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Charities and the credit crunch


Whilst recent economic events have originated in the commercial world they are sure to have an effect on charities. Trustees should be taking steps to review their financial and risk profile in light of the changed environment. Some practical steps that should be taken:

Investments

· Charities with investments will have seen significant falls in capital values. They should be liaising with their advisors to understand the risks their investment managers are taking and reviewing their investment policies

· You should obtain performance information of your investments against indices such as those published by WM. Whilst a change of advisor following one bad year is often not advisable, trustees need to review their manager’s performance and consider if a change is required

· Income levels are also falling and those charities that rely on investment income will need to assess the effect of this on their income and ability to meet future expenditure. Grant making trusts particularly will need to consider their future grant programmes

Banking

· Charities will have been concerned by the crisis in the domestic banks and those unlucky enough to have held cash in overseas banks may have lost funds. Whilst the crisis in the case of the UK banks seems to have stabilised with government holdings in RBS and Lloyds charities need to remain vigilant

· It would be advisable for banks with large deposits to consider splitting these between banks and only using banks with the highest credit ratings

· Interest rates are at record lows, but there are still banks paying above base rate and trustees should review their banking and ensure that they are receiving the best rates

Effect on future income

· The changing economic situation is likely to lead to pressure on charities incomes

· Those relying on public donations may well find that these are harder to raise

· Charities funded by grant making charities may well find that this source of income reduces as investment returns fall

· Charities funded by government may well find pressure in future years as it grapples with a very large budget deficit

Financial information

· It is important that trustees understand the up to date financial position of their charity and regular and timely management accounts are essential

· Often for charities where large sums can be received and then paid out over time assessing the current situation can be difficult. Management accounts should make a clear distinction between unrestricted funds and restricted funds as the former is vital to continuing financial viability

· You should also prepare forecasts of income and expenditure as well as cash for at least 12 months and probably longer. I would advise a monthly forecast for 12 months followed by 2 years of annual forecasts

· Trustees need to monitor actual performance against budget regularly

Reserves policies

· The changed financial circumstances should result in trustees reviewing their reserves policy which needs to be disclosed in the Trustees Report

· Given likely future uncertainty about income levels trustees should consider increasing their desired level of reserves

· You should also consider additional potential liabilities for the charity, such as: dilapidations on leasehold premises, rent committed under a lease, redundancy costs etc

The next few years look likely to prove challenging for the sector with demand for their services likely to increase but with pressure on funding. Charities will need to be well managed and plan ahead to ensure that they continue to flourish.

If you would like to discuss this further please contact your usual charity contact at Critchleys
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