START HERE INCOME: COST CENTRES:

The organisation lists all o
anticipated income from each A separate cost centre is assigned
income source (restricted and to each of the organisation’s main

unrestricted) including any projects and items of expenditure are
assigned to their relevant cost centre.

reserves it wishes to bring into e . .
the budget. Where necessary, This is s:tralghtfon{vard in the case of
direct (project) costs.

financial year, the estimates are made. .
Indirect (central support) costs are
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planning, checking expenditure

The organisation is careful to
ensure that it has documentary
evidence for each stage of
every transaction (relating to
income and expenditure).
These documents are filed and
referenced carefully.

EXPENDITURE: DEPRECIATION:

The Board also list all items of anticipated The organisation owns two o
expenditure, grouping them into a reasonable vehicles and several against bUdget thr()l.]gl"ol'|t thF year
number (say 15) budget headings. Once computers. Each year, an and for completlng fundlng

all pIanneq e;penditure has been identified, amount is inc_luded in .the': applications.

the organisation checks what percentage of budget for their depreciation.

its total costs is taken up by indirect (central This amount also appears in

support) costs. It strives to keep this as low the balance sheet.

as possible so that more of its income is

available for direct (project) costs.

FINANCIAL RECORDS:
Every time income is
received or expenditure

ettt

FULL COST RECOVERY
Adding together the total direct and
apportioned indirect costs for each
cost centre gives the organisation a

total cost for the running of each
separate project. This knowledge is

vital if the organisation wants to
attempt to achieve full cost recovery

from project funding applications.

CHEQUE JOURNAL:

Similarly, all payments made
(by cheque or direct bank
payments) are recorded at the
time into the organisation’s
cheque journal.
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COMPLETE
WITH JARGON
BUSTER

In Dough House you can follow the path illustrating the main finance-related tasks carried
out by a typical voluntary or community group over the course of one year. See for yourself
how various financial terms are used in their correct, every-day context.

In JargonBusters [overleaf] you will find a brief definition of each of the words that
appear in bold type in the panels in the flow chart.
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FINANCIAL CONTROLS:
The organisation reviews its
financial controls to ensure that

The organisati on has followed they are sufficiently stringent and
comprehensive for the year ahead.

g°°d pradice throughOUt the Amendments are made to the
financial year. It completes financial procedures document

ANNUAL REVIEW:
ANNUAL ACCOUNTS:
At the end of the financial
, th isati k FINANCIAL REPORTS:
the year by reviewing all its as necessary so that it is kept yaﬁatrh: f?nzrr?ggllsiztflg:mn:ioe: A short summary of each month'’s income and
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money management tpto-date ‘ |' '|' ! I' 'I‘ ' I' | relating to that year available expenditure records are prepared for every
procedures and assessing the “ to the auditor who prepares monthly Board meeting.

accuracy of the closing year's | | *l" |"|" I"I" l"l" |" “‘ the annual accounts. BANK
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FIND YOUR WAY THROUGH THE FINANCIAL MA.

REVIEW HELPS TO INFORM FUTURE
PRACTICE

Finally, the Board reviews the successes
and failures and any difficulties associated
with managing its finances over the
previous year, looking for lessons to learn
and ways to improve practice.

ANNUAL REPORT: ACCOUNTING METHOD:
The annual accounts appear in the The organisation has adopted
annual report, prepared by the the accruals accounting
Board. They are made up of a - method; it feels this gives a more
balance sheet and an income and accurate reflection of the
expenditure account. Instead of organisation’s activity than cash
an income and expenditure account, accounting. Under the new
some organisations prepare a SORP guidelines gradually being

receipts and payments account introduced into Northern Ireland,

that does not include accruals. all charities will be required to
adopt the accruals method.

BUDGET VARIANCE:
Financial reports are
presented in a format that
enables easy comparison
with budgeted figures.
Any significant variance
between budget and
actual income or
expenditure is highlighted
and discussed. As are
creditors and debtors.

ACCRUALS:

The organisation’s
financial reports show
accruals. Theses are
income due but not yet
received and
expenditure incurred but
not yet paid out; these
relate to the period
under consideration.

The organisation also
conducts monthly
bank reconciliations.
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BAFFLED by the many
words you hear in relation
to managing money?

You are not alone!

Many of us struggle with the
precise meanings of
financial terms and how and
when to use them correctly.

JargonBusters contains a
brief definition of each of the
words or terms that appear
in bold type in the panels in
the Dough House flow chart.

ANNUAL BUDGET: a detailed list of all income
(monies in) and expenditure (money spent)
the organisation anticipates receiving and
plans to spend during a financial year. It
should be set and approved by the
Management Board.

FINANCIAL (OR ACCOUNTING) YEAR:
organisations must assign a date to mark the
beginning and end of each 12-month period
in which their finances are to be managed. At
the end of each year, annual accounts must
be produced.

INCOME: all money received by and due to
an organisation.

INCOME SOURCE: the various people and

bodies from whom income is received. This
includes: grants from funders; donations; and
interest from investments or rent from property.

RESERVES: money accumulated by an
organisation from having a surplus of income
over expenditure in one or more years. As
with all funds, reserves may be restricted or
unrestricted. It is good practice for an
organisation to hold sufficient money in reserve
so that the activities may continue for, say 3
months, should there be a hold-up with funding
coming through, cash flow difficulties or project
coming to an end. However, a charity should
not hold reserves beyond what it reasonably
needs or has plans to spend. Large reserves
may adversely effect funding applications.

ESTIMATED INCOME LEVEL: it may not be
possible to budget precisely for every income
source. For example, if a lunch club collects
£3 from each member for a meal, it may not
be able to predict the numbers attending and
hence the income. However, a reasonable
estimate may be made:

No. of lunches likely to be held x

No. of people likely to attend x £3

Whilst actual income collected over the year

will differ from estimated income it is important
to put an estimate into the budget; this helps
the organisation to plan more comprehensively.

RESTRICTED INCOME: restricted income is
income secured for a specific purpose and
can only be used for costs connected with that
purpose. Funders state the restrictions on
how their money can be spent, especially when
it has been given for a particular project or
event (project funding). For example, if a
funder funds a volunteer project, they may
stipulate that money can be spent on the co-
ordinator’s salary and volunteers’ expenses,
but not on the organisation’s indirect (central
support) costs.

UNRESTRICTED INCOME: Unrestricted income
can be spent as an organisation sees fit.

EXPENDITURE: all money spent and
committed over the course of a financial year.

BUDGET HEADINGS: categories that all
spending can be assigned to. Examples include:
salaries, stationery, premises expenses and
utility bills.

DEPRECIATION: this is a charge in the annual
accounts and represents the fall in value of
the fixed assets held by the organisation
(office equipment, vehicles etc). The full cost
of purchasing a fixed asset (computer, minibus
etc.) should not be recorded in the annual
accounts for the year in which the asset was
purchased. Rather, the cost ought to be spread
over the number of years the organisation
anticipates the asset will be in use. Each year
the asset is used, it depreciates (its value
diminishes). Depreciation is based on the
actual cost of the asset being depreciated
and not on the amount that may be needed
for replacement. The two main methods of
depreciation are:—

(1) straight line — the total cost of the asset
is divided by its length of life in years

(2) diminishing balance - the total cost of the
asset is reduced by say 20% in the first year
and the balance by 20% in the second year
and so on.

PROJECT BUDGET: a separate list of the
income and expenditure anticipated for each
project the organisation runs.

COST CENTRE: if a voluntary organisation
runs five projects, each should appear in the
budget as a separate cost centre. All of the
items of the organisation’s expenditure must
be allocated to one of the five cost centres.

DIRECT (PROJECT) COSTS: money spent
towards a specific project or event. For
example, the cost of buying sports equipment
and taking teenagers on an outing would be
a direct cost for a youth club. Money spent on
food for lunches would be a direct cost for a
pensioners’ lunch club.

INDIRECT (central support) COSTS: costs
shared across the organisation. The most
common indirect costs are: rent, insurance,
office salaries, stationery, etc. It is good practice
to allocate as many as possible of these costs
to specific projects i.e. to cost centres.

APPORTIONMENT: the spreading of indirect
(central support) costs across the
organisation (or across cost centres). If an
organisation runs five projects that all use its
premises equally, all premises-related costs
(rent, electricity etc.) would be split equally
across the five cost centres. However, if the
organisation employed a fulltime youth worker,
his or her salary would be allocated to the
Youth cost centre only. Apportioning costs
helps an organisation to establish the true
cost of running each project.

FULL COST RECOVERY: historically, most
funders supported direct (project) costs but

not indirect (central support) costs. Since
2002, the Government has been encouraging
funders to allow organisations to include a
proportion of indirect (central support) costs
in project funding applications. Because most
funders now allow applicants to claim some
indirect (central support) costs in addition to
direct (project) costs, it is crucial that
organisations know the full cost of running
each project so that amounts applied for from
funders will recover the full project cost.

eg: Youth group organising trip, the cost of
the centre manager co-ordinating that, booking
the bus, admission to outing, etc., can be
claimed to meet the full cost of planning,
arranging and delivering the trip.

CASHFLOW FORECAST: shows the projected
annual budgeted income and expenditure
broken down into quarters or months. It is
not sufficient to know that the total annual
income will meet total annual expenditure as
irregular receipt or spending of cash may
necessitate arrangements being made for
bridging finance from the bank or other source.

FINANCIAL RECORDS: details kept of every
transaction (relating to money received and
money paid out). These details should be
kept in an orderly manner and analysed under
consistent and comprehensive headings.

CASH BOOK: used to record all income

received, whether in the form of cash, cheques
or bank transfers. Records may be maintained
in a book, a spreadsheet or software package.

CHEQUE JOURNAL: used to record all

expenditure, whether in the form of cheques
or bank transfers. Records may be maintained
in a book, a spreadsheet or software package.

AUDIT TRAIL: documentation needed to

provide a complete record of any transaction
undertaken. When purchasing goods, the audit
trail should include: order form; delivery note;
invoice; details of cheque used for payment;

and bank statement showing cheque payment.

FINANCIAL REPORTS: summaries of income
and expenditure produced on a regular basis
(monthly, bi-monthly or quarterly) together
with any relevant information that helps to
explain the figures.

BANK RECONCILIATIONS: each time a bank
statement is received, a check should be made
to ensure that items on the statement can be
reconciled with entries in the organisation’s
cash book and cheque journal. This includes
taking into account cheques issued but not
yet through the account to get a true picture
of the group’s financial situation.

ACCRUALS: when an expense has been
incurred (or committed) but the payment has
not yet been made or when income is due to
an organisation but not yet received. Using
accrual accounting methods, such amounts
must be included in financial reports and
annual accounts for the period to which the
transaction relates.

BUDGET VARIANCE: financial reports should
be presented to the Board regularly and the
figures compared with budget figures. Any
difference (variance) between the two should
be accounted for.

CREDITORS: individuals or organisations to
whom money is owed.

DEBTORS: individuals or organisations that
owe money to the organisation.

ANNUAL REPORT: a concise but
comprehensive review of the activities of the
organisation, prepared by the Board (or
trustees) for each financial year. Annual
Accounts are included in the Annual Report.

ANNUAL ACCOUNTS: these should be drawn
up at the end of every financial year and
summarise the year's financial activity.

Under section 27 of the Charities Act (NI)

1964 Northern Ireland charities are required
to keep proper books of account and prepare
statements of account consisting of a receipts
and payments account and, in the main, a
balance sheet. Accounts should be preserved
for seven years.

In England and Wales, most charities are
required to present their accounts according
to guidelines; a Statement of Recommended
Practice (SORP) on Accounting for Charities
2005. SORP stipulates how charities” accounts
should be prepared and presented. However,
significant exemptions are given to charities
with income levels below a certain threshold.

SORP accounting requirements will be
introduced into Northern Ireland over the next
few years. Its introduction will be phased and,
especially smaller charities, will be given the
time and support needed to comply.

RECEIPTS & PAYMENT ACCOUNT: a record
of all money received and paid out in a
financial year prepared using the cash
accounting method (it does not include
accruals).

INCOME & EXPENDITURE ACCOUNT: a record
of allincome and expenditure over a financial
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year prepared using the accruals accounting
method (including accruals).

BALANCE SHEET: a statement giving details
of assets owned by the organisation and
amount owed (liabilities). It is a time-bound
‘snapshot’ of the value of the organisation.

STATEMENT OF FINANCIAL ACTIVITIES
(SOFA): SORP requires charities to produce
a SOFA to replace the receipts and payments
account. It must include accruals and
distinguish between different income sources
and between restricted and unrestricted
funds.

CASH ACCOUNTING: this system of financial
reporting and accounting only includes the
transactions if money has actually been
received or paid out by the organisation.

ACCRUAL ACCOUNTING: income and
expenditure amounts may appear in a financial
report or the annual accounts because they
relate to the financial period in question, even
though money may not yet have been received
or spent. This matching principle often gives
a truer picture of the financial state of an
organisation.

Financial Management Project
part financed by the European Union
European Regional Development Fund

ASSETS (CURRENT): all cash held in bank
accounts, amounts owed by debtors plus any
other amounts that are receivable in the short-
term.

ASSETS (FIXED): property, equipment, land
etc. owned by the organisation that has a
value, but that are held long-term and not
converted into cash.

LIABILITIES: full value of what is owed by
the organisation, e.g. creditors, overdrafts or
loans. Long-term liabilities are any debts that
do not have to be settled until after the end
of the next financial year.

GIFTS IN-KIND: when companies or
individuals give equipment or services to
charities rather than money. It is often
appropriate to assign a monetary value to
these items in the annual accounts.

FINANCIAL CONTROLS: all procedures a
Management Board puts into place to ensure
the safe management and handling of the
organisation’s finances. These procedures
should be written down in the organisation’s
financial procedures document.

Clued

UP ABOUT

DeUGH




