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Welcome
The majority of charities have managed to come through
a tough decade, if not unscathed, certainly unbowed...

but the potential hurdles they face over the next one are
lining up. These include data protection rules, increased
regulation of fundraising, renewed focus on governance
standards and Brexit, to name but a few.
The sector has long proved its resilience and ability to
get the job done on a shoestring. Charities face the
perennial conundrum of needing to spend valuable and
hard won money on what some perceive as unnecessary
administration rather than directly on helping beneficiaries,
even if the former offers a greater chance of the latter
being more effective. Making this case to the public and
government, and being in a position to make financial
decisions more quickly, confidently and correctly, will be
vital for that resilience to continue.
Therefore, charities need to consider whether their finance
function is fit for purpose. Do trustees have the right
information, at the right time, to give their organisation
the edge in the competition for funds? Could organisations
streamline processes and better utilise IT to provide quality
business assistance rather than transactional processes? It
will never be realistic to reduce administration costs to zero
but there are slight changes that can be made to keep them
lower and improve outputs.
Nick Sladden
Head of charities and
independent schools
T 020 3201 8313
nick.sladden@rsmuk.com

As charities have adapted to reducing funding levels and
increasing demand on their services, much of the reduced
expenditure has fallen on the internal costs such as staffing,
IT expenditure etc. However, we are starting to see a focus
on external costs, including the use of external advisers
and consultants. While many will see this as an opportunity
to cut costs, it does come at a time when meeting both
new and continuing challenges requires more external
advice. Whilst it is always worth continually monitoring and
benchmarking professional advisers and suppliers it is also
worth asking the more important question which is, are we
using them in the right way?
A well run and impactful charity will have sound governance.
A high performing finance function is vital in this by giving
both staff and trustees the best tools with which to plan
strategically and ensure their charity meets its objectives and
makes a real difference to those it is charged with assisting.
Our survey results show how the sector is reacting to new
challenges and their thoughts on the future.

Karen Spears
Head of Restructuring Advisory Not For Profit
T 020 3201 8421
karen.spears@rsmuk.com

Marc Mazzucco
Head of Governance Risk and
Compliance Advisory
T 0141 285 3936
marc.mazzucco@rsmuk.com
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Our survey 2017
Our survey was conducted during Autumn 2017. We sought the
views of finance directors, chief executives, and other senior
managers of different sized charities throughout the UK.
Over 100 charities responded to our online survey and the results can be found in this report.
Throughout this report due to rounding and / or questions where more than one answer could
apply, not all percentages will total 100.
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The funding scene
Key findings:

46 per cent of
respondents have enjoyed
an increase in donations
over the last 12 months

Recruiting staff with the
correct skill levels is a
challenge for 41 per cent,
up from 33 per cent in 2015

11 per cent of respondents
do not offer a pension
provision, despite
compulsory autoenrolment responsibilities

Increased competition for
funding was a significant
challenge in how funding
is obtained over the last
year for 60 per cent of
respondents

Funding and functionality: the ongoing challenges of charity finance

Funding for charities will always be a significant challenge,
often due to factors outside of their control...
for example, levels of giving could come under pressure
due to the personal income circumstances of donors.
Investment returns generally rely on the performance of
equities, or the property market, while statutory funding
can be dictated by the changes in direction of the current
government. RSM has been tracking the challenges
identified by charities for almost a decade and in 2015
we reported a position of relative stability as charities
slowly emerged from the battles of the post credit crunch
economy and government-imposed austerity.

The coming few years will see new potential hurdles
including the impact of Brexit, whatever that ends up being,
and the effect of new requirements of the General Data
Protection Regulation (GDPR). And this, plus the fall out from
the fundraising scandals widely reported by the media in 2015,
which has led to a stricter regime of fundraising regulation,
means charities will need to seek innovative solutions in the
pursuit of cash. While ensuring full compliance with their
legal (and moral) obligations to avoid regulatory censure and
reputational harm.

How much has your funding income changed in the last 12 months from the following sources?
membership fees/subscriptions

UK government funding/devolved government funding

2% 4%

17%

43%

17%

8%

11% 2% 2%

local authority funding

2% 4%

25%

27%

21%

10% 4% 8%

4%

individual donation

3% 4% 10%

29%

41%

7%

11%

11%

34%

38%

2% 8%

1%

10% 1%

25%

4%

12%

2% 2% 2%

8% 6% 2%

22%

32%

48%

9% 2% 2% 9%

2%

15%

25%

up26-50%

31%

10%

10% 2% 3%

47%

6%

9%

40%

14% 4%

3% 3% 13%

up11-25%

57%

20% 3%

other income

13%

up 50%+

43%

other sponsorship income

investment income

3% 3% 8%

13%

one off non-recurring income

legacies/estates

9%

51%

grants

corporate giving

2% 11%

28%

non-charitable trading

17%

67%

3%

4%

up0-10%

no change

down 0-10%

down 11-25%

down 26-50%

down 50%+
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However, perhaps surprisingly, despite the ongoing battle
for funding, sourcing new income streams was identified
by just over half of respondents, a significant number
admittedly, but a decrease compared to two thirds in 2015.
Full cost recovery continued to be the eternal bug bear for
over half and recruiting staff with the correct skill levels was
an issue for 41 per cent compared to a third two years ago.
This could be an indication of the challenge of struggling
to compete salary wise with other sectors as a result of
having to control costs further in this area.

80%

60%
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40%

20%

0%

nts

In terms of the specific changes experienced by charities
in how they obtained funding over the last year, increased
competition remained the most significant, cited by 60 per
cent. This is reflected in the fact that stricter application
criteria and a longer period from applying to receiving
funds were an issue for 27 and 20 per cent of respondents
respectively. However, a requirement to demonstrate social
impact is now only a concern for 19 per cent compared to 29
per cent two years ago.

100%

Gra

Around a third witnessed a central government funding fall,
with 43 per cent reporting a drop in statutory local authority
funding. However, there was improvement in fortunes for 23
per cent and 31 per cent respectively. This remains the area
which charities expect to see the most significant difference
over the next 12 months, with 23 per cent expecting a change
in central government funding and 30 per cent in local.

Do you anticipate significant changes in funding over
the next 12 months in the following areas?
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Encouragingly, despite the media storm around malpractice
in fundraising by a number of household name charities,
individual donations have held up for the majority of 2017
respondents with 41 per cent reporting no change, and 29
per cent enjoying an increase of up to 10 per cent. Some 43
per cent had seen rises of up to 50 per cent, although 12 per
cent suffered a reverse. Almost half stated a small increase
in corporate giving while almost 40 per cent saw gains in
investment returns.
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26%
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27%
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Pension issues
Another ongoing funding challenge for charities is pensions.
Despite the closure of many defined benefit schemes over
the last few years, the black hole in pension deficits has
been the major factor in a number of charities being wound
up. Despite the obligation that from April 2017 all employers
must offer auto-enrolment, 11 per cent of respondents
claimed to offer no pension provision. This means charities
can expect further rises in pension costs. Indeed, over a
third of respondents are expecting to increase pension
contributions over the next 12 months, identified as being
largely due to increases in auto-enrolment rates.

Next steps
•• How much time do you put into identifying new
income streams?
27%

Raising money for
capital projects

24%

Increased
fundraising
regulation

8%

Creating
endowments

34%

Maintaining voluntary
income

•• What more can you do to attract quality staff, aside
from increasing salaries?

52%

•• Have you checked you are fully compliant with
pension legislation?

Full cost recovery
of service provision

Increasing
fundraising
activities

16%

13%

Other

11%

Biggest funding
Biggest funding
challenges?
challenges?
(next 12 months)

Meeting costs
of reducing
overheads

41%

Recruiting staff
with the correct
skill levels

38%

Dealing with
government funding cuts

53%

Sourcing new funding
streams

•• If you have seen donations increase, have you
assessed how to maintain these levels, especially in
light of stricter fundraising regulation and GDPR?
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Understanding finances
Key findings:

30 per cent of respondents
only produce financial
management reports
quarterly or termly

Nearly half of respondents
are using reserves to
control cashflow

44 per cent have reviewed
professional costs

23 per cent of respondents
hold between seven and 12
months’ operating costs
in reserve, up from 18 per
cent in 2015

Funding and functionality: the ongoing challenges of charity finance

A financially well-managed charity relies on accurate and
up-to-date information...

4%

and while two thirds of respondents produce financial
management reports at least monthly, almost 30 per cent
do so only quarterly or termly. More worryingly, four per
cent report annually. This begs the question of whether
trustees can truly have a handle on their organisation’s
real financial position, and plan strategically, if they are only
seeing information three or four times a year.

29%

Another indicator of a lack of strategic foresight is that
only 56 per cent provide financial projections in their
management report; the equivalent figure in the corporate
world is around 80 per cent.

Annually

Quarterly/
termly

67%

Monthly

Managing cashflow
In terms of managing cashflow, 21 per cent are freezing
staff pay, and deferring new projects, down slightly from
25 per cent for each of these in 2015. Redundancies are
cited by eight per cent of respondents, a drop from 18 per
cent in the last survey. However, 44 per cent have reviewed
professional costs, an increase from 25 per cent two
years ago, while 30 per cent have undertaken a review of
procurement and contracts, a slight rise from 25 per cent.
This indicates that many charities have cut back as far
as they can on internal staff costs and are looking to trim
back expenditure on external providers or services. As
one respondent puts it, 'we are looking for alternative low
cost suppliers'. Whilst this is understandable, and charities
should constantly monitor external advisers and suppliers,
they should also be wary of cutting back too much, and not
getting the level of expertise, knowledge and service they
need to maintain effectiveness.
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Reserves
Nearly half of respondents are using reserves to control
cashflow, a similar percentage as in 2015. Then, we reported
that almost half expected reserves to fall, as more charities
dipped into the pot to manage costs. A fifth have more than
one years’ operating costs (26 per cent in 2015) in reserve
while 23 per cent have between seven and 12 months
(18 per cent in 2015), which confirms the expectations
respondents had two years ago.

It is interesting that a quarter have only between zero and
three months, which would raise alarm bells if they were
among the organisations only producing internal financial
information quarterly. How can they be confident they are
properly aware of their true operating position? Charities
also need to be acute to the risk of using reserves to control
overheads indefinitely as it simply isn’t a sustainable long
term strategy.

50%
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2%

Unsure

28%

0 - 3 months

20%

more than 1
year

23%

26%

7 - 12 months

4 - 6 months

19%

Significantly
decreased

7%

Significantly
increased

Change in your
charity's reserves
in the last
two years
34%

Slightly increased

26%

Slightly
decreased

14%

No change

There is no magic number for the level of reserves that
a charity should have. It will depend on the nature of the
individual organisation and the challenges on the horizon.
What is important is that trustees can justify their reserves
policy, and express it clearly in their external reporting;
having a policy is of little use if the charity doesn’t actually
follow it. A number of high profile charities have folded
because of an untenable reserves position that was at odds
with their publicly stated policy.
Encouragingly, all of the charities providing services say
they take central overhead costs into account, but there
is a suspicion that organisations not producing robust and
regular financial information may not be in the best position
to properly assess this.

Next steps
•• Do you produce financial management reports
regularly enough to have confidence that you know
your organisation’s true financial position?
•• Is the information in your financial management
reports sufficient to enable strategic planning?
•• Have you undertaken a review of your external
suppliers and advisers to assess whether you are
getting value?
•• Do you stick to your reserves policy?
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The finance function
Key findings:

A third of respondents
spend between two and
three per cent of their
income on the finance
function.

Two-fifths of finance
teams are spending over
30 per cent of their time on
transactional processing
every month

Almost a third of finance
functions use over 11
spreadsheets to provide
regular financial analysis

Nearly a quarter of
respondents are taking
over 20 days after the
month end to provide
management information

Funding and functionality: the ongoing challenges of charity finance

An efficient finance function is core to the running
of an effective charity...

it can help monitor and control costs incurred, but should
not end up being a cost burden itself. Respondents were
asked what the cost of their finance function was as a
percentage of income. A third said between two and three per
cent (as a comparison one per cent is considered an acceptable
measure in the corporate sector), and this rose to 47 per cent
of responses for those in the larger charities (those with
income over £5m). A worrying 14 per cent don’t know.
Improving efficiency
Efficiency, or lack of it, doesn’t just come down to monetary
cost but using time in areas which add most to the business.
Two-fifths of finance teams are spending over 30 per cent
of their time on transactional processing a month (56 per
cent for larger charities).
The separation of what a finance team should be dedicating
time to can be viewed as a triangle, comprising strategic,
operational efficiency and transactional processing. If
finance staff are spending too much time on carrying
out simple processes, what time do they then have for
undertaking strategic financial planning or providing support
to the charity? This, combined with the findings around the
time taken by respondents to provide financial information
(see page 17), is something that charities need to take a
strong look at. This inefficiency of processing transactions
and providing financial projections may be due to the
significant amount of charities that remain reliant on older
technology and manual intervention. In our survey, over
80 per cent (86 per cent of larger charities) are reliant on
spreadsheets and manual data manipulation. Almost a third
have over 11 key spreadsheets (54 per cent of the larger
ones) to provide financial analysis. Over three quarters use
paper based documentation and approvals. A third do not
have standardised processes across departments, which
reduces the efficiency of the finance function.

What is the cost of your finance function as a
percentage of the charity's turnover?

Faded colours
have income of
£5m plus

17
33%
23
6
8

19

11
21
14

Due to rounding and/or questions where more than one answer could apply, not all percentages will total 100.

47%
33%
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Aside from the inherent operational and departmental
inefficiency suggested by these findings, there are a number
of potential risks. These include the potential for data entry
errors, disaster recovery problems, an over reliance on
key members of staff who set up the spreadsheets and
formulae, and cyber security issues.

How many different spreadsheets are used to support
financial processing and monthly reporting?
None
Faded colours
have income of
£5m plus

As well as being accurate, information needs to be timely
to allow flexible and nimble decision making. But over three
quarters are providing management reporting over ten days
after the month end, with a quarter taking over 20 days (a
third of larger charities).

4

>11
9-11

3%
4

6-8
3-5
<2

Despite this almost 90 per cent of respondents think
the management information they provide has enough
information to allow strategic decision making and over
60 per cent say it is dynamic, flexible and easy to use. This
suggests a mismatch between perceptions of efficiency
and effectiveness, and what is happening in reality.

11%
13%

9%
%
12%
23%

Effective IT comes at a price and understandably charities
are often running older systems, making do with what they
have rather than spending valuable funds on state of the
art technology. However, this may be a false economy where
the over reliance on manual intervention and older generation
IT actually creates a cost envelope larger than the potential to
invest in newer, more automated, and safer finance IT systems.

36%
31

54
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Additionally, errors will be reduced, information will be more
accurate, and relevant in terms of timescales. A reduction
in time spent on transactional processing will both cut the
cost of the finance function and free up more resource to
assess the financial position in the future, in line with an
organisation’s overall strategy, rather than constantly looking
back and collating information that may well be too out of
date to constructively respond to by the time it is seen.

Next steps
•• Have you considered upgrading your Finance IT
systems so that greater automation of some
transactional processing can occur with minimal
manual intervention?
•• Have you assessed the robustness of where your
key financial data comes from?

How many days after month end is management
information available?

•• Have you the right skills in your finance department
to allow for appropriate business assistance and do
they have the time to undertake that role?

More than 20 days

Faded colours
have income of
£5m plus

17-19 days
14-16 days
11-13 days

11%

8-10 days

10

11

6
9

17
21

19

17

23
25

31

18

Future challenges
Key findings:

Third of respondents
expect a negative impact
from Brexit

Almost half expect
to voluntarily adopt
the revised Charity
Governance Code over the
next year

30 per cent of
respondents do not want
to report on compliance
with the Charity
Governance Code in their
annual report

56 per cent think that
charity regulators are not
adequately resourced

Funding and functionality: the ongoing challenges of charity finance

It is impossible to analyse the world within which charities
operate, and the challenges they currently face...

2%

Positive effect

34%

30%

Unsure

No effect

without mentioning Brexit. Over a third of respondents are
expecting it to have a negative impact (two per cent positive),
and 30 per cent say it will have no effect. But a third are
unsure, reflecting the general sense of uncertainty about
the process, the end result and the long term economic and
societal effects.
Such uncertainty is the perfect illustration of the need for
sound financial information and a fit for purpose finance
function, that is in the best possible position to react,
whatever the impact ends up being.

34%

Negative
effect

8%

18%

Not applicable

20%

Not aware of
the code

Within the next
six months

When do you
plan to voluntarily
adopt the Charity
Governance
Code?

30%

Within the
next year

18%

No current
intention to adopt
the code

6%

After more than
1 year

Encouragingly, over 70 per cent of respondents are positive
about operations in the UK, and for those it applies to, there is
little concern about their work in Europe and internationally,
despite Brexit uncertainty.
Governance
Governance remains a significant challenge for charities.
Attracting trustees of sufficient quality, in an environment
where the stewardship of well known charities is under the
spotlight is difficult. But sound governance is what underpins
a successful, thriving organisation. A revised Charity
Governance Code was issued in July 2017, with the aim of
ensuring standards are improved and all trustees need to be
aware of what is expected of them.
The updated version urges larger charities to carry
out external reviews every three years. Other key
recommendations include increasing diversity on boards, a
limit of nine years for trustee terms unless a good reason
is given, more oversight of subsidiaries and a stronger
emphasis on the role of the chair. Almost half of respondents
expect to voluntarily adopt the Code over the next year.
However, a fifth were not even aware of it.

20

How positive are you about your operations in:

The Code also suggests that charities include a line in their
annual report and accounts explaining if they have followed
it. Almost half expect to do this, but 30 per cent stated they
are not going to as it isn’t mandatory and they don’t want to
increase the length of narrative reporting.
However, there is a fear that the Code may be used in a
punitive way, with as larger funders requiring evidence of
compliance before making grants. Therefore charities should
seriously consider including a statement in their accounts.

Not applicable
Unsure

Regulation
Another ongoing battleground surrounds the effectiveness
of the regulator, with the Charity Commission being expected
to do more with less over the last few years. One possible
solution to its own funding challenge is for some regulators to
charge charities for registration.

Negative
Neutral
Positive
Very positive
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While only 44 per cent of respondents felt that charity
regulators have adequate resources, under a quarter are
willing to contribute to the costs of the regulator. This is a
debate that will intensify over the coming year, with strong
arguments on both sides. Like it or not, charities, certainly
the larger ones, could well face the prospect of paying for the
regulations, as they now currently do with the relatively new
body regulating fundraising.

Very Negative

Next steps
•• Have you attempted to assess the impact Brexit will
have on your charity?
•• Have your trustees read the revised Charity
Governance Code?
•• Have you considered whether to record compliance in
your annual report?
•• Are you aware of the debate around charging
charities to register with the Charity Commission?

Funding and functionality: the ongoing challenges of charity finance
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Taking action
Key findings:

Over a third of respondents
have sought external
advice on trustee
responsibilities

40 per cent have asked for
help with cyber security

GDPR identified as a major
challenge by 53 per cent

Nearly 20 per cent are
considering merger or
strategic alliance, up from
14 per cent in 2015

Funding and functionality: the ongoing challenges of charity finance

Finding new sources of funding remains the biggest challenge
identified by respondents for the coming 12 months...

but is down from 70 per cent in 2015 to 60 per cent. Nearly
20 per cent are looking at strategic alliance/merger (up from
14) while succession planning is on the radar of almost a third.
There is a strong case to be made for consolidation,
particularly among small charities, if governance and financial
efficiency is to improve across the sector. Anecdotally there
is certainly a lot of talk about mergers and partnerships.
Comments from respondents include that there are 'too
many small charities doing the same thing and chasing the
same money so they will need to consolidate'.

Another states that 'we will continue to face funding
pressures', which could manifest itself in a greater
push for mergers and alliances. There are, however, real
opportunities for development and as such management
and trustees must balance the potential negatives with the
positives and build this into strategic thinking.
However, the debate about the need for mergers and
collaboration has been raging for years. It is certainly seen
as desirable, but perhaps more for 'other charities but not
us' as in reality there are fewer examples of partnership
working, let alone full mergers, than the talk would suggest.

Which of the following have you undertaken in the last 12 months
or are considering in the next 12 months?
100

80

Number of
respondents

60
Considering in
the next 12 months
40

Not undertaken in
the past 12 months
Undertaken in the
past 12 months
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11%

Other

60%

31%

New funding sources

53%

Cost reduction
programmes

Succession
planning

GDPR

19%

Value for
money

31%

Biggest challenges
in the next 12
months?

20%

Strategic alliances/
merger

36%

Meeting strategic
objectives

47%

IT

26%

Leadership
resources

47%

Staff resources

3%

5%

Significantly
decreased

Significantly
increased

Anticipated
reserves in next
12 months?

34%

Slightly
decreased

41%

Slightly increased

17%

No change

There are many possible reasons for this, not least because
it is a difficult and time consuming process, but is something
all organisations should at least consider when assessing
how they can be most effective in meeting their charitable
objectives and the needs of beneficiaries.
GDPR
Another major area that charities are grappling with is the
introduction of General Data Protection Regulation (GDPR)
in May 2018, so it is no surprise that GDPR was cited as a
major challenge by 53 per cent of respondents. Indeed the
fact it isn’t higher might be a sign that not all organisations
are fully aware of their obligations under GDPR, despite
the intense publicity it has received, with an entire industry
having built up around assisting organisations in all sectors
with compliance.
Given the importance of GDPR (not just for fundraising
charities trying to resolve issues around legitimate interest
and consent but for all organisations that use personal
data), it is perhaps a concern that over a third have not
planned or undertaken an audit of personal data. Only 60
per cent of those with a fundraising department say they
have planned or undertaken a campaign to obtain consent
from supporters to hold details on their database, and half
have not developed procedures to identify and retain or
delete data.
GDPR could be extremely costly with a possible reduction
in fundraising income as charities won’t be able to rely on
the current methods of communicating with donors. There
is also the expense (and time) of ensuring compliance.
This once again illustrates the importance of having solid
financial projections, building in some scenario planning
and ensuring that timely reporting takes place so that any
monetary impact is expected and prepared for.

Funding and functionality: the ongoing challenges of charity finance

In advance of GDPR, have you planned or undertaken an audit of
personal data held across your organisation?

64%

Yes

No

36%

Has your fundraising department planned or undertaken a campaign to obtain
the consent of supporters to hold their details in your database?

40%

60%
Have you developed procedures to identify and retain or delete
data as required under GDPR legislation?

50%

Seeking external advice
Despite a focus on cutting back on the costs of professional
advisers, charities continue to seek external expertise
on a range of issues. Over a third consulted on trustee
responsibilities (up from a quarter in 2015), which may be
a result of the publicity generated by the Liquidation of
Kids Company. The number taking advice on employment
issues was down from 65 per cent to 57, a reflection of the
fact stated earlier that the majority of charities have cut
staff back as far as they can, while those requiring help with
financial difficulties fell from 18 to nine per cent.
Cyber security concerns
Some 40 per cent have asked for help with cyber security,
an ever increasing issue for charities, both in terms of
reputational risk, and operational disruption. This focus
will be sharpened by the introduction of GDPR. Using
the excuse of being hacked to justify a breach will not be
enough to escape censure and possible fines. Charities need
to show they have considered cyber security seriously and
taken all reasonable steps to mitigate against the risks.

Yes

No

50%

Next steps
•• Have your trustees evaluated whether your
organisation might achieve more through collaboration?
•• Have you undertaken an audit of personal data ahead
of the introduction of GDPR?
•• Do your forecasts reflect the possibility of reduced
funds following GDPR?
•• Is your cyber security fit for purpose?
•• Do your trustees fully understand their role and
responsibilities?
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