
cash book 64-5, 67, 69, 74-5, 121-2, 126,
127, 130
cashflow 18, 26-9, 60, 94, 99
forecast 3, 18-21, 27, 57, 60, 121
cash transactions 45
casual employees 47, 67
charging 28, 143, 145, 147, 148, 169
Charities Act (1960) 61, 63
(1993) 61-3, 80, 85—8 passim
(2006) 80, 85—9 passim
Charities Custodian 61-2
Charity Commission 48, 49, 54, 58, 59, 61,
62, 80, 85-90 passim, 95, 143, 145
charts 32, 33, 131
cheque signing 44, 47
Church Commissioners 55
Climate Change Levy 158
coding systems 133—4
commitments 51

Companies Act (2006) 80, 87-90, 92



Companies House 87, 89, 146
companies, charitable 87-90, 92
competition 2, 142, 162
computerisation 67, 118-36
advantages/disadvantages 125
back-ups 133, 135
choosing package 128-9
cost 128-9
database 119-21, 126, 130
implementation 129-32
pitfalls 132-3
viruses 135
construction 167-8, 170
consultants 47, 53, 131
contingency plans 4, 51
contract work 52, 117
contribution analysis 8—12
controls 39, 40, 42-7, 52-3, 132
corporation tax 137, 138, 162
return 138, 145, 172
cost centres 14—16, 67, 123, 127, 129,
133—4
cost/income ratio 31
cost recovery 12-16
costs 3—21 passim, 60, 82—4, 110-11 see also
individual entries
fixed 50—1
support 83—4, 111, 128, 129, 199
variable 7-11 passim
credit cards 46
creditors 27-9, 50, 64, 99, 114, 116,
197

day books 68, 122

debts/debtors 21, 28-30, 49, 96, 99, 101,
114, 116, 197

aged debtor analysis 29-30, 197

deeds of covenant 172

deficit 93

deposit account, bank/building society 57,
60

deposit fund, common 57-8, 60

depreciation 18, 37, 44, 71-2, 83, 85, 111,
114, 197

derivatives 59

designated funds 84, 93, 96, 100, 110,
115-17, 198
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disabled 166—8

disasters, natural 50

dividends 81

donated goods/services 85, 138, 150, 182—4

donations 17, 36, 43, 64, 72, 74, 81, 84, 85,
97, 110, 120, 127, 142, 157, 162, 164,
169, 171-92

donors 82, 110, 120, 150, 171-92

substantial 184—6

employment tribunal 48
endowment fund 54, 57, 84, 95, 97, 98,
100, 101, 129, 197, 198
equipment 7, 37, 43—4, 46, 51, 71-2, 111,
197 see also computerisation
equities 58, 60-2
examination, independent 88—90
report 94, 95
expenditure 6, 19, 22-3, 29, 41, 82—4, 86,
93,97, 98, 110, 127, 143, 197
non-charitable 149-50, 188
expenses, of staff/volunteers 40, 41, 46, 67,
123, 182
claim forms 46, 67, 77

fees 7, 74, 97, 116, 137, 163
filing 131, 132
Charity Commission 87—8
floats 46, 53, 66
foreign currency 59
fraud 39, 40, 44, 45
funders 4, 13, 81-2, 93 see also donors
fundraising 2, 11-13, 17-18, 28, 38, 81-2,
93, 138, 149, 162-5
costs 11-12, 28, 38, 82-3, 96, 98, 101,
110, 111, 117, 197
events 138, 142, 162—4, 169, 170
and trade 137-8, 141-2

gains, non-trading 151
unrealised 97, 98

gift aid 21, 120, 145, 149, 171-90
audits 187-90
benefit rules 176—84, 188
declarations 173—6, 188, 189
partnership 175-6
reclaims 171, 172, 184, 187
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gifts 110, 142, 171 see also donations
in kind 72, 85, 171, 191-2, 198
gilts 58
governance 91-2, 144, 197
costs 82, 83, 101, 111, 117
grants 8, 9, 16, 21, 36, 64, 74, 81, 82, 92,
110, 117, 142, 157, 164, 197
graphs 32-3, 122

HMRC 67, 123, 138-43 passim, 150, 151,
156, 161, 163, 165, 171, 172, 1758,
186-91 passim

Charities 141, 171

imprest system 45, 66
income 16-18, 41, 50, 51, 54, 56, 81, 84,
86, 97, 101, 111, 117, 127, 138

and expenditure account 86, 94, 95, 123,

127, 133, 197
Income and Corporation Taxes Act (1988)
138, 139
incoming resources 81-5, 96, 97, 110, 113,
198
incorporation 49-50, 62
indicators, key 25-6
inflation 54
insolvency 49-50, 99
insurance 42, 44, 45, 51
interest 21, 81, 138, 142, 146, 187
investment 54—62, 85, 93, 97, 101, 114,
116, 144-50
common funds 58-9, 61
ethical 55, 57
powers 567, 145, 147
return on 54, 55, 57, 58, 62, 104
invoices 52-3, 64, 120

journal entries 122, 132-3

land 55, 59, 61, 62, 84

law 47-51, 83, 85-8, 137-8

leases 49, 51

ledger, nominal 678, 122, 123, 126, 127,
130, 133—4

purchases/sales/stock 68, 120, 122, 123,

126, 127, 130

legacies 36, 57, 81, 85, 97, 142
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letting 150, 157

liabilities 26—7, 49, 50, 63, 67, 69, 70, 86,
95, 96, 99-101 passim, 116, 197, 198

limited 49, 144

liquidity 26, 96

loans 18, 27, 99, 145-6, 148, 149

logos, use of 151, 152, 162, 177

London Marathon 163

losses 143, 144, 149, 150

maintenance 3, 6, 28, 37

malpractice 39, 40

manual, computerisation 131-2
procedural 40-1

marketing 162

membership 24, 120 see also subscriptions

mission 1-2, 92

mistakes 40, 45, 48, 125, 129, 132-3, 188

monitoring 25-31, 40, 60, 144, 148-9

morale, staft 40

National Savings Bonds 58

needs, assessing 125—7

nominee companies 62

non-business activities 155, 157

notes, explanatory 367, 86, 94, 95,
97-101, 110-15, 198

objectives 2, 92, 93, 95, 103, 145

occupancy rate 30

outreach 111, 116

overdrafts 19, 27

overheads 7, 10, 19, 143
apportionment 12-16

overtime 45, 124

Oxford, Bishop of 55

pay, staft 4-6, 124
redundancy 49

payments 19, 28, 44, 52-3, 64-9 passim, 75,

86, 87, 90, 95, 122, 127, 197

BACS 44

payroll 41, 67
giving 120, 124, 140, 171
package 123—4

penalties 47, 48, 58, 87, 188

pensions 124
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petty cash 38, 41, 45, 64, 66, 67
book 64, 66, 76, 122
vouchers 66, 67
planning 1-21, 40, 51, 57, 93
premises 2, 6, 15-16, 37, 38, 49, 51, 75
prepayments 69, 70
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procedures 39-41
profit 80—1, 139, 142-50 passim, 160, 170
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and loss account 122-3, 127
projects 6, 8-10, 28, 124, 197
costs 8—10, 13—14
property transactions 59, 168-71, 185, 191,
197
publicity 82
purchases 4, 52-3, 68, 122

rate relief 143, 149
ratios 29-31, 148-9
receipts 19, 64, 65, 67, 69, 74, 86, 87, 90,
95, 122, 127, 197 see also income
reconciliations 38, 42, 47, 65, 78, 98, 132
records 15, 22, 42, 6373, 118, 125, 132,
186—7 see also computerisation
requirements 63
referencing system 132
register, fixed assets 43—4
registered social landlords 185
registration 85-90 see also VAT
excepted charities 87, 90
exempt charities 86—7
regulations 47-50, 85-90
rent 6, 30, 37,52, 75, 81, 138, 150, 158
repetition, of trading 139
reporting 22-38 passim, 40, 41, 80-93, 125,
127,133, 198
reports 4, 87, 90-3, 125, 127, 129, 130, 133
accountant’s 89
auditors’ 94, 95, 108-9
directors’ 90
trustees’ 90-5, 102-5
reselling bought goods 31, 139
reserves 2, 28, 38, 41, 51, 56, 93, 96, 97,
101
restricted funds 17, 29, 48, 84, 96—100
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passim, 110, 115, 116, 129, 133, 197-9
passim
return, annual 87—8
Part C SIR 88
reviews 3, 52, 57, 93
risk 39-41, 47-53, 92
investment 54-9 passim
profile 48, 57
royalties 187

salaries 29, 36, 45, 75, 123, 127
sales 29-31, 36, 68, 122, 137
services 139, 140
security 134-5
segregation of duties 42—4, 53
sensitivity analysis 4
shop 36, 38, 71, 81, 139, 149, 165
software 118-24, 132
sponsorship 151, 162, 163, 169, 170, 182—4,
187
spreadsheet 121-2, 127
staff 1-6 passim, 8, 12, 23, 39, 40, 49, 51,
67, 83, 127 see also pay; salaries
costs 4-6 passim, 12, 45, 101, 110, 113,
117, 123
expenses 40, 41, 46, 67, 123
recruitment 2, 28, 37, 45
training 39, 43, 45, 124-6 passim, 150
statement of financial activities 15, 71,
80—-6, 94-9 passim, 106, 123, 198, 199
Statement of Recommended Practice
14-15, 80, 8590 passim, 97, 124, 129,
133, 199
stock 27, 70, 99, 111, 199
stocks and shares 60-2, 171, 190-1
structure, of organisation 43, 91-2
subscriptions 17, 74, 120, 160-1, 169, 177
supervision 43, 45

taxation 48, 113, 137-92 see also VAT
rates 123
relief 137, 155, 188, 191
repayment claims 58, 171, 172, 184, 187
and trading 138-53

theft 42, 44, 48, 51

threshold, audit 88

timescale 3, 51, 568 passim
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timing 18, 24, 25, 69, 124-5
TOMS 163
trading 31, 48, 81, 137-53, 170
ancillary 138, 140-1
by beneficiaries 138—40
and law 137-8
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