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Notes:

PM4NGOs has decided to rebrand #e&D Pragyuide and certificatioms Finance DPtto align with

other DPro methodologies, like thieroject DPro an®@rogram DPraoThe terminologyMD Pradis used in
this guide, communications, certificates, exams, and publications solely or along with Finance DPro
terminology, without prejudice of its definition or reference.
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1. Introduction

1.1 Financial management: a key contributor to project success

Across the world, every day, organizations are implementing change through development,
humanitarian, and conservation projects. Hundreds of millions of people depend on the ability
of development organizations to deliver project results effectively afidiently.

Organizations working in this sector operate in a rapidly changing and competitive world. To
thrive and survive in this challenging environment, they need to develop the confidence and
skills to manage, and be seen to manage, their projects wel

However, delivering project results effectively and efficiently is a complex challenge. Project
teams must work together to produce deliverables and, in the process, deal with issues and
tensions that are internal and external to the team. To succ#sglteam needs to plan,
implement, monitor, and adapt its activities in a number of discipline areask management,
time management, stakeholder management, human resources, financial management, and
more.

FMD Pro focuses on one of the most criticatigisnes needed to ensure project success

financial management. This guide to the FMD Pro focuses on the fundamentals of financial
management in the context of projects in development, humanitarian, and conservation sectors.
It will give you, the projecieam member, a firm foundation for managing the finances of your
projects. It provides a contextualized, comprehensive, and adaptable resource for anyone
managing project finances in these sectors.

Establishing high standards in financial management hsn@fganizations and projects on
many levels. Here are some of the most persuasive reasons for getting it right:

A Enables effective and efficient use of resources to achieve goals and fulfill obligations
to all stakeholders

Promotes accountability to futers and other stakeholders
Encourages the respect and confidence of funding agencies, partners, and beneficiaries

Provides an advantage in the competition for increasingly scarce resources

o Do Do o

Prepares the ground for longéerm financial sustainability.

Yet, while there are many reasons why financial management is critical to project success,
ultimately one could roll up these benefits into two overarching categodesountabilityand
Yesponsd 0 Af A @ Q

A Accountability: In a climate of global austerity, when the challenges facing people living
in poverty are greater than ever before, it is critical that organizations serving the
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g2NI RQa @dztf ySNIo6tS O2YYdzyAGASa OFy alF O02dzyi
financialmanagement in projects helps ensure organizations improve accountability in
three directions:

A Upward accountability ¢ KA & Ay @2t 3Sa NBLERZ2NIAY3I dadzlds I NR
at a senior level about how their money is being spent.

A Horizontal accountality: ¢ KA & Ay @2f 3Sa NBLRZ2NIAYItT dK2NAT 2
consortia members, ministrievel or implementing partners. It can also involve
accountability in internal reporting, for example, sharing information with finance
departments and senior &dership teams, which rely on the accuracy and timeliness of
financial information to input data into organizational finance systems and make
strategic and operational decisions.

A Downward accountability This involves sharing information and updates with
OSYSTAOAINER 3IAINRdzLIA 6K2 | NB GKS LINR2SOGQa LJ
ensure transparent use of project resources and consultation as to how financial
resources should be used for théienefit.

It is important to also recognize that financial management is not just about being accountable.

Strong financial management also helps project teams to respond more promptly, more

appropriately, and more effectively to the challenges thawitebly arise in all projects. As

F dzi K2NJ 5N { 0SLIKSY / 20SefF &l @RA @3 ODRdzy il oAf Al

Responseability: when project teams better understand and manage their financial resources,
they make better decisions, respond more effectivielystakeholder needs, and are more agile
in adapting to evechanging environments, risks, and issues.

*Covey, Stephen R. The 7 Habits of Highly Effective People: Restoring the Character Ethic. [Rev. ed.]. New York: Free
Press, 2004.

1.2 FMD Pro targt audience

This guide to the FMD Pro is written for project team members who are not finance specialists
and work in the development, humanitarian, and conservation sector. It is not designed for any
specific organization or financial system but instéaohtended to provide the fundamental skills
that project team members need regardless of the organization or system they use.

This guide will benefit project officers, project administrators, project coordinators, and project
managers, as well as othéarS 'Y YSY 0o SNAE @ l'a | LINR2SAil GSFY YS
NBalLl2yairofS FT2NJ FAYFYOAILfT YIylF3aSYSyildKkK LayQi GK
financial managers?

Page 2
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2 KAES Ad0Qa (NMHzS GKIFEGO FAYIlFIyYyOS S| ogrojectdygood] S& LI N
financial management is the responsibility of everyone in an organization. As a project manager

or project team member, you should collaborate with your finance department to ensure that

your systems are relevant and your data is timeig accurate. This does not mean that you

need to be an accountant. But you will need to master the fundamental skills and tools that

allow you to contribute to the planning, implementation, monitoring, reporting, and control of

the financial resources obyr project.

You will not need to do this alone and are likely to seek the advice and support of finance
officers through each step of this process. Remember, while finance officers are skilled in
managing financial systems, you have the practical kndgeédo apply these at a project level.

You will understand where systems are strong or weak, and where there are opportunities for
improvement. This understanding is rooted in your knowledge of the field context. This practical,
pragmatic knowledge is cidal to project success.

The good news is that if you are reading this introduction, you have already taken the first step

AY AYLINRGAY3I @2dzNJ FAYFYOALFE YIFyYylF3aSYSyd aijAatfao
after finishing this guide. And that is not a problem! As a pitdjggm member, you do not need

to be a financial expert to succeed.

Finally, FMD Pro is not envisaged as a guide fotfimamce staff who lead organizations or
country and regional programs. People in those roles have financial responsibilities thad exte
beyond those of project team members. While they may benefit from the contents of the guide,
they will need to develop additional hightevel skills to deliver more strategic responsibilities.

A final note about audience

Audiences other than projé¢ceam members will also find FMD Pro Guide
helpful.

Managers and mentors can use its tools, techniques, and guidance
enhance the existing skills of their teams. This could involve building th
capacity of an individual by introducing the guide andamaging them to

try out new approaches, or to involve them in setting up the building block
of good financial practice across several teams through a series
workshops.

Trainers and training organizations can use the FMD Pro Guide to inform
and structre their curricula, and as a supporting resource for their
training activities.

Page 3
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1.3 How the FMD Pro is organized

This FMD Pro Guide is organized into two sections.

Section 1: an overview of key concepts and tools in financial management

This section introduces the key concepts and tools that are referred to throughout the entire
guide. It includes models for assessing good practice in financial management aneéxpéor
different roles and responsibilities required at a project level.

Financial management is an essential leadership skill for a competent project manager and an
approach that should be embedded within the processes and understanding of all prajets.te
Some staff will have more responsibility than others for managing resources but at a minimum
everyone should understand the basics.

Section 2: the four building blocks of financial management

This section is composed of four edeyread chapters tht cover the essential skills and tools of
project financial management. These are:

A Accounting Records
A Financial Planning
A Financial Monitoring
A Internal Control.

FMD Pro has drawn from good practice in both the public and private sectors, making use of
tried and tested approaches and adding new tools to enhance ways of working. Most
importantly, it offers a model that, once learned and embedded, can be replicaieds

projects and programs, and from organization to organization, to raise standards across our
sector.

However, we recognize that the organizations that use FMD Pro are diverse. So, it is extremely
important that they adapt the FMD Pro concepts, practices, and tools to their unique needs. The
guide is NOT intended as a template, which can be simply regdicatross all organizations and

all projects. For example, some organizations will already havesgtalblished policies and
procedures in place that set expectations for financial reporting and accountability. Others may
not. Whatever the status of yowrganization, FMD Pro can add value.

Those with more experience of financial management will find tools and techniques that can be
tailored for use within existing procedures. And where organizations want to improve internal
systems and processes, theide provides a model that works for all aspects of financial
management.

Similarly, just as organizations vary according to the maturity of their systems, they also differ in
other ways too. Accordingly, FMD Pro can be adapted and tailored to suit avariégy of
specific contexts:

Page 4
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A Development and humanitarian emergency respons&MD Pro is as adaptable for
use in emergencies as it is for letegm development. While it is important not to cut
corners and to stick with an overall approach, the timelfar delivering different
elements of the model can be reduced and extended depending on the context within
which it should be applied.

A Restricted and unrestricted fundingGrant funding can be restricted to deliverables
and project goals that are set layfunder. Funding may also come from the
2NBHIFYAT FGA2yaQ 26y a2dNODSazr NBOSAOSR gAGK2«
their use. The tools and approaches in FMD Pro add value by providing information
that can easily be adapted for bothrepoEin G2 | Fdzy RSNJ 2NJ Iy 2NHI y
internal reporting.

A Small and largeOrganizations of any size can make use of FMD Pro. Some of the tools
and techniques will be recognizable and already used, others will provide a
breakthrough for financial managemt. The standards set by the overall FMD Pro
approach are a benchmark for organizations to assess and monitor whether their
financial management processes are as transparent and accountable as they should be.

The use of case studies

In Section 2, wese case studies to demonstrate key financial management tO(LS
and concepts. The main case study follows the work of a small technical trainihg
organization, Milestone Technical Training Institute (MTT]I), using simplified
examples of templates, budgets, areports for illustrative purposes.

Page 5
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2. Key Concepts and Tools

This chapter sets the scene for the course. It introduces you to key financial management
terminology and principles and some tools that are used throughout.

By the end of this chapter, you will be able to:

describe what financial management means in practice

identify financial management roles and responsibilities at different
levels in the organization, including for project staff

outline the four buildingolocks of good financial management
systems

describe the purpose and contents of a finance manual.

2.1 What is financial management?

Here is a definition of financial management within an organization. Read it through and think
about what this means in practice. Which parts of the statement resonate most strongly as you
read them?

0
ax
X

CAYEFYOALE YIFYylI3ASYSYyd Ay@2f g
planning, organizingnonitoring, and controlling the financial resources of an
organization to achieve its objectives.

Although the definition is short, several ideas stand out.

A ¢KS FAY Aa Wiz KStLI Iy 2Nmlastpartoftha 2y | OKA SO
definition is arguably the most powerful part of the statement: if we want to use our
2NBFYATFiA2yQa Y2ySeée (2 R2 (GKS o0Sad ¢S Oly
need to manage our financial resources well.

A CAYlLyOALtT YIylI3aSYSyid waanSashfBeeoifantd, NB a LRy a .
bookkeepers, and auditors are not mentioned in the definition. Although there is a
temptation to view financial management as the work of finance officers, in practice,

Page 6
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everyme in the organization is responsible for managing the financial health of the
organization.

Financial management is carried out at all levels of an organizatibrs conducted
from the highest strategic level of the board of the eayday operationsri the field.
That said, this guide focuses on the financial management of projects and the skills
required by project team members.

Financial management is much more than keeping accounting recditdgquires a
broad set of procedures, practices, toasyd skills related to planning, organizing,
monitoring, and controlling.

—

bSEGT tSGQa SELX 2NB ¢KIFi 6S YSIy o0& LXIFyyAy3as
identifies the purpose of each of those activity areas and tools used in each aataeaty able
1: Four types of financial management activity

Planning Organizing Monitoring Controlling

Purpose:To look ahead
and build a
comprehensive overvie
of the resources neede
to implement activities.
The output of this
process is a Project
Financial Plan, to

Purpose:To organize
project implementaion
efficiently, such as
people, buildings,
vehicles, money, and
financial paperwork. It
also involves ensuring
that everyone

Purpose:To track
progress with the inten
of identifying risks or
issues early on and
taking corrective action
if required. To do this
well, it is essential to
have upto-date financig
information which

PurposeTo ensure tha
financial and other
resources are used
efficiently and
effectively. Controls alg
protect people from
false accusation, being
manipulated, or the

guide decisions of
project teams on how
and when to allocate
resources.

associated with a proje
understands his or her
role and responsibilities
when to carry them out
and within what limits.

compares actual
performance with plans

temptation to misuse
organizational
resources.

Planning tools includg
strategic document
(drategic plan, theory o
change, and financin
strategies) and
operational document
(log frames, activity
plans, calendars, and,
course, budgets).

Organizing tools
include:an
2NBEFYAT I GA
constitution,
organogram, job
descriptions, codes of
conduct, accounting ar]
coding systems, policig
and procedures
manuals, forms, and

once again, budgets.

Monitoring tools
include: project
evaluation reports,
periodic progress
reports, audit reports,
budget monitoring
reports, cash flow
reports, reports to
funders, and once agai
budgets.

Tools for good control
include:financial
policies and procedure
delegated authority
document, audits,
procurement processe
vehicle policieq
insurance, and ong
again, budgets.

Did you notice that budgets are an indispensable tool of financial management in all four areas
of activity? Some financial management tools, like budgets, are used through the entire financial

management cycle and are revisited at multiple points throtighplanning, organizing,
monitoring, and controlling process.

www.pm4ngos.org
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2.2 The role of project teams in financial management

Delegation of authority

As stated previously, employees at all levels of an organization are responsible for contributing
to strong fnancial management. However, this does not mean that they all have the same level
of responsibility for financial management. In practice, organizations use a model of delegated
authority, a formal process by which decisioraking is delegated from one ggito another.

This allows an employee or trustee to represent and act on behalf of an organization within
specified instructions and limits (also known as tolerances).

C2NJ SEIFIYLX SE |y 2NBFIYATFIGA2y Q& 062 NRBth&GierSat (54
executive officer (CEO). While it is acceptable for the board to delegate authority to the CEO, it

cannot delegate total responsibility since legal accountability rests with the board members

(trustees). Delegated authority without accountatyilis unhealthy, so when authority is

delegated it is essential to also set up reporting and monitoring mechanisms to explain decisions

and actions, and to make sure instructions are being followed and not abused.

Figure 1 demonstrates how the authorfigr dayto-day financial management tasks is delegated
down through the line management structure. At the same time, the accountability process
moves back up through the hierarchical structure, as people report back on progress.

Governing Body

Chief Executive Officer

|
l |

Finance Manager Operations Manager

Finance team Project team

Figure 1: Delegation of authority

This pattern of delegated authority cascades down through an organization, from the board to
the executive team, from the executive team to senior managers, and from senior managers to
the teams they manage.

Page8
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Strategic and operational management

As you eview the diagram in Figure 1, you will see that stakeholders at the higher end of the
delegated authority model are most likely to focus on managing strategically, while staff at other
levels of the organization will focus on managing operational objestiv

A Managing strategicallyAll programs and projects must flow from the strategic intent,
goals, and mission of an organization, set within a context of the environment in which
activities will be implemented. At a senior level, clear strategies areldeeé to build
financially sustainable organizations, including taking measures to diversify income,
build up financial reserves (savings), and strengthen stakeholder relationships.

A Managing operational objectivesFinancial management processes and pcast are
critical to achieving the shorteerm operational objectives of all programs and
projects.

How financial responsibilities are divided will depend on the size of the organization, the work
that it does, and how and where the organization iswgetegally. Table 2 provides an example

of how an organization can delegate its authority for financial management from the board level
to the work of the project teams.

Table 2: Financial management roles and responsibilities

Role Responsibilities

The Board As stewards of the organization, one of the main responsibilities of &
board is to oversee financial accountability and control to make sure
that funds are used appropriately to benefit all those they are intend
to help. The financial roles drresponsibilities of a board include:

A Discussing and approving the annual budget
A TLWINRGAYTI |y 2NHFYATFGA2Y Q&
authority

A Reviewing quarterly and annual summary financial reports,
including budget monitoring, cash flow atlte balance sheet

A Monitoring progress in generating funds to ensure that the
organization has adequate resources to carry out its objectiy

™

Reviewing and approving audited financial statements

™

Ensuring accountability and transparency across the
organization

A Periodically assessing the financial risks facing the organiza

Page 9
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Responsibilities

Executives

The executive team is responsible for implementing policy that is se
the board and must ensure that key actions take place. They retain
overall responsibility for the dap-day financial management of an
organization and must be proactive about kegpthemselves informeg
of progress. Depending on the staff structure and availability of skills
they may delegate authority through the line management structure
distribute financial responsibilities among staff teams.

This includes the responsibility:
A Appoint financial staff
A Manage the budgeting process

A Ensure income is generated as set out in the financing strate
and budget

A Make decisions about large expenditures (within the limits sg
by the board)

Ensure that proper financial records are kept

o To

Ensure that accurate books of account are kept

™

Ensure that financial reports are produced on time, in the
correct format and deligred to the right people

)

Monitor that program activities are in line with the budget

™

Check financial reports and draw the attention of staff/board
problems

A 9yadz2NBE O2yGNRBEf 2F (KS 2NAHI Y|

equipment.

Note In practice, executes may delegate some activities needed
fulfill these obligations, e.g. to senior managers, program managers
the finance team, but the overall responsibility remains with the
6KSYyOS G(KS dzasS 2F GKS 62NR aSy

Senior/program
managers

Senior/program managers are responsible for the overall financial
performance and use of resources for the programs that they mana
and for each of their constituent projects. This includes closely
monitoring program budgets, implementing financial prousess at
program level, and ensuring compliance with funder rules, such as
checking and authorizing project expenses.

Senior/program managers then delegate authority to project manag

who are accountable for reporting upward and contributing to the

overall program view.

Senior/program managers are responsible for ensuring that prograr

FNB AYLX SYSYGSR Ay fAYyS gAGK

intent, and for all related financial management duties, including:
A Coordinating the budgesettingprocess for their programs

A Supporting income generation for programs, as required

Page 10
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Role

Responsibilities

A Managing program budgets within the limits set

A Monitoring program budgets against actual income and
expenditure and reporting back to senior managers/executivj
on matters of significance

A Reviewing funding agreements to be aware of conditions
attached to grants for projects within their program area

A Ensuring project staff complete funder reports on time

A Implementing appropriate controls and checks to safeguard
cash, supplies, and equipment used in their program.

Note: A program can include multiple projects within one themed are

Project staff Project managers and their teams are responsible for thetday

day financial management of their projects in line with their
delegated authority. This typically includes:

A Creating budgets for their projects as required by the
senior/progran manager

A Managing project budgets within the limits set

A Monitoring project budgets against actual income and
expenditure, and reporting to the senior/program manager o
matters of significance

T

Implementing funder rules attached to grants for their o

T

Preparing narrative progress reports and liaising with finance
staff to deliver funder reports on time

A Implementing procedures designed to safeguard project cas
supplies, and equipment.

As the table above indicates, project managers and their teams are responsible for theddsty
financial management of their projects in line with their delegated authority. This typically
includes four areas of operations:

1.

Resource managemenProjectteams work in a competitive environment where funds
are increasingly scarce. We must therefore make sure that project funds and resources
are used properly, and to the best effect, to achieve the project goal and objectives.

Risk managementAll organizabns face internal and external risks, which can threaten
operations and even survival (e.g. funds being withdrawn, an office fire, or a fraud).
Risks must be identified and actively managed to limit the damage they can cause.

Strategic managementFinand | € Yl yI 3SYSy i Ay Of dzRSa €t I NJ
G2N] @ ¢KAAa YSIya GKFG LINR2SOG GSFY YSYOSNEH
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looking at how the whole organization is financed in the medium and long term, not just
focusing on project and progms.

4. Project managementThe project management cycle is based on clear and specific
project objectives that are regularly reviewed to monitor progress and outcomes.

Collaborating with the finance team:

The finance team provides support to nfinancial staff as they engage in the
financial management process. Their support includes:

Al1FyREAYI Iy 2NEFIYATIFGAZ2YQE OF 4K
money

A Administering payment processes to ensunattaccounts are paid on
time

A Ensuring that financial data from projects is entered into the books of
account and reconciled every month

A Ensuring that all financial documents are filed and available for audito
to view

2.3 PlantDocReview and the financial planning process

As project teams implement the financial process, all activities should be completed with the aim
of continuous improvement of the project, its processes, practices, and activities. Thel®@an
Review moél is a learning cycle that allows your team to learn from experience.

Build in
learning and
take action

implement plans —
spend & receive
money

Monitor income and
spending compared to budget

Figure 2: Plaibo-Review Cycle

Page 12
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Stated simply, the cycle moves through three phases {PlegReview) and repeats itself when
the last phase is complete. Applied to the contextt@ financial management process, the
PlartDogReview cycle includes the following activities.

A Plan When we set up a project, we establish clear objectives and activities. We also
prepare a series of budgets to estimate the costs of running these agsitid to
develop proposals to raise the funds.

A Do: Having obtained funding, we then implement project activities according to the
project plan. This is when we start to spend money and account for the financial
transactions that take place.

A Review Throughout the project it is a good idea to monitor gress by comparing
what we planned to do with what we actually did, and by comparing the projected
budget with actual income and expenditure. The project manager will use this
information to decide if actions are needed to keep the project on track. Tdreileg
from this review stage is then taken forward to the next planning phase and repeated,
in a continuous process of ongoing learning and adaptation.

2.4 Foundations for strong financial management

Financial control: a strong foundation for finandiananagement

As we have seen, the main purpose of financial management is to ensure financial resources are
dza SR STF¥FSOGA@GSte (2 Fdf FAE(E +y 2NBHFYATFGAZ2Yy Q&
as financial control, which is achieved thrbwa series of strong and appropriate tools and

techniques.

Financial control:

Financial control happens when the financial resources of an organization arf used
correctly and effectively. Strong and relevant financial policies and procefures
must be inplace to ensure financial control.

Poor financial control in a project could mean that:

A money and equipment are put at risk of theft, fraud, or abuse,
A TdzyRa INB y2i0 aLlSyid IO0O02NRAYy3a (2 GKS LINRB2S

A the competence of project staff is called into question.
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The four building blocks of financial management

PM4NGOs

The foundation of effective financial management is therefa strong financial system. An

2NBFYATFGA2Y Q&
controlling of financial resources.

TAYIYOALE

aeaidsSy Aa GKS OSyUuNIf

While there is no universal standard for a financial management system, the FMD iBeouGes
the four buildingblock model as a framework. The model is composed of four fundamental,
interlinked building blocks that must be in place to ensure good practice in financial

management.
Accounting | Financial
l
Financial Internal
monitoring control

I | oo

Control

|

V]

Figure 3: The four building blocks of financial mamagnt

Accounting recordsEvery organization must keep an accurate and complete record of all
financial transactions that take place during the financial year so they can show how funds
have been used. Accounting records include both the physical paperwork (such as receipts
and inwices) and the books of account where the transactions are recorded and summarized.

Financial planningf A y 1 SR

02

Yy 2NHIFIYATFGA2yQa &GN GS3IAO
the cornerstone of any financial management system and play an important role in

monitoring the use of funds. The financial planning process includes building fmmger

plans, suclas a financing strategy, and shorigrm budgets and cash flow forecasts for

projects and programs.

Financial monitoringProviding an organization has kept accurate and timely accounting
records and has set its budgets, it is possible to produce fiabregorts for use by different
stakeholders. For example, budget monitoring reports help managers to monitor the progress
of their projects, and annual financial statements provide accountability to external

stakeholders.

Internal control: Internal contol is a system of common sense controls, checks, and balances
2 YILYylFr3S AyGiSNYyL! ¢
other financial resources.

RSaA3IySR i
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The purpose of internal control is to minimize losses, such as through fitzeft| or
incompetence; and to detect errors and omissions in the accounting records. An effective
AYGSNYyLrt O2yaNRt aeadSy |ftaz2 LINRBGSOGa adlFFFx |

It is important to emphasize that the building blocks are integieded interconnected with
each other. For example:

A There is little point in keeping detailed accounting records if you do not complete
regular internal control routines to identify errors and omissions.

A 1t is not possible to monitor the progress of yquoject compared to the budget if you
do not use a consistent coding structure in your budgeting and financial reporting
systems.

A If internal controls are not in place to prevent the submission of fraudulent invoices,
the accounting records of the projewill not be valid.

A Financial monitoring can also be seen as part of an internal control system, as users of
financial reports can use the information to spot errors or anomalies.

The four buildingblock model provides the framework for the remainiritapters. They are also
dzZASR a GKS ol aira 7F2N al-3sss@ent chekkistty@you SI t G K /
strengthen financial management systeth#ps://www.mango.org.uk/guide/healthchegk

2.5 The finance manual

As we have seen, underpinning all financial management systems are a series of financial policies
and procedures that guide operations and determine how an organization uses and manages its
money. All this information is included in one document: the foemanual.

The manual establishes the framework within which a team manages the finances of a project. It
serves as a reference to avoid misunderstandings and encourage consistency. Once approved,
the manual becomes part of the hierarchy of regulationstthn organization must follow just

as it would be required to follow country legislation, funder regulations, and other organization
policies and procedures.

Page 15
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What is a policy?

A policy sets out principles and guidelines for a key area of tgotiithin an
organization. It answers any questions about how important resourcef are
dza SR C2NJ SEIF YLX S | @OSKAOtS LiqAade gAatt Of
vehicles, how they should be disposed of when no longer needed] and
outlines the rules oprivate use by staff.

Policies are usually written by senior managers and then discussep and
agreed by the board or management team. Once approved, everyone{in an
organization must follow the policy, and failure to do so could resylt in

disciplinary action.

What are procedires?

A policy sets out principles and guidelines for a key area of activity ithin
Procedures describe the steps for carrying out the guidelines in a golicy.
They often include a requirement to complete standard forms, to ggther
data, and ensure corre@uthorization for actions. For example, a vehigles
usage procedure might require the completion of vehicle requisition fgrms
and journey logsheets.

The manual establishes the framework within which a team managdgs the
finances of a project. It serves as a reference to avoid misunderstandings
and encourage consistency. Once approved, the manual becomes part of
the hierarchy of regulations that an orgaation must follow, just as |it
would be required to follow country legislation, funder regulations, fand
other organization policies and procedures.

There is no single template for a finance manual, and yours will depend on the unique needs and
structure of your organization. The following content headings are commonly used for each
section in a typical financial procedures manual. You can use these as the starting point for your
own manual and adapt them to cover the needs and activities of your czgeon.

Page 16

WwWWw.pm4ngos.org



A Accounting rules and routines A Foreign exchange
A Bank and cash handling procedures A Fraud and other irregularities
A Code of conduct A Grant management guidelines
A Coding structures A Insurance
A Delegated authority A Procurement procedures
A Financial planning and budget A staff benefits, allowances, and
management processes expenses
Financial reporting routines A Stock control
Fixed assets A Vehicle management

Your manual may also need to include lkeégments of external financial regulations and other
reference materials such as organization charts, job descriptions, and standard forms/templates.

2.6 Seven principles of financial management

These seven higlevel principles (or guiding rules) set a standard of good practice and provide a
benchmark for assessing your current financial practices. Use them as a checklist to help identify
relative strengths and weaknesses in the financial managerof your own organization.

Consistency

Accountability To help you remember these

Tr‘ansparency principles, a useful mnemonic, CAT

Viabil VISA, is formed using the first letter of
e each principle

|ntegrity

Stewardship

Accounting standards

Figure 4: The seven principles of financial management
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ConsistencyConsistent use of financial policies and procedures are important for efficient and
effective operations. For example, a clear procurement procedure will help staff to follow the
correct process and ensure compliance with funder rules. Consistent useafrdimng codes in
financial records and budgets makes it easy to produce monitoring reports and promotes
transparency (one of the best ways to hide irregularities is to change the way figures are
reported).

Accountability: Accountability is the moral oegjal duty, placed on an individual, group, or
organization to explain how funds, equipment or authority given by a third party, has been used.
All stakeholders, including beneficiaries, have the right to know how financial and other support
has been usedat meet objectives. Organizations have an operational, moral, and legal duty to
explain their decisions and actions, and make their financial reports open to scrutiny.

TransparencyOrganizations must be open about their work, providing information about
activities and plans to all stakeholders. This includes preparing accurate, complete, and timely
financial reports. If an organization is not transparent, it may give the impression they have
something to hide.

Viability: To be financially viable, spendinist be kept in balance with money coming in, both

at the operational and strategic levels. Viability is a measure of financial continuity and security.
Managers should prepare a financing strategy to show how financial obligations will be met and
how they will deliver strategic plan and operational objectives.

Integrity: On a personal level, individuals must operate with honesty and propriety. For example,
managers must lead by example in following organizational policy, or declare personal interests
that might conflict with their official duties. The integrity of financial reports is dependent on
accuracy and completeness of financial records.

Stewardship Financial stewardship involves taking good care of the financial resources that we
areentrustedvk G KX G2 YIS &4dz2NB GKS& IINB dzaSR F2NJ KS
board has overall responsibility for this. In practice, managers and team members achieve good
financial stewardship through strategic planning, assessing financial risks, aimg septt

appropriate systems and controls.

Accounting standardsThe system for keeping accurate financial records and documentation

must observe internationally accepted accounting standards and principles. An accountant from
anywhereintheworldshould® 6t S (2 dzyRSNEGFYR Fy 2NBFYAT I {.
records.
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3. Accounting Records

In this chapter, we explore the first of the four building blocks

financial management: accounting records, to introduce you to { [ o
. . ccounting Financial

process of acounting for projects. records planning

It is not designed to turn you into an accountant, but rather to
LIN2E GARS +y AyairakKd Ayidz2 gKIQ Financial Internal SKAYR (K

. . monitoring control
door so that you understand your role in the accounting process

and can interpret and use finamtireports.

You may find it helpful to refer to the glossary at the end of this guide if you need a definition of
any of the terminology used in the following pages.

By the end of this chapter, you will be able to:

explain why we need to keep accounts and which records to keep.

describe the difference between financial accounting and managemer
accounting.

describe how to sort financial transactions using accourtioges.
outline two different methods used to record financial transactions.
describe the process used to account for cash advances.
RSAONAOGS (GKS Wo ta 2F LINRBOdaNBYS

3.1 Why do we need to keep accounts?

All organizations, whatever their size, need to keep accurate and complete accounting records
for their operations. There are two key reasons for keeping accounts.

Accountability and transparencylt is a legal requirement for all organizations to maintai
record of financial transactions for public scrutiny. Organizations that fail to submit annual
accounts with the relevant regulatory bodies can receive penalties such as fines or even the

withdrawal of their registration.
Equally important for orgnizations in our sector is a moral duty to show how donated funds

KFI3S 0SSy dzaSR (2 TFdzZNIKSNJ GKSANI YAaaAizyd ¢KAa
work. Funding agencies almost always require audited accounts as a condition of grant aid.
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Management information All managers need regular updates to help manage their projects and
programs. This helps them to understand where they are now and help them plan for the future.
Although accounting records provide data on what has happened ipakg when this is

compared to the original plan (i.e. the budget), it provides insight into project performance and
helps to predict future trends and challenges. We will look at financial reports in more detail in
Chapter 5, Financial Monitoring.

3.2 Financial accounting and management accounting

Linked to these two main reasons for keeping accounts are two areas or functions of accounting.

A Financial accountingFinancial accounting is the everyday important work of recording,
classifying, and summiaing financial transactions for an organization. The main
outputs of financial accounting are the annual financial statements: a retrospective
view (showing historical data) that is used for external accountability. These financial
accounts must be accueand upto-date if the second area: management accounting,
is to be undertaken effectively and with minimum effort.

A Management accountingManagement accounting uses the data gathered by the
financial accounting process and analyzes this informatian fg. comparing it to the
budget) for decisionmaking and control purposes. Management accounting is
therefore primarily for internal use and is forwaldoking. The table below summarizes
the main differences between these two branches of accounting.

Table 3 summarizes the main differences between financial accounting and management
accounting.

In this guide, we focus more on management accounting processes because these are critical for
project teams to deliver their objectives. However, it is helpful to understand how financial
accounting works and feeds into the management accounting process.

Page 20
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Table 3: Comparing financial and management accounting

Financial accounting

Management accounting

Process Records, classifiesd reconcileg Analyzes data from the financis
all financial transactions, and | accounts, compares results wit
summarizes transactions for | plans, and provides forecasts
reports

Output Financial statements Management accounts

Purpose/ audience

External accountability

Internal management

Perspective

Backwardooking, objective

Forwardlooking, subjective

Statutory obligation

Yes

No

PM4NGOs

Both the financial accounting and management accounting processes use accounting codes, so
we cover this important area next, as we will refer to them throughout this guide.

3.3 Accounting codes

Every organization needs a list of codes to classifysandfinancial transactions, and to
summarize internal budgets and create financial reports. There is no universal list of accounting
codes, so organizations must create a coding system that suits their operations and reporting

needs. There are two key ciogj tools: the chart of accounts and project cost centers.

The chart of accounts

To run our projects, we need to buy a wide range of goods and services, from paying rent for an
office to the purchase of tools for a garden project. We need to receivesftm@ay for these

FNRY 3INryldaz R2yliA2yax

different types of financial transaction into a series of predetermined descriptive categories or

accounts. These accounts are listed in a cBaft

I 002

OFGS3I2NASac L

dzy ia R2OdzySyi

6AGa

A chart of accounts is one of the most important organizing tools in accounting and financial
management. The coding structure plays a role in all four of the building blocks to:

A

A
A
A

WwWWw.pm4ngos.org

Create management accounts

Classify financial transactions in the financial accounting records

Summarke budgets using standard and consistent descriptions

Check accounting records for consistency and accuracy
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Financial Financial
planning monitoring

( Internal

records L control

Chart of

Accounting 1
)

Accounts

Figure 5. Chart of accounts and the four building blocks

An extract from the chart of accounts document for aadifNGO, the Milestone Technical
CNFAYAY3I LyaidAadadziS 6ac¢¢L0x Aa 2dzit AYSR 0St2¢0
is a table indicating different types of income and expenditure. The columns in this example

include the following informatio.

A Account code A reference number that can be numerical or alphanumerical, applied in
a logical sequence.

A Account name A short descriptive term for the category, this should describe a
resource item (something you can point to) rather than an activity

A Groupheadingg WCIF YAf & 3INRdzLJAQ (GKFd oOoNARy3d G23S0HKS
organizing the schedule of categories and for presenting summarized information in
reports.

A Notes Provides extra guidance on what to use the account for, to ensuresstemsy,
and avoids coding errors in the accounting records.

atecLQa OKINI 2F | O002dzyia 6Ay ¢l ofS n0oO Aa LINRJA
@2dzNJ 2NBFYAT FGA2yQa OKINIG 2F | O02dzyia gAtt KI@
numbers or letters, or a combination of both. It is importantunderstand the logic behind the

chart of accounts and recognize how it is used in financial planning, accounting, and reporting.
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Table 4: The MTTI Chart of Accounts

MTTI- CHART OF ACCOUNTS
Income & Expenditure codes:
Code | Account name Notes
4000 INCOME: FUNDER
4010 DFID For grants received from this funder
4020 Smile Trust For grants received from this funder
4030 Vanguard Society For grants received from this funder
4100 INCOME: GENERAL
4110 Bank Interest Interest received on bank accounts
4120 Donations & fundraising Fundraising activities, miscellaneous donations
4130 Sales {rfSa 2F GNIAySSaqQ 42N
4140 | Training fees [ 2dzNBES LI NIAOALI yGaQ ¢
5000 EXPENDITURE: ADMINISTRATION
5010 Audit & accountancy Audit fees, other accountancy expenses
5020 Bank charges Service fees, interest charged on OD balances
5030 Board meetings Room hire, refreshments, AGM expenses
5040 Stationery Office and photocopier consumables
5050 Publicity Posters, leaflets, advertising training courses
5060 Office rent & utilities Office rent, insurance and utilities
5070 Repairs & renewals Servicing, small equipment, office repairs
5080 Communications Telephone fax, internet, postage, courier
6000 EXPENDITURE: PERSONNEL
6010 Staff training Course fees, meals & accommodation
6020 Recruitment Recruitment advertising, interview expenses
6030 Salaries & benefits Gross salaries, medical aid, pension. Taxes
6040 Travel & subsistence Per diem, meal/overnight allowances, bus fares
7000 EXPENDITURE: VEHICLE RUNNIN
7010 Fuel Petrol, diesel and oil costs
7020 Vehicle insurance /tax Vehicle Insurance premiums and road tax
7030 Vehicle maintenance Service, repairs, tires, spare parts, car wash
7500 EXPENDITURE: PROJECT INPUTS
7510 | Consultants fees DdzSaid aLISF{SNBRQS (NI Ay
7520 Food & accommodation Room hire, food for trainees
7530 Training materials Tools, protective clothing, raw materials
0100 CAPITAL EQUIPMENT
0110 Office Equipment Computers, printers, desks, chairs, etc.
0130 Vehicles Cars, mobile workshop

All program staff with responsibility for managing budgets or implementing project activities
should have a copy of the chart of accounts document for their organization, so that they can

record the correct accounts codes on supporting documentation.

www.pm4ngos.org
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Project cost centers

We use project (or activity) cost centers to separate different activities or functions within the
financial accounts and budgets, for example, a project, a program area, a department, a country
program, a region, or a funding source. Eaost center is given a unique reference or code.

If a program is made up of multiple projects and is supported by different funding agencies, you
need to design a cost center structure that allows you to meet internal and funder reporting
requirements.Some coding structures can therefore be quite sophisticated and are many digits
long.

Example of a cost center structure

The Milestone Technical Training Institute has three program areas: Central Support (i.e.
management, administration, and governanceletalwork Skills, and Building Trades. The
Metalwork Skills Program has two separate projects, a Furniture Design Project, and a Vehicle
Repairs Project.

Their cost center structure and reference codes are as follows:

Cost center code Program/project

01 Central Support

02 Building Trades

03 Metalwork Skills

03-01 Furniture Design Project
03-02 Vehicle Repairs Project

When financial transactions are entered into accounting records, they are categorized as
follows:

A Dby their type of income or expenditure which account code does this belong to?

A by each project, department, or funderwhich project or activity area daeethis
belong to?

By using cost centers as well as account codes, it is easy to extract data for reports at the
required cost center level during the management accounting process. For example, here is a list
of transactions that took place at the Mikesie Technical Training Institute, with both the cost
center code and chart of accounts code added.
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Table 5: MTTI cost center structure and reference codes.

Financial transaction description Cost center codel Account code
Chief Executive salary 01 6030
Program Manager salary (Building Trades) |02 6030
Project Officer salary (Vehicle Repairs Project| 03-02 6030
Office rent 01 5060
Protective clothing for workshop on metalworl] 03 7530
skills

Vanguard Society grant received (Furnit| 03-01 4030
Design Project)

Training fees received for Building Trades 02 4140
workshop

3.4 Which accounting records to keep

Keeping accounts is about finding a way to store financial information so that the organization
can show how it has spent its money and where the funds came from. Accounting records fall
into two main categorieshooks ofaccountandsupporting documents

Books of account

The books of account are used to keep track of all financial transactions. The main books of
account include:

A Cashbook (also known as the bank book or cash analysis book), one for each cash
holding or lank account

Accounts payable and accounts receivable ledgers
General or nominal ledger

Journal register or day book

Salaries or wage records

Assets register

o T o I I I

Stock register.
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While cashbooks are regularly used, not all of the other books of account are required. This will
depend on the size of the organization, the number of transactions, reporting requirements and
the method of accounting used.

Accounting data is now usuakgpt on a computer, either in a spreadsheet format or using one
2F GKS YIlye | 002dzyiAy3a a2Fi6l NB LINPINI YA | O Af
The data for the books of account come from supporting documents.

Supporting documents

Supporing documents are the original paper records generated when an organization makes
financial transactions, pays for goods or services, or receives income. These paper documents
show all the details about the transaction, such as the date, what it waswndlue of the

item, who was involved in the transaction, etc. Supporting documents are usually in paper form,
but electronic supporting documents are becoming increasingly common. Information is
transferred from the supporting documents and recordedtie televant books of account.

Supporting documents should provide information and evidence to answer the following
guestions about a transaction.

When?
How much?
What?
Who?
Why?

To To To To To

It is important to remember one very simple rule about supporting documents:

Every financial transaction MUST be supported by at least one valid supporting
document as they provide evidence that the transaction took place.

However, sometimes it is not possible to get a receipt from a vendor, especially for smaller

purchases, such as buying food for a meeting at a market stall. In that case, an organization

needs an internal receipting mechanism to create a valid receiptallystnis will take the form

2F NBV@SA B Q R20dzYSyd ¢KSNB GKS GNI'yalrOdAazy RS
parties (payer and receiver). This document will have a standard format and may be in the form

of a carbon copy book.

It is best practie to obtain receipts from people your organization pays money to, and in
general, the use of setkceipts should be kept to a minimum. Internal or selteipts should
only be used for small cash payments in circumstances where there is no other alternat

Some funders will not accept internal or sedteipts. It is important for program staff to be
aware of the rules of the funder for their project on using internal receipts. An organization
should provide a format for a sealéceipt and explain wén it can be used in the finance manual.
This ensures consistency and will minimize challenges on the use of internal receipts from
external auditors.
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What makes a VALID cash receipt?
An original document (not a photocopy)
Dated
On official stationery and/or

Stamped and/or

Do o Do D Do

Signed by at least one party to the transaction

Why are supporting documents so important?

Supporting documents are important for many reasons and that is why we must all make a big
effort to obtain valid receipts when we implement projects.

A They are used in the financial accounting process to record details of the transaction in
the books of acount.

A They are required for the external audit process to prove that the transactions took
place as described in the accounting records.

A They provide protection to the project staff handling money. Mislaid or incomplete
records can result in suspiciaf mismanagement of funds.

Types of supporting documents

The most important supporting documents are the source documents, which are those that
originate when the transaction takes place, such as a vendor invoice or a cash register receipt.
There are also many other useful secondary documents that support&hnesaction process, for
example, standard forms created by the organization to capture authorizing signatures and
accounting codes. See Table 6 for the documents that are most often used in projects.

How long do we keep supporting documents?

All supporing documents must be filed and kept in a safe place so that they are available for
crossreference and audit. It is important to mark invoices as paid to prevent fraudulent reuse.

Each country will have regulations about how long organizations mustdwgipal supporting
documents. Typically, it is for the current year plus the previous five years. Funders also include
rules about retaining receipts in their grant contracts, which may be different from the local
regulations.
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Table 6: Supporting dcuments that are most commonly used in projects.

Document description Source Secondary
document | document

Cash receipt/voucher for money received

Cash receipt/voucher for money paid out

Vendor invoice/bill

Banking slip for cash paid to bank

Bank statement

Journal voucher (for adjustments)

Payment voucher (PV)

Purchase order (PO)

Staff expenses claim form

Goods received note (GRN)

3.5 The financial accounting process

As we have seen, financial accounting is about recording all the financial transactions that occur
on a dayto-day basis. There are many different types of transactions that will need to be
tracked and recorded, such aspect materials, staff salaries, money received from funders,

and many more. These transactions are documented in source documents and entered into the
books of original entry, which are, in turn, rolled up into the general ledger. The diagram below
shows how the accounting records fit together.

Source Books of
documents original entry
Cash receipts
= Petty Cash
Book
’_I:
Receipts for money | [
paid or received __\.

L Cash (Bank) Book
Banking slips & TRIAL

bank statement | | BALANCE
— General
Ledger
Invoices
Other Ledgers
— and Day Books

Journal
Vouchers —

Figure 6: How the accounting records fit together
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There are two different approaches to account for financial transactions, either on a cash or
accruals basis. It is not necessary for program staff to khevtechnical details of these two
accounting methods but it is important to be aware of the terminology used by each process and
the different financial information they produce.

The key difference between cash accounting and accruals accounting is théydeal with
the timing of cash and credit transactions.

7

/' FAaK YR ONBRAG GNIlyalOUuAz2yayYy ¢KIFIGiQa (KS R
The only difference between cash and credit transactions is the timing of the payment.

A Cash transactionThere is no time delay because the deal and exchange of money take
LX I OS G GKS &FYS GAYST F2NJ SEFYLX S&E o6d@AY:
with cash.

A Credit transaction There is a time delay between the receipt of goods or services and
LI 8YSyids F2NJSEFYLI ST &A3IyAy3d F2NI ol 3a 2F C
or with an organizational credit facility. The actual payment wilbfo later when the
0dzA f RSNRA YSNDKIyYyld aSyRa |y Ay@2A0S F2NJ I ff

WHEN was it paid not HOW was it paid

A cash transaction is a payment that is settled immediately (using physical money, a check, or a
debit/credit card).

Payment for a credit transaction is settled at a later date once an invoice for the transaction has
been issued (again using physical money, a check, or a debit/credit card).

A note on norRcash transactions

Some financial transactions involve no physicahaxge of cash, having no effect on the inflows
l'yR 2dziTt26a 2F Ol aKZ odzi GKSe& O2dzZ R KIF@S +y A
position. For example:

A In-kind donationsof a significant value, such as a donated vehicle, or rice for distributio
to beneficiaries during a humanitarian response. For completeness in the accounting
records, the transaction is recorded to recognize the value of the donation akiddn
goods.

A The cost of depreciationf valuable property or equipment (fixed asse@gpreciation
is the internal accounting mechanism used to calculate and record the loss of value of
fixed assets over their useful life.
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Cashbased accounting system

This is the simplest way to keep accounting records and does not require advanceedymiakk

skills. The main features are:
¢CKS YIFIAY 06221 2F | 002dzyi Aa

book).

OFtt SR

LYyO2YAy3a OlFlakK Aa OFfftSR I WNBOSALNWQ
Transactions are recorded in the cashbook on the date they happen.

when the payment is made.
This system cannot record necash transactions because there is no physical cash
transaction.
When summarized, these records produce a receipts and payments report for a given
period. This simply shows the movement of cash in and out of an organizatien und
different categories (accounts) and the cash available at the start and end of the
reporting period. It does not show the value of the resources owned by the
organization (assets) and the amounts owed to other parties (liabilities).

A
A
A
A There is no record yet of outstanding credit transactions; these only get accounted for
A
A

PM4NGOs
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The table below ian example of a receipts and payments report for MTTI. Note the use of the

chart of accounts codes and account names to summarize the report.

Table 7: MTTI receipts and payments report

Milestone Technical Training Institute (MT THgceipts and Payments
Report 1 January to 31 December <Year 8>
Opening balance 1 January <Year 8> 2,880
RECEIPTS 48,000
4010 DFID grant
4020 Smile Trust grant 43,000
4110 Bank interest 832
4120 Donations & fundraising 750
4130 Sales 11,406
4140 Training fees 13,540
Total Receipts 117,528
PAYMENTS
5000 Administration & office equipment Personne 28,409
6000 46,580
7000 Vehicle running 14,886
7500 Project inputs 20,588
0100 Equipment 1,850
Total Payments (112,313)
Closing balance 31 December <Year 8> 8,095

WwWWw.pm4ngos.org
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Accrualsbased accounting system

This is a more sophisticated and comprehensive approach to accounting that requires a higher
level of bookkeeping skills. The main features are:

A It uses doubleentry bookkeeping, which recognizes that there are always sigles to
every transaction: the giver and the receiver. The dual aspects of each transaction are
referred to as debits and credits.

A The main book of account is the general ledger (backed up by other ledgers, such as
accounts payable and accounts recdilea as well as cashbook data).

A The terminology used for incoming and outgoing transactions is income and
expenditure.

A Income is recorded when it is earned or due, rather than when the cash is received.
Expenditures are recorded as they are incurred, rather than when the invoice is paid.
This overcomes the problem of time delays with credit transactions.

A The system canehl with all types of transactions, including Reash transactions.

A Adjustments are included in the accounts, which compensate for the timing delays
caused by credit transactions. These adjustments are called accruals (which is how this
accounting methodets its name).

A By recognizing financial commitments when they occur, not when they are paid or
received, the system automatically builds intgpdate information on the
2NBFYATFGA2yQa aasSia FyR tAFOAfAGASAD

This process produces a more comprehensi¥e O dzNB 2 F 'y 2NBFYAT F §A 2y Q:
reports produced from a general ledger are described as the financial statements. Financial

statements usually include information on the previous year and are required in all countries

applying Internabnal Financial Reporting Standards (almost all the countries where

development practitioners and humanitarians work).

Financial statements include:

A A balance sheet reportor the statement of financial position) that shows the value of
assets and liabiles on the last day of the reporting period, which is what the
organization is worth on that day.

A A statement of income and expendituréor statement of activities) showing all income
and expenditure during the reporting period, and the outcome forykar (a surplus
or a deficit). In some countries this is also known as: statement of financial activities,
statement of financial performance. statement of comprehensive income or income
statement. All show the same overall information for an organization.

Page3 1
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The two tables below are examples of a balance sheet and a statement of income and
expenditure for the Milestone Technical Training Institute.

Table 8: Example balance sheet

Milestone Technical Training Institute (MTTI)
Balance Sheet as at 31 December <Year 8>

<Year 8> <Year 8> <Year 7>
$ $ $
Fixed Assets
Tangible Assets 112,091 122,696
Current Assets
Cash at bank and in hand 8,095 2 880
Grants Receivable 10,000 5’ 000
Debtors 2,459 1’000
20,554 8,880
Current Liabilitiespayable within 12 months
Creditors and accruals (3,262) (2,664)
Net Current Assets 17,292 6,216
Net Assets 129,383 128,912
Represented by:
FUNDS
General Purposes Fund 13,292 6,216
Designated Fund Equipment Replacement 4,000 -
Designated Fund Fixed Assets 112,091 122,696
Total Funds 129,383 128,912
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Table 9: MTTI statement of income & expenditure

Milestone Technical Training Institute (MTTI)

Statement of Income & Expenditure
For the year ended 31 December <Year 8>

o

PM4NGOs

<Year 8> <Year 7>
$ $
INCOME:
Funder Income:
-DFID 48,000
- SMILE Trust 48,000 45,000
45,000
Other Income:
Training Fees 14,640 12,250
- Sales 11,765 6,768
- Donations & Fundraising 6,750 6,600
- Bank Interest 832 698
Total Income 129,987 116,316
EXPENDITURE:
Personnel costs 52,580 48,780
Administration 28,207 23,119
Project inputs 20,588 18,743
Vehicle running 15,686 12,670
Depreciation
12,455 13,633
Total Expenditure 129,516 116,945
Surplus/(Deficit) for the year 471 (629)

A footnote on accounting methods

Many smaller organizations cannot afford to employ qualified accountants and therefore adopt

I GBF8FK2dzaS¢ | LIINRI OK (2 | O002dzyiAy3ad ¢KSe& dza$s
the year (which requires basic boadping skills) and then, with the help of an external

accounting firm, convert the cadtased figures to an accruals basis at the yezad for the

annual accounts and audit.

This is what MTTI has done, hence being able to update the receipts and payment report to the
full financial statements shown above. This process requires identifying certain adjusting items

WwWWw.pm4ngos.org
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at the yearend, such as expenditure accruals and prepayments ¢gamples below), unspent
grants or grant received early, and significant equipment purchases during the year.

Example of an expense accrual

An electricity bill covering the last month of the financial year is not received until four weeks
after the yearend. Even though the payment will be made during the new financial year, the
expenditure must be recorded in the financial year that the electricity was consumed. It shows
up as a liability (amount owed) on the balance sheet.

Example of a prepayment

Office rent is paid six months in advance. The rent is paid three months before the end of the

financial year. Half of the payment covers the first quarter of the new financial year. At the
8SIFNBYR: (KS (GKNBS Y2yiKaQediBrytheofilefe® T2 NJ G KS y
expenditure account for the current year. It is carried forward to the office rent expenditure
account for the next financial yeati KS LISNA 2R 6KAOK (G(KS NBy
shows up as a prepayment on the asskst in the balance sheet.

NBEt I G ¢

Example of an income accrual

I Fdzy RSNR& FAYyFE ANI YOG LI&YSyd F2NIF LINR2SO0 A
current financial year. As the grant is to cover project expenses already made during this year, it

is shown as income in the income and expenditure stateinfier the current year, and as a

current asset (grant receivable) in the balance sheet at the-gadr

Summary of cash vs. accruals

The table below summarizes the differences between dzmded and accrualsased
accounting.

Table 10: Casbased and acrualsbased accounting
CASH

ACCRUALS

Skill level

Basic bookkeeping

Advanced bookkeeping

Transaction types

Cash only

Cash and credit

accounted for

Terminology Receipts and payments | Income and expenditure
Main book of account Cashbook General ledger
Non-cash transactions No Yes
Accounting system Single entry Double entry
Assets and liabilities No Yes

Reports produced

Receipts & payments repo

Income & expenditure
report with balance sheet

WwWWw.pm4ngos.org
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3.6 Cash advances

It is common practice to give project staff a cash advance (or cash float) to make cash purchases
when implementing projects, especially for trips to the field to cover expenses sutielaper

diem, accommodation, and meeting expenses. If you are given a cash advance, you must be
ready to account for every cent of it. That means:

A keeping an itemized record of every transaction, such as on a staff expenses claim form
designed for thapurpose,

A providing a supporting document for every item purchased, and

A returning any unspent cash.

Cash advances should be accounted for as soon as possible after a field trip, or at least once a
month, so that the expenses can be included in the project accounts as soon as possible.

Cash imprest system

One of the best ways to manage and account taff€ash advances is to use the fixed float or
AYLINBalG aeaidsSyo LG 62Nyl & tA1S GKAAY @2dz I NB 3IA
and when the time comes to account for the cash advance, you perform a simple reconciliation:

A Add up the toal value of the receipts for payments made (Total A).

A Count the cash remaining (Total B).

A Add Total A and Total B together and the result should be the same as the original cash
advance (the$500 you started with).

A If the total does not add up to the gjinal cash float amount, then there is either some
cash or a receipt missing, which must be accounted for.

Here is a worked example:

Value of receipts for cash spent 346.75 Total A
Remaining cash counted 153.25 Total B
TOTAL FLOAT 500.00 A+B

The impressystem ensures that every cent is accounted for and makes reconciliation and
reimbursement a simple process. This system is often used for managing the petty cash box in
an office, which is used to pay for small cash expenditure.
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3.7 The 3 Ps of praurement

Most financial transactions take place when we purchase goods and services to implement our
projects and programs. We therefore need to be organized about the procurement process to
ensure efficient, effective, and economic use of resources.

There are three key aspects of procurement, the 3 Ps: Process, People and Paperwork.

Process

The procurement process describes the steps and rules that need to be followed to order,
receive, and pay for goods and services. The process itself will varpifgamization to

organization, and for different types of purchase. The higher the value, the more steps we need
to follow.

We would use a different process to purchase small items of stationery than if buying a vehicle,
for example. For larger value itegnghere the risk is higher, it is normal to obtain two or three
guotations from suppliers to find the best deal.

See the flow diagram below (Figure 7) for an example of a procurement process.

People

The procurement process involves a range of people intiate and/or authorize each stage of

the process. The higher the value and risk involved, the more people should be involved to
protect the process from fraudulent activity. For example, if purchasing a high value item such as
a vehicle, it is usual timclude a purchasing panel (purchase committee) to ensure objective
supplier selection.

The procurement process is built on the principle of separation (or segregation) of duties, and
applies formal delegated authority rules, to ensure proper contrchridly out responsibility
between different people, and incorporating a range of checks, protects those involved and
minimizes the opportunity for fraud or collusion with suppliers.

The procurement process also builds in checks by line managers to ehatitbd rules of
delegated authority are followed by those that they manage, e.g. checking that a project officer
has not exceeded their authorized limits when ordering goods or services.

Paperwork

As you can see from the flow diagram below, each stdgleoprocess generates paperwork
and supporting documentation, such as purchase requisitions, purchase orders, quotations,
invoices, and payment vouchers. All the documentation should be filed together for each
transaction and for reference and audit puges.
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Steps in the procurement process

Each organization will design a procurement procedure to suit their own operations. The flow
diagram below describes steps involved when purchasing higher value items with a supplier
account (and where the cash accounting system is in use).

Prepare Prepare Check &
specification, Purchase |::> authorize [::> Obtain I
check budget Requisition requisition quotations

Receive Issue
oods <:| Purchase Select supplier
g Order (Purchasing panel)
Receive & Prepare & ;
check authorize Pa)i,nil:)?f ;'er Enter
invoice Payment paymentin
Voucher* cashbook*

[*assumes cash accounting system used]

Figure 7: Flow chart of the procurement process

Table 11: Detailed steps in the procurement process
PROCES{ PEOPLE PAPERWORK

1. Prepare specification, check budget

Specify the standard, quantity and price of| Budget holder or Budget

goods or services required, as described il authorizedproject Specification note
activity plans. Check how much is availabl( gtaff
the budget for the item in case the price he
changed since the budget was first prepart

2. Prepare purchase requisition

Prepare formal request to purchase the Budget holder or Purchase Requisition
goods or services specified in Step 1, Authorized project | form

including a detailed description and why it | staff

required.
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PEOPLE

PAPERWORK

3. Check and authorize purchase requisitic

To verify that there is a genuine reason for
the purchase (and budget available for hig
value items)

Budget holder or

Other authorized
person

Purchase Requisition
form

4. Obtain quotations

In line with internal procedures and funder
rules, request price quotations from
reputable independent suppliers to ensure
best value for money and minimize the risk
collusion.

Logistician or
Other authorized
person

Supplier quotations /
terms of bugness

5. Select supplier

Review quotations and select supplier bas
2y LINAROS> ljdzZ fAGex
artsSaqQ G4SNyxya (2 Sya
high value contracts a Purchasing Panel (e
small group of managers) will select the
supplier.

Budget holder or

Other auhorized
person or
Purchasing panel

Supplier quotations/
terms of business

Supplier assessment
form

6. Issue Purchase Order (PO)

Send authorized PO to selected supplier a
FTAES + O02Lk 6AGK (K
This is a legally binding contract.

Budget holder or

Other authorized
person

Purchase Order

Selected supplier
quotation

7. Receive goods from supplier

On delivery, sign Goods Received Note to
confirm receipt. Check details and file with
PO.

Authorized project
staff or Logistician
or

Other authorized
person

Goods Received Not
(GRN)

Purchase Order

8. Receive and check invoice

Check the invoice and payment terms, an
match up with associated paperwork

Finance staff*

Supplier invoice
Supplier quotation

PO /GRN
9. Prepare and authorize payment authorit]
a) Prepare Payment Authority form and a)Finance staff* Payment Authority
attach all supporting documents and origin b) Budgetholder or / form
invoice. and other authorized| All supporting
b) Check details, add cost center and acco person (or as documents

codes, then authorize payment.

specified in delegatec
authority rules)

Www.pm4ngos.org
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PROCESS PEOPLE PAPERWORK
10. Pay supplier invoice
Pay supplier as specified by the payment | Finance staff* Payment Authority
terms, usually within 30 days. Stamp invoit form
a4 WLIARQ YR y208 All supporting
on Payment Authority form. documents

11. Enter payment into cashbook

The final stage is to record the payment in| Finance staff*
GKS 2NHFNIYATFGA2Y Q&

*It is common to separate these duties between different finance team members to strengthen
the process andhinimize opportunity for collusion and fraud.
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4. Financial Planning

The second of the four building blocks, financial planning, lies af Accounting | | Financial
the heart of effective financial management as it helps planning
organizations to achieve both their longerm strategic goals and

. H 3 H Financial Internal
shorter-term project olectives. monltoring | control

By the end of this chapter, you will be able to:

describe how the financial planning process works in programs.
describe different budget formats.

describe the three main types of budgets.

explain how to create an activilyased budget using a budget workshee
explain why it is important to budget for central support costs.
RS&AONAOGS UGKS Wo ta 2F LINRPODZNBYS

4.1 Financial planning in programs

Financial planning lies at the heart of effective financial management and is essential for
achieving successful program outcomes. The starting point is clear program objectives and
activity plans.

GLFT @& 2dz R2e/yularepoing thengdd Sréldure to end up somewhere
St avauk fwain

There are two key aspects to financial planning for successful programs:

A Strategic planningA longterm view to ensure the financial continuity and security of
alloperations. It 2+ f A& (2 | OKAS@GS 'y 2NHFIYAIIFIGAZ2YQ
the future. This is a key concern of senior managers and board (trustees), and is

captured in a financing strategy and associated policies.
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A Operational planningA shortterm view aimed at effective program implementation.
This includes preparing program budgets and forecasts (based on specific and
measurable activity plans), and ietfocus for this chapter.

Using budgets in programs

A budget describes an amount of money that an organization plans tq raise
and spend for a set purpose over a given period of time.

A budget is important at every stage of the project financial mareagd cycle.

A Planning Budgets are used to build an accurate picture of what an organization or a
new project will cost to run and to help raise funds.

A Organizing When spending money and recording it in the accounts, we use the
budgets and the associatewdes to organize the costs in our books of account.

A Monitoring: Budgets help us to assess the performance compared to the plan. It helps
G2 FTYa6SNI GKS ljdzSaidAaz2ys alla GKS LINR2SO0 |

A Controlling When used for evaluativpand learning, budgets help us monitor the use of
financial and other resources, ensuring that they are used efficiently and effectively.

Who is involved in the budgeting process?
The budgeting process involves a range of people, each with a specific role to play, including

organizing the process, providing information, writing budgets, and checking and approving
budgets. See the table below for a summary of who does what in thgddird) process.

Table 12: The budgeting process: Who does what?

Role Activity Notes

Board Discuss and approve the annu
budget (for all programs and
operations).

The budget represents a keplicy
document for an organization anc
sets limits to authority. Therefore, it
must be approved by the board
which is ultimately accountable fo
GKS 2NBFYATIFGAZ2Y
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Role

Activity

Notes

Chief executive
(CEO)

Oversee the annual budgeting
process.

The CEO may choose to delegate
coordination of the budgeting
process, e.g. to the finance managet
odzi  AdG0 A& GKS /9
happens and on time.

Senior managers

Set budget guidelines and
assumptionse.g. timetable,
inflation rate, salary scales.

They need to give clear direction an
advice as needed to those who ar
developing budgets to ensure
consistency and timely completion.

Program team

Produce detailed budgets for
their activities/projects.

The program team is in the best
position to produce accurate and
complete budgets for the activities
they work on.

Finance team

Support the budgeting process
e.g. provide data on previous
activities, advise on pricing,
summarize and consolidate

budgets.

The finance team provides important
technical support and information for
the budgeting process but it is not
their job to write project budgets.

In addition, external stakeholders also rely on the budget to understand the work of the
organization or project.

PM4NGOs

A Fundersrequire budgets to see how an organization intends to spend its grants and to
monitor progress of funded programs.

A Community partnes use budgets to see how organizations plan to spend money on

community projects.

As far as possible, team members who have responsibility for using project budgets should be
involved in writing them. ThisO | £ f SR -dAL&2 0 LAINER I O Ko poduceYagctide f A 1 St
and wellmanaged budgets, because not only do program staff know what their projects need,
they will feel greater ownership of budgets that they have been involved in creating.

Preparing budgets: two approaches

There are two main appaxhes to creating budgets: incremental and zbesed (including
activity-based) budgeting.

Www.pm4ngos.org
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Table 13: Incremental vs. zeflsased budgeting approaches

Feature Incremental budgeting Zero-based budgeting

Most suitable for A Projects where activity and |A New and oneoff projects, or
resource levels change little those that experience a lot o
from year to year change year on year

How it works A The new budget is based on|A  Starts with a clean sheet (a
0KS LINBJA 2 dza Wi SN2 o6l asSQo
sometimes budgeted, figureg budget according to planned
with an allowance for activities and targets.

inflation and known changes A

. The resources are listed,
activity levels

guantified and individually

costed
Advantages A Relatively simple and quick f A Generally more accurate Cof
create are easy to justify

A Easy to update with new
information

A Favored by many funders

Disadvantages A Risks carrying over historical A Takes more time to comp
errors Difficult to justify the
figures as the original
calculations may no longer b
available

A Reduces innovation by
encouraging teams to deploy
the same plan and resourceg
year after year

As this table shows, the zetmased approach is most suitable for project budgets, especially in
the activitybased budget format. This is covered in detail later in this chapter.

Supplyor demandled budgeting?

Whatever approach you use to set projéxtdgets, it can be tempting to make a project budget

fit a specific pot of money. But it is important to work out the true costs of running a project (i.e.
what the project demands) before you look at possible funding options and to not be influenced
by the supply of funds.

Supplyled budgeting often results in inaccurate budgets. Critical costs can be both-wamder
overestimated to make a project fit a specific pot of money. This practice can lead to problems
during the project implementation phase aeduld have a negative impact on funder
relationships.
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A wellconstructed budget with clear and justified costs will enhance your fundraising plans and
be welcomed by potential funding partners.

4.2 Different forms and types of budgets

As there are a wide range of users and uses for budgets, it is not surprising that they come in
YIye RAFFSNBY(O F2NXIFGas 6A0K RAFTFSNBY(d AyTF2N¥YI
0KAY 3 Isigefitb-af d ZYy $ dzRIAS G @

The table below highlights some the main differences in content and layout that you are likely to
encounter in program budgets.

Table 14: Different content and layout of budget

Activity level Budgets can be prepared for one activity arear@ject (several activity
areas), a program (several projects), or the whole organization. (Se¢
Figure 8.)

Budget detail Some users require very detailed budgets (to show how each line i:

calculated), such as a budget that accompanies a funding prbposa
Other users, such as board members or senior managers, prefer t
see a summarized version of the budget.

Layout Most organizations use a standard format to present internal budg
which will be consistent with the codes and budget descriptions in tl
chart of accounts (see Chapter 3). Funders usually have their own bt
template, using different account codesid budget descriptions, whic|
must be used when applying for funds.

Time frame A budget always covers a specific time period related to each activit
Budgets typically cover one financial yéat they can be prepared for,
or broken down into, any period of time: one day, one week, one mc
one quarter, or multiple years, depending on the activity or project tt
budget is for. Budgets used for project monitoring are usually broker
down into nonthly or quarterly phases.

Currency Budgets can be prepared in any currency, depending on

requirements of the project, funder, or Head Office. They may incl
more than one currencgd dzOK & GKS 2NAI yAT |
G§KS Tdzy RSND& 2LISNI GAy3a OdzNNBy O
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Budget hierarchy

The diagram below shows a budget hierarchy for a small organization. The lower level project
budgets are summarized (known as consolidation) into the program budget, and program
budgets are in turn consolidated into a master, organizatiede budget.

ssazoad uonepg|osuo:>

| . | e |

Project B1| | Project B2 | Project B3
budget budget budget

[ Project A1 l Project A2

{HR/Admin

{ Finance

budget budget

Figure 8: Budget hierarchy

In addition to the range of different budget formats, there are three main types of budget.

A The income and expenditure budget
A The capital budget
A The cash flow forecast (or cash budget).

Income and expenditure budget

This is the budget that you will be most familiar with as it is widely used in project management.
Table 15 summarizes its main features.

Table 15: Income and expenditure budget tdds

What is it? A budget that shows the estimated costs of running an activit
project, or entire organization, and where the funds will com
from to cover the costs for a specified period of time.

What is its purpose? To summarize income and expenditure information and show |
overall position or status of the budget (surplus, deficit,
balanced), which aids project fundraising and monitoring.
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How is it compiled? An income and expenditure budget can be createdgigither
of the two main approaches for budgeting, incremental or
zerobased budgeting, but for projects, zdrased is
recommended.

Why is it important for | Income and expenditure budgets are important for fundraising
at the planning stage of the projelife cycle so that sufficient

project planning? funds can be secured to fulfill its objectives. Duril
implementation, budgets are broken down into shorter tim
periods (phases), e.g. by month or quarterar, so that income
targets and limits on speling are clear. At the review stage, th
phased budget is used to monitor project performance to date

¢KS woz2iid2Y tAySQ

An income and expenditure budget will present with one of three possible outcomes or statuses:
A Balanced budget where income equals expenditure
A Deficit budget- where income is less than expenditure
A Surplus budget where income is more than expenditur

CKA&E Aa 2F0Sy NBFSNNBR G2 Fa GKS wozid2yY tAySQ
which usually appears at the bottom of a budgete. the difference between income and
expenditure plans.

Expensenly budgets

Some organization@g international NGOs with country programs) manage their projects using
an expense®nly budget format, and do not include a section for income in their budgets. When
using an expensesnly budget, the total budget of a project is based on an amount@nized

by the head office for the project. This authorized total corresponds to the income section of an
income and expenditure budget.

Table 16 below, gives a simple illustration of an income and expenditure budget for the
Milestone Technical Trainingdtitute (MTTI). Some things to look for:

A The budget is for a 2Bonth period for the whole organization.

A ¢KS | 002dzyi O2RS&a I'yR RSAONALIIA2YyA | NB ARS)
Accounts (Table 4). This makes it easy to compare the budgetualgperformance
when the program is up and running.

A The bottom line shows that this is a surplus budget as there is a small excess of planned
income over planned expenditure.

A This budget is in a (relatively) detailed format. It could also be summarized so that it
just shows the costs suiptaled by familygroup: Funder and General Income, and
Admin, Personnel, Vehicle running, etc.
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