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FINANCIAL BASICS

Members of neighbourhood house’s Board of Governance are often drawn from a broad range of experience. For many individuals, joining a neighbourhood house Board of Governance may be their first experience of governance and fiduciary duty. This document has been developed to support people who are new to the world of financial management. 
Board Member Responsibilities
Every Board member has a responsibility to ensure that our neighbourhood house is financially sound. This is determined by:
· ACNC regulates charities and sets ‘Duty of Care’ rules
· The Incorporated Association Act (2012)
· Duty of care at the Common Law level
· Responsibilities of all entities that register to report tax items with the ATO
· Other professional bodies or associations which require financial compliance for membership, funding etc.  
The three key aspect of this are:
· The organisation is solvent – there is enough income to meet the expenses
· The organisation is monitored – expenditure is planned and scrutinised regularly
· The organisation is protected – the processes related to managing funds are transparent and accountable
The key people involved in this are the:
· Treasurer – ideally somebody trained in financial management, able to keep a close eye on the figures and report what they mean
· Manager – oversees incoming and outgoing moneys and the procedures and policies to protect these
· Bookkeeper – the person who actually performs payments and accounts for moneys received as well as documenting these in the organisations accounts. 
However, every Board member has fiduciary duty that is, ensuring the organisations finances are well managed and viable. In order to achieve this the following must be maintained:
1. Annual Budget – your plan to stay on track
This is probably the least understood but most important and useful tool available to an organisation. An annual budget, updated either monthly or quarterly, can serve as a dynamic decision-making tool, allowing adjustments for the next period based on actual events. By updating the budget monthly with actual results, you can propose changes based on evolving needs and circumstances.
The Annual Budget is a list of banked funds, income sources, and anticipated expenses created before the beginning of each financial year. It should be drafted using information from the previous year and account for annual increases, such as in wages. The budget should demonstrate that the year's expenses will be within the organisation's available funds:
· To make a profit, expenses must be less than income.
· Operating at a loss means expenses exceed income.
· Operating at a loss is acceptable when the organisation has reserved savings to cover the deficit.
	What to check:
	Yes
	No

	Does your budget outline a loss or profit for the current financial year?
	
	

	If a loss is planned can you see what this is for and support this decision?
	
	

	Is there a margin of error should the expenses be greater than planned? In short – can you look after your staff and pay your bills?
	
	



The budget must be approved by the Board one month prior to beginning of the financial year. 
2. Monthly Financial Reports - Profit and Loss Statement & Balance Sheet.  
Reporting against the budget is usually made on a monthly basis. Most Report Sheets look fairly similar once you get used to reading them, but if you are ever unsure always ask to have the sheet explained.
Profit and Loss – measures performance
· Should show the actual Surplus and Deficit for the month so you can see whether a profit or loss was made for the month. Every organisations has ebbs and flows – monitor losses, but don’t panic
	What to check:
	Yes
	No

	A deficit loss is not necessarily a cause for concern – was it anticipated?
	
	

	Have there been consistent deficits losses over previous months?
	
	



· Should show you the year to date budget and actual figures, so you can see whether the organisation is running ahead or behind on the expenditure. 
	What to check:
	Yes
	No

	If the organisation is spending more than expected do you know why? 
(it may be a large grant was successful or there has been some unexpected expenses?)
	
	

	If the organisation is running behind is there enough resources are available to achieve the goals of the organisation?
(for example a position might be vacant, is recruitment underway? If not, why?)
	
	



· Should show the profit and loss for each separate grant/ program/ project. If the grant has a Net Profit (last line), check whether the project has been acquitted (meaning the final financial and activity report has been sent into the funding body and that have approved the results). If the project is not completed these funds are likely to be expended as required by the funding body- check they are listed on the Balance Sheet as Current Liability.  
	What to check:
	Yes
	No

	Are individual jobs on track?
	
	

	Clarify whether unspent funds/ profit can be kept or must be returned?
	
	

	Will unexpended funds be sufficient to complete the project? 
	
	

	If extra funds will be required- if not- what is the plan to cover these expenses?
	
	



Are key in-kind contributions recorded- where good or services are offered at a significantly reduced rate or by donation?  These should be included in the income (estimating is fine) and offset by the same amount the expenses. Recording these contributions won’t change the dollar value at the end of the day, but it will change the ratio of funding received and possibly improve your GST – free supply of goods and services. Be aware that accounting for in-kind contributions may have the impact of inflating your financials, pushing them into a dr=different reporting bracket for the ACNC, leading to mandatory auditing, etc. 
Balance Sheet – shows how financially sound you are
Lists your Assets:
· Current Assets: bank balances, how much people owe the organisation, sales
· Non-Current Assets: equipment, vehicles
Lists your Liabilities:
· Current Liabilities: how much the organisation owes others, loan repayments within 12 months, amounts set aside for staff leave
· Non- Current Liabilities: provisions for long service leave, loan repayments beyond 12 months
Lists your Equity and Net Assets (these should be the same):
· the difference between the value of all your assets and all your liabilities
	What to check:
	Yes
	No

	Does the Total Assets exceed the Total Liabilities? 
	
	

	By how much? (If they don’t the organisation is in trouble.)
	
	



Check that the Current Year Earnings figure is the same as the Net Profit for the period in the Profit and Loss Statement. If these are not the same ask why not- they may have been reported on different days, or there may be some investigation required. 
	What to check:
	Yes
	No

	Have the bank accounts been reconciled? Are there any outstanding deposits?
	
	

	Are there any outstanding payments to be made? What is the hold up?
	
	

	Are the employee superannuation’s up to date? These should be paid monthly.
	
	

	Are the annual leave entitlements being accrued on a weekly or fortnightly basis? Is the recorded liability for these correct?
	
	

	What about the long service leave? Is anybody eligible for long service leave?
	
	

	Is unexpended grant funding on the Profit and Loss recorded as a liability on the Balance Sheet? These are future funds- if you don’t spend them you might be required to give them back. 
	
	

	Where and how are auspiced funds recorded? (this is where you hold funds on behalf of another, usually unincorporated, organisation]. Auspiced funds should always be balance sheet items until the point of expenditure. 
	
	

	Does anything strike you as weird? 
	
	



3. Financial Policies, Procedures and practice
All essential accounting practices are governed by the Australian Accounting Standards Board, a department of Treasury, with minimum requirements applicable to all levels of accounting, including small unincorporated associations. Regardless of the skill level of those recording financial transactions, reporting accountants will always adjust the data to meet these standards. By closely mimicking these standards, significant accounting fees can be saved by reducing the need for accountants to translate information.
While some aspects of financial practice are standardized by law and regulation, others are more organic and fluid. How your organisation manages and tracks its finances will depend on the resources and skills of the people involved. However, any system must be transparent, usable, and open to improvements. The following considerations will help you evaluate whether your financial system is meeting the necessary standards:
	What to check:
	Yes
	No

	Do Board members receive a financial briefing as part of the organisations induction?
	
	

	Is the Board free to discuss the finances with the person who prepares the financial statements in your organisation?
	
	

	Are the reports checked by the manager for consistency before distribution?
	
	

	Do financial reports come in a standard format?
	
	

	Does the Board receive financial reports in advance?
	
	

	Does the Board regularly cross reference the financial statements with the bank account?
	
	

	Is the Board clear on the organisations solvency position?
	
	

	Are exceptional or unusual items bought to your attention in a timely fashion?
	
	

	Is the Annual Budget detailed enough to cover distinct activities within the organisation?
	
	

	Are large projects supported by a detailed budget before approval?
	
	

	Are two or more quotes sought for major expenditure?
	
	

	Does the treasurer discuss the comparison between the actual expenditure and  the budgeted expenditure?
	
	

	Do staff retain records of working papers for expenditure, including approval requests, receipts and invoices?
	
	

	Do you get clear answers to your questions about finances at Board meetings?
	
	

	Does the organisation have a process to review and address financial management risks?
	
	

	Does the organisation have policy and procedure in place to delegate financial authority to the Manager (e.g. how much can they spend before requiring approval)? If so, what is it?
	
	

	Is the organisation aware of regulatory changes which will have an impact on the resources of the house? How are you monitoring these?
	
	

	Are you required to be audited?
	
	

	Is the Board satisfied with the quality and management of financial information? Are improvements required?
	
	



* Adapted from boardconnect.com.au, Fishel, D, The Book of the Board, Federation Press, Sydney, NSW (2003; 3rd edn. 2014), and drawing on resources from:
· Scottish Arts Council publication ‘Care Diligence and Skill’ (now Creative Scotland)
· Diana Borin, Accounting Advisory Service
· Hamish Dooley, Middle Market Advisory
· Brian Tucker, CPA
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