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[bookmark: _Toc395184405][bookmark: _Toc1373566759]Introduction: Ground rules set by the Ministry for Foreign Affairs of Finland 
The Finnish NGO Foundation for Human Rights KIOS provides financial support to local civil society organisations that work for the promotion and protection of human rights. The Board of KIOS consists of 11 Finnish organisations working for human rights and development issues and these organisations are important stakeholders of KIOS. The main funder of KIOS is the Finnish Ministry for Foreign Affairs (MFA) whose funds originate from the Finnish tax payer. The use of MFA funding requires KIOS and KIOS’s grant partners to follow certain ground rules and procedures for financial reporting. In addition, the grant agreement between MFA and KIOS also contains other grant conditions including procurement rules, an anti-corruption clause, and reporting and management requirements. 
It is worth remembering that KIOS as a donor agency is itself accountable to its stakeholders (trustees, tax-payers, other donors etc.). KIOS is relying on your reporting to provide information to stakeholders. The basic conditions for grant management, reporting and accountability are provided in the Cooperation Agreement signed by KIOS and the grant partner. This guide explains KIOS’s minimum requirements for grant management and reporting as set out in the Cooperation Agreement. 
If you have further questions or any doubts about KIOS’s requirements, please contact the grant coordinator responsible for your grant at the KIOS office. 
[bookmark: _Toc1109825885]Basic information about KIOS grants 

[bookmark: _Toc1390861488]Funding approval and signing of the Cooperation Agreement
After the KIOS Executive Board has made the decision to fund you on basis of your grant request, the KIOS grant coordinator responsible for your grant will contact you about signing the Cooperation Agreement. The Cooperation Agreement sets out the basic conditions of the cooperation and defines the reporting requirements. The written Cooperation Agreement ensures that there is a clear understanding between the grant partners on what has been agreed regarding the grant’s funding, and regarding cooperation between you and KIOS. Please read it through carefully. Please also check that the contact details and the bank information are correct.
[bookmark: _Toc395184414][bookmark: _Toc463466349]Annexes
Annexes to the Cooperation Agreement include the approved grant plan, the approved grant budget, and the Estimated Reporting Schedule. 
[bookmark: _Toc395184415][bookmark: _Toc449997626]Estimated reporting schedule
For the estimated reporting schedule you will be asked to estimate the dates for submitting the reports on the grant. This schedule can be changed during the grant period, but only with prior agreement from KIOS. If you would like to make changes to the reporting dates, please contact your grant coordinator at KIOS to discuss the matter. The Estimated Reporting Schedule helps you to keep to the schedule of the grant, and also helps KIOS to plan its yearly funding schedule
[bookmark: _Toc832387140]Signing the agreement
Sign and return two hard copies of the agreement to KIOS for our signature. We will then send you back one fully signed copy.
If you want to speed things up, you can also scan the signed copy of the agreement and the reporting schedule. We will be able to make the first instalment when we receive the scanned copy. Please remember to also send hard copies by post even if you email us first!





	
	
	



[bookmark: _Toc378135742]Management cycle for a one-year grant

Application accepted for funding
by the KIOS Executive Board




Cooperation Agreement signed




First instalment of project funds 50%



Progress Report submitted to and accepted by KIOS, including:
· Cover sheet
· Narrative report
· Financial report








Second instalment 40%



Final Report submitted to and accepted by the KIOS Executive Board, including:
· Cover sheet
· Narrative report for the whole project period
· Financial report for the whole project period
· Audit report (including Management letter) 












Third instalment 10% (Refund)




At the end of each year:
consolidated audited accounts and
the annual activity reports







Note: For some grants there are more instalments and therefore more progress reports submitted during the grant period. The schedule for reporting and the release of funds will be agreed on when drafting the Cooperation Agreement. 

	
	
	



[bookmark: _Toc403142175][bookmark: _Toc403142268][bookmark: _Toc403142360][bookmark: _Toc404598763][bookmark: _Toc404599660][bookmark: _Toc404599754][bookmark: _Toc404600306][bookmark: _Toc404600399][bookmark: _Toc403142176][bookmark: _Toc403142269][bookmark: _Toc403142361][bookmark: _Toc404598764][bookmark: _Toc404599661][bookmark: _Toc404599755][bookmark: _Toc404600307][bookmark: _Toc404600400][bookmark: _Toc395184419][bookmark: _Toc374901547]Communicating and agreeing on changes 
[bookmark: _Toc1977033142]Keeping in touch regularly – informal reporting during the grant period
We recommend that you keep us updated between reports by sending us emails on the grant’s progress, for example updates about current activities and events or possible challenges. The KIOS grant coordinator responsible for your grant will also keep in touch with you between the agreed reporting dates. Regular contact will provide opportunities for dialogue, common learning and experience sharing.
[bookmark: _Toc425344195]Negotiating changes in the grant plan or budget
KIOS funds are to be used according to the grant plan and budget approved by the KIOS Board. However, circumstances may require changes in the grant plan or budget. KIOS strongly encourages you to carry out activity and budget monitoring during the grant and to make changes to the grant if it will help achieve the grant’s objectives. However, changes should always be agreed in writing beforehand by KIOS. 
If there is a need to revise the grant plan or budget, you must contact your contact person at KIOS by email to discuss the proposed changes. Verbal discussions regarding changes in grant implementation or budget are not binding to either party. It is important to explain in detail why the approved grant plan or budget needs to be changed. 
Remember that budget adjustments can only be done within the total budget limits, because no additional funding can be granted once the grant has started.
[bookmark: _Toc978720775]Changing the grant reporting schedule
If the grant is delayed, or implemented at a faster pace than anticipated, please inform KIOS in advance so that the new completion and reporting dates can be agreed upon. The tentative reporting schedule can be changed if agreed upon with KIOS.
[bookmark: _Toc1775256068]Reporting internal changes
In addition to keeping us up to date on the progress of the grant, it is especially important to let KIOS know if there are any changes in your organisation’s strategy, funding, policies or staff. Even if these changes will not directly concern the KIOS-funded grant, we would like to follow the progress of your organisation and understand the role of the KIOS-funded grant in your organisation’s work.
Field visits
Field visits are part of the cooperation and communication between grantees and KIOS. KIOS staff make regular visits according to the foundation’s annual field visit plan. Sometimes KIOS Board members or Ministry officials may join field visits. During field visits, KIOS staff get acquainted with the overall activities of previous, current and possible future grantees; meet beneficiaries and other grant stakeholders; inspect the financial administration of funded grants; and participate in any possible grant activities. Field visits are valuable to us as learning experiences and visits often help us to make improvements in our work. At the same time, we hope KIOS visits contribute to our partners’ work and to developing even better cooperation for the future. Unfortunately, not grantees can be reached out by field visits due to limited resources.
	
	
	



[bookmark: _Toc1789124273]Monitoring and evaluation as a prerequisite for good reporting
Monitoring your grant work and activities and progress forms the very basis for gathering information for your grant reports to KIOS. This section provides a brief introduction to what M&E is, together with a selection of recommendations. M&E is an embedded concept and a constitutive part of every grant or programme design (“must be”). M&E is not a control instrument imposed by the donor or an optional accessory (“nice to have”) of any grant or programme. M&E is ideally understood as dialogue on development and its progress between all stakeholders. Having an effective monitoring and evaluation system makes it easier to meet KIOS’s requirements concerning narrative and financial reports.
[bookmark: _Toc1073880970]Monitoring 
Monitoring is the systematic and routine collection of information from funded work for four main purposes:
To learn from experiences to improve practices and activities in the future 
To have internal and external accountability of the resources used and the results obtained
To take informed decisions on the future of the initiative
To promote empowerment of beneficiaries of the initiative

In your funding application to KIOS you will have described your monitoring and evaluation plan. Throughout the grant there should be ongoing activity monitoring, and you should be keeping track of the activities, outcomes and results in comparison to those set out in the grant plan. We would encourage you to conduct participatory monitoring and engage people from various stakeholder groups to analyse the grant activities.
KIOS collects disaggregated information on all beneficiaries of all grants. It its thus necessary that you provide at least sex disaggregated data on beneficiaries (Female, Male, Other), and provide information on how many beneficiaries belong to marginalized groups and / or are persons with disabilities. Please do not send us any participation lists that contain personal details (such as address, ethnicity etc.) of the beneficiaries.

Please see an example of a table that could be used to collect the information from activities:

	Activity 
	DIRECT BENEFICIARIES 
	Rights-Holders 
	Duty bearers 

	Description/
number
	TOTAL NUMBER PER ACTIVITY / Out of whom marginalised / out of whom are persons with disabilities
	Number of women 

	Number of men
  
	Number of other
	Number of women
	Number of men
	Number of other

	  

	  
	  
	  
	  
	  
	  
	  

	  
	  
	  
	  
	  
	  
	  
	  

	  
	  
	  
	  
	  
	  
	  
	  

	TOTAL NUMBER OF BENEFICIARIES (FROM ALL ACTIVITIES) 
	  
	  
	  
	  
	  
	  
	  



[bookmark: _Toc119077148]Evaluation
The data acquired through monitoring is used for evaluation. Evaluation is assessing, as systematically and objectively as possible, a completed or a phase of an ongoing grant that has been completed). Evaluations appraise data and information that inform strategic decisions, thus improving the grant planning in the future. 
Evaluations should help to draw conclusions about five main aspects of the intervention:
relevance
effectiveness
efficiency
impact
sustainability
Information gathered in relation to these aspects during the monitoring process provides the basis for the evaluation. During an evaluation, information from previous monitoring processes is used to understand the ways in which the grant or programme developed and stimulated change. Monitoring focuses on the measurement of the following aspects of a grant:
the quantity and quality of the implemented activities (outputs: What do we do? How do we manage our activities?),
the processes inherent to a grant or programme (outcomes: What were the effects /changes that occurred as a result of your intervention?),
the processes external to a grant (impact: Which broader, long-term effects were triggered by the implemented activities in combination with other environmental factors?).
Those grants over 100 000 euros will be required to have an external evaluation and with others these can be agreed on case-by-case basis. There are separate KIOS guidelines on external evaluation.
In case you have not budgeted for an external evaluation of a KIOS grant, the reports and audit should reflect the data collected during the monitoring activities. Besides evaluating/assessing the short-term impact at the end of the grant, assessing the long-term impact is equally important, since changes in society often take a long time to materialise. We would therefore like to encourage you to conduct follow-up evaluations of concluded grants to determine what lasting impact the grant has had in the long term.

	
	
	



[bookmark: _Toc524511031]Narrative reporting to KIOS
[bookmark: _Toc1095075302]Agreeing on reporting
For all grants, the schedule for reporting and the release of funds will have been discussed during the application stage, and agreed on when drafting the Cooperation Agreement.
[bookmark: _Toc752220181]Reporting as part of learning
Submitting progress and final reports is an important part of the dialogue between KIOS and the grant partner. When you submit a report to KIOS, we always aim to have a good discussion on your experiences implementing the grant. Through discussion we have a better chance of getting to know your work fully and to benefit from mutual learning. 
[bookmark: _Toc235133051]Cover sheet and templates for reporting
We ask you to fill in and send progress reports and final reports at the times indicated in the Cooperation Agreement using the KIOS templates provided to you in connection with the grant agreement. The cover sheet of the template asks for the basic information on the grant: title and number of the grant, name of the organisation, name, position and contact details of the person responsible for the grant, grant duration and basic financial information.  Narrative reporting after that should be based on the questions and information asked for in KIOS templates on progress reports and final reports. 
Results and challenges
It is important to report on the overall progress of the work, but equally to analyse what kind of changes can be seen as a result of it as well as to analyse whether the expected changes are taking place, and if not, what could be done differently. KIOS encourages a culture of learning and is genuinely interested to learn of the possible challenges and learnings of the grants. When reporting on your grant, you should also think about the factors that have caused difficulties in and barriers to the work, for example security issues, change of the grant’s management or organisation’s personnel, etc.  If problems have occurred in your grant, it does not mean we automatically think your grant has been a failure. Difficulties and failures can be an excellent opportunity for learning, even though it might be hard to admit weaknesses and describe them. By sharing the less successful aspects of your work with us, you can show us that your organisation has learned something through the grant process. We also strongly encourage you to provide us with any other information or material on the grant that you deem important and relevant.
[bookmark: _Toc718246018]Activities funded by other donors
If activities undertaken with KIOS funding are part of a wider programme, you must clearly state, in your reports, which of the activities were implemented with KIOS funding, and which were supported by another donor. We are interested to hear about the work supported by other donors as well, especially if it is closely connected to the grant work KIOS is supporting.
[bookmark: _Toc1787947817]Signature
The narrative report should be compiled by the person responsible for the grant’s management, and signed by the person authorised to do so on behalf of the organisation (usually the director or the chairperson).
[bookmark: _Toc726496570]The progress report includes:
Progress report (template) with annexes
Progress financial report with annexes
Copies of all the materials you have produced in the grant
Please note, that you should not send lists of participants containing personal details of beneficiaries. However, kindly send us disaggregated information regarding beneficiaries as instructed in the section four on monitoring.
[bookmark: _Toc1892204917]When to submit the progress report
Progress reporting is done when half of the total grant funds have been used, unless agreed otherwise. This does not always coincide with the halfway point in the grant in terms of time. If the grant period is more than one year, there are usually more than three instalments and correspondently also more intermediary reports are submitted.
[bookmark: _Toc1078968840]Please note, the amount of the unused funds should not be more than the amount of the last instalment of the KIOS grant. The amount of the last instalment is 10 % of the total KIOS grant.
[bookmark: _Toc767236878]The assessment of progress reports
The assessment of the progress reports at KIOS’s office usually takes a few weeks. The report is compared with the original grant plan presented in the application and the approved budget. The reports are always discussed with the grant partner. The decision on the approval of the progress report and making the second instalment will be made at KIOS’s offices.
[bookmark: _Toc703772312]What to describe in the narrative progress report
The progress report should provide KIOS with information on the activities and achievements, progress ad results, so far and should enable reflection on lessons learnt. Consequently, the progress report should also include plans for the implementation of the rest of the grant. Feel free to provide any additional information you deem important to give a full picture of where the grant stands at the time of reporting, and where it is going. You should especially address any possible challenges you have faced in implementing the grant, or challenges you perceive in the future, and analyse how these challenges will be addressed.
[bookmark: _Toc1069785373]The final report includes:
Final report with annexes
Financial report with annexes
External grant audit, including management letter
Copies of all the materials you have produced in the grant
[bookmark: _Toc1768758847]When to submit the final report
The final report can be submitted to KIOS when the grant has been concluded and all the grant activities have been implemented. The final narrative report can be sent to KIOS before the grant audit report has been completed. 
[bookmark: _Toc580596115]Assessment of the final report
The report and the results of the grant will be discussed and evaluated between KIOS and the partner. The Executive Director of KIOS will make the final decision on approving and releasing the remaining last instalment, or whether only a part of the remaining last instalment will be paid, or if there should be a repayment of unused funds. For this reason, the assessment and conclusion of the final report usually takes longer than the assessment of the progress report. 
[bookmark: _Toc896185220]The final report is the most important document of the grant
The final report (both narrative and financial) is the single most important document of the entire grant. It is the main reference document of the grant once the work of the grant is completed. It is the basis for any future follow up, evaluation or study on your grant work. 
Final reporting of a previous grant is also taken into consideration when possible future cooperation with KIOS is discussed. It is important to put effort and time into compiling a comprehensive final report that analytically describes what the grant aimed for, what it achieved, and what was learned through its implementation.
What to describe in the final report
The final narrative report should cover the entire grant period, not just the second half. Correspondently, when assessing the final report, earlier reports and material are also taken into account. The final report should give a full picture of all the activities and progress during the grant, how the funded work evolved during the grant period, what results were achieved, and in particular analysis on how the objectives were met. Particularly, you should analyse what were the strengths, weaknesses and challenges of the work. 
The final narrative report should aim to describe the impact the grant has had in the short term, and outline the future and possible long-term impact the grant is envisaged to have. Plans for the immediate future of the funded work and activities should also be described. To give a full picture of the entire grant, we encourage you to provide any additional material or information that is necessary. 
Try to be as accurate and concrete as possible. If you use any abbreviations, please remember to explain them.
[bookmark: _Toc897324645]Making your work visible
The final report is also the best opportunity for your organisation to make the achievements of the grant visible to those who have not been directly involved with the grant. The final report can be distributed to stakeholders and donors who have interest in the grant, for example KIOS’s founder organisations, the Ministry for Foreign Affairs, and civil society in Finland. For instance, KIOS shares information on grants it has funded through its website, and through other channels in Finland, particularly those of KIOS’s founder organisations.
[bookmark: _Toc1186061163]Additional material and information for the progress and final reports
Kindly send KIOS copies of documents produced of the grant activities completed: feedback reports, evaluations, case studies, manuals and survey reports. If you have produced any specific material concerning the grant, it is useful to attach them to the report. 
You should send us copies of the information, education and communication materials produced (for example posters, leaflets, books, videos, tapes, t-shirts, CD-ROMs, and photographs). Feel free to attach any other relevant grant material to progress and final reports, or even send grant material to KIOS in between reporting periods.

	
	
	



[bookmark: _Toc1616264887]Financial management requirements for the partners of KIOS

[bookmark: _Toc1376018800]Grant financial management
Financial management is an important part of grant management and must not be seen as a separate activity left only to the finance staff. Financial management is a process that brings together planning, budgeting, accounting, financial reporting, internal control, auditing, procurement, disbursement and the physical performance of a grant with the aim of managing grant resources properly and achieving the grant’s objectives. 
The accounting and overall administrative model should be so clear and transparent that everyone involved can identify the relevant tasks and responsibilities. In addition to this, other relevant measures in order to prevent corruption and manage risks should be in place.
Notice that this chapter provides only a general indication of good practices on your organisation’s financial management. It is not an exhaustive list of all aspects of grant financial management, since KIOS demands that a standard set of financial management procedures and adequate reporting be in place in each organisation before they receive funding approval from KIOS.

[bookmark: _Toc1896778724]Indicators of good financial management
Please, share and discuss with your colleagues the indicators of good financial management that are listed below: 
National laws and regulations followed
Transparency and openness (sufficient, regular written and digital information to the Board)
Bookkeeping done professionally
Deadlines followed 
Clear division of labour
Sufficient human resources (not too much dependency on one person)
Realistic budget
External audit carried out
Follow-up done and action taken if needed
Internal control in place 
The list of minimum requirements compiled by Mango is available in Annex 5. 
[bookmark: _Toc828823953]Planning & budgeting
Budgeting is about working out how much your planned activities are likely to cost. Both programme and finance staff should be involved in setting budgets, to create good cooperation and coordination in spending and budget monitoring.
The codes used for your budget lines need to correspond with the codes used in your accounting system. Otherwise it will be difficult to track actual spending against expected spending in your budget monitoring reports.
A cash-flow forecast is as important as a budget. It constantly looks 3 to 6 months into the future, starting with the actual cash available now. It helps you to prioritise the timing and scale of planned activities and to spot cash-flow problems in good time.
If there is a need to revise the grant plan or the grant budget, you are required to contact your contact person at KIOS by email to discuss the proposed changes. Verbal discussions regarding changes in grant implementation or budget are not binding to either party. 
[bookmark: _Toc1919802858]Accounting standards
The system for keeping financial records and documentation must observe nationally and internationally accepted accounting standards and principles. Any accountant from anywhere around the world should be able to understand the organisation’s financial accounting systems.
The grant’s accounts are to be kept in such a way that the entries and the explanations concerning all various types of funds can easily be examined and checked from the bookkeeping. 
The receipts and other bookkeeping documents must be stored in a safe place for at least a minimum period of six years after approval of the final report of the grant.
There are two main methods for keeping accounts: cash accounting (receipts and payments accounting) and accruals accounting (the dual aspects of debits and credits). Many NGOs also adopt a mixture of these two methods. KIOS accepts both methods, but for a small NGO with very few financial transactions or an accountant who does not have long experience in bookkeeping, a simpler bookkeeping system, which is cash accounting, is recommended. As an organisation grows and takes on a number of grants and different sources of funding, its reporting requirements, and therefore its financial systems, will become more advanced. At this point KIOS strongly recommends using an accruals or ‘mixed’ accounting system.
Financial accounting records can be maintained using a manual (excel) or electronic system (or a combination of both methods). However, KIOS recommends using an electronic accounting system.
[bookmark: _Toc1069882403]What accounting records to keep?
Every organisation should keep files of the following original documents to support every transaction that takes place:
Receipt or voucher for money received 
Receipt or voucher for money paid out (add KIOS to each of these)
Invoices – certified and stamped as paid
Bank paying-in vouchers stamped and dated when money is taken to the bank
Bank statements
Journal vouchers – for one-off adjustments and non-cash transactions
Keep separate files for receipts for money coming into the organisation and money going out. Mark invoices ‘paid’ with the date and cheque number to prevent their fraudulent re-use by an unscrupulous person.
Remember that no receipt means there is no proof that the purchase was made. Always obtain receipts for money paid out even though sometimes this may be challenging. For example, when purchasing goods or services from somebody who cannot give you a receipt (for example a local bus or a street vendor), simply write the transaction information clearly on paper and have the seller sign it. We advise you to buy a standard receipt book and always carry it with you.
Written approval, a voucher, should be required from a senior manager for each expenditure before it is made unless it is a recurring cost, such as salaries or rent. 
These receipts and vouchers for all financial transactions should be cross-referenced to the books of account and filed in date or number order. Apart from being required by the external auditor to support the audit trail, certified receipts also provide protection for those handling money. Mislaid or incomplete records can result in suspicion of mismanagement of funds from KIOS’s side. 
[bookmark: _Toc1530238648]Books of account
The minimum requirements for books of account are:
Bank (or Cash) Book for each bank account
Petty Cash Book
Every transaction involving paying out or receiving money should be written down in a cash book. It can be kept in a physical cash book or petty cash book, on an Excel spreadsheet or as part of a computerised accounting package. Every entry in the cash books should be referenced back to the relevant supporting document.
Accounting works by assigning codes to each transaction entered in the cash books. The unique list of accounting codes that an organisation uses is called its ‘Chart of Accounts’. Another set of codes can be used to assign transactions to a specific grant or donor. These are called ‘cost centre’ codes. If the Chart of Accounts is detailed enough (for example transportation is divided into fuel, vehicle maintenance, insurance, public transportation, etc.), it will be able to cope with different donor budget lines.
Petty cash records are kept in a similar way to the cash book records. As both sets of figures will eventually have to be combined to produce financial reports, it makes sense to set out the books in a consistent manner.
It is important to check the accuracy of the accounting books at the end of each month by carrying out two essential ‘reconciliations’. The bank statement balance is compared to the Bank Cash Book closing balance. A physical cash count is done to check the closing balance in the Petty Cash Book. This helps to identify likely cash shortages and allows action to be taken such as:
requesting donor grants early,
delaying payment of certain invoices,
delaying some activities,
negotiating a temporary loan facility at your bank.
If you work with several different donors at the same time it is very important to keep track of which donor is funding which grant (or part of a grant). Opening a separate account for the KIOS grant helps this task.
[bookmark: _Toc1636836895]Financial statements 
The Board of Trustees needs financial reports to oversee the finances of the organisation. Managers need up-to-date figures to monitor grants and make decisions. Donor agencies need reports to check the use of their money, and often as a condition for further funding. Increasingly, organisations are sharing financial information with beneficiaries to increase accountability and gain their confidence. 
An annual external audit verifies the accuracy of the financial statements. The monthly financial reports should include an income and expenditure report showing money coming into the organisation and how it was spent. If the report compares the amount spent against budget, it is called a budget monitoring report. Grant managers should work closely with the finance staff and use financial reports to help make decisions so that the money is used efficiently and effectively to achieve the desired outcomes.
[bookmark: _Toc1992952489]Managing internal risks with internal controls
Good financial management includes internal controls. When these are in place they help to stop fraud and protect the staff as well as the assets.
Please check the Mango page to make sure that internal controls are in place. (http://www.mango.org.uk/Guide/HealthCheck). You can also find some more information about the internal controls in annexes 6 and 7.

[bookmark: _Toc1679716131]Staffing
Good financial management is dependent on staff with the right skills, support, and attitude to carry out their responsibilities. All staff has a role to play in financial management. The accounting staff is part of a wider team including the Executive Director, programme managers and the Board. Integrating good financial management into programmes involves budget holders and finance staff working hand in hand through all the stages of the financial cycle.
KIOS demands that the finance staff have the skills (and qualifications) needed to carry out all of the financial activities of the grant. Finance staff should receive the training and support they need to carry out their responsibilities. Also, managers and programme staff have to have the financial skills they need to manage budgets and implement controls. You must always inform KIOS in the event of changes in the finance staff and other staff.
[bookmark: _Toc653727236]Schedule for instalments and reporting
A tentative schedule of the grant reporting and instalments is agreed on when signing the Cooperation Agreement and reporting schedule. The organisations funded by KIOS are asked to produce a varying number of grant reports depending on the structure and length of the grant. Reporting includes narrative and financial reports. The implemented activities must always be reported before the next transfer of grant funds can be sent. 
Usually, when the grant plan is for 12 months, KIOS releases funds in three instalments (50%, 40%, and 10%), and grant partners are required to submit two main reports. These are the progress report and the final report. Please check the reporting and instalment schedule in the Cooperation Agreement. If the grant period is more than one year, there are usually more than three instalments and correspondently also more intermediary reports are submitted.
The first instalment, which is 50% of the total funds granted, will be transferred after both parties have signed the Cooperation Agreement.
The second instalment, which is 40% of the total funds, will be paid after you have submitted and KIOS has approved the progress report. The progress report should be submitted when the funds of the first instalment are nearly used, no earlier. The second instalment cannot be made if there are still plenty of funds left from the first instalment. This means that the progress report is submitted when about half of the total grant funds have been used. This does not always coincide with the halfway point in the grant in terms of time.
The Executive Director will make the final decision on approving the final report and on the payment of the remaining third instalment which will amount to a maximum of 10% of KIOS funds. The third instalment will be paid as a refund of the real expenses occurred. This means that the third instalment will be less than 10% if the organisation has financed less than 10% of the grant costs before submitting the final report. If the organisation has used less than 90% of the KIOS funds, the Executive Director must require repayment of unused funds. The refundable third instalment consists of real costs occurred and paid by the organisation during the grant and audited by the auditor.
A self-financing share of 10% of the total grant costs is another requirement of KIOS funding. It must also be approved by the auditor and it can be cash or an in-kind contribution (for example the monetary value for voluntary work). Please see Self-financing for more information.

	
	
	



[bookmark: _Toc491203752]Managing KIOS instalments 
[bookmark: _Toc1794649875]Currency of instalments
The grant and instalments are in euro (shown in the Cooperation Agreement). The euro amount shown in the Cooperation Agreement is the maximum amount that can be given to fund the grant costs. The precise grant in euro is determined on the day when the KIOS Board makes the funding decision, according to that day’s euro exchange rate in http://www.oanda.com/currency/converter/. The instalments are made to the bank account specified in the Cooperation Agreement. KIOS will notify you by email when the transfer of funds is made.
[bookmark: _Toc159106714]Local currency account and exchange rate
For reporting and to adjust your grant budget it is necessary to determine the average exchange rate between local currency and euro. If you have a foreign currency account please see Foreign Currency Account. This is needed because the KIOS grant is in euro and the final instalment amount is calculated using the average exchange rate of the instalments. We ask you to calculate the exchange rate by dividing the total amount received in local currency by the total amount sent in euro. Note, that it is necessary to determine the average exchange rate after every instalment from KIOS.
Include any deducted bank charges in the received funds when calculating the exchange rate. This means that you should count the average exchange rate using the amount of money you have received before any bank commission or other deducted bank charges are taken from the amount. The bank charges should be included in the grant expenses in your bookkeeping.
[bookmark: _Toc1287842132]Foreign currency account and exchange rate
KIOS recommends opening a foreign currency account, especially if there is high inflation in the country. 
If you are using a foreign currency account (e.g. euro or USD bank account) for temporary deposit of the funds and the conversion to local currency is made on various occasions, you must keep all currency exchange and withdrawal receipts for financial reporting and auditing. 
You should be as precise as possible when providing information concerning the exchange rate. All calculations should be based on the receipts of each withdrawal because the final instalment is a refund and it is calculated using the average exchange rate of the withdrawals.
Note, the audit should include the exchange rate of every withdrawal. It is necessary to determine the average exchange rate after every withdrawal.
[bookmark: _Toc1341766096]An example of calculating the exchange rate for the reports
	1st instalment

	Amount sent by KIOS: 7,000 EUR
Amount received by the organisation: 373,080 WLR (“Wonderland Rupee”) 
373,080 divided by 7,000 = 53.297

	Progress Report
	1st financial report is made using the exchange rate 
1 EUR = 53.297 WLR

	2nd instalment

	Amount sent by KIOS: 5,600 EUR
Amount received by the organisation: 315,546 WLR
The exchange rate for the 2nd report is determined based on ALL grant funds received so far:
In WLR: 373,080 + 315,546 = 688,626
In EUR: 7,000 + 5,600 = 12,600
688,626 divided by 12,600 = 54.653

	Final Report
	2nd financial report is made using the exchange rate 
1 EUR = 54.653 WLR


If you have a foreign currency account, use the exchange rate of each withdrawal instead of the instalments. In some cases, the weighted average exchange rate can also be calculated. In any case, the information should be as exact as possible.
[bookmark: _Toc866857674]Receipts of instalments
Please send KIOS a copy of the bank advice note for each transfer of KIOS funds. The copy of the bank advice note should include:
The name of the receiving organisation
The name of the sending organisation (KIOS)
The transferred amount in euro
The instalment in local currency
The date of the transaction
The bank charges
Exchange rate losses and gains
The KIOS grant amount is fixed to the amount decided by the Executive Board, and possible losses caused by exchange rates cannot be covered. In any case, whether you will be gaining or losing you need to adjust your grant budget accordingly and in consultation with KIOS. Contact your contact person at KIOS, if a need to adjust the grant budget arises.
[bookmark: _Toc875527141]Bank charges
KIOS can approve bank charges related to KIOS instalments if they have been included in the original grant budget. If you have not included them in the budget, please still include them in you grant expenses in your financial reports in case KIOS can, at the end of the grant, still approve them. 
[bookmark: _Toc1354635335]Interest gains 
The possible interest gains made on KIOS grant funds can only be used for the current KIOS-funded grant’s activities. This means that you need to use all the interest gains to finance the grant costs. Interest profits should also be properly reported in the financial reports. 
In some countries the interest gains can be substantial amounts. In these circumstances it is necessary to adjust the grant budget in order to take into account the interest profits. It is good practice to calculate the potential interest gains of the grant early enough to adjust the grant budget. Contact your contact person at KIOS, if a need to adjust the grant budget arises.
[bookmark: _Toc1234344279]Separate bank account for the KIOS grant
When you have multiple sources of funding, it is advisable to open a separate bank account for KIOS funds, as this makes it easier to track the use of the funds.
[bookmark: _Toc738333644]Use of funds and reimbursement of unused funds
Granted funds are meant to be used only for the intended purpose that is described in the grant application. If on completion of the grant there are surplus funds left, or funds not adequately reported for, we will send you a request to reimburse the unused funds. The unused funds may only be reallocated to other activities on written approval from KIOS.
[bookmark: _Toc411089248]Financial reporting to KIOS
[bookmark: _Toc1827389823]What to include in the financial report?
No receipts for expenses incurred need to be included in the financial reports to KIOS. Receipts and other books must, however, be kept in accordance with national legislation on bookkeeping and accounting.
The Financial Report should include the following information:
The actual receipts of each instalment in local currency. It is essential for KIOS to have information on the amount of funds received in your local currency.
Original budget approved by the KIOS Executive Board (or, if amended afterwards, with the approval of KIOS then the revised budget).
The actual payments and costs of the grant.
Balance of the funds.
Explanatory notes to possible variances from the original budget. If there is a need to revise the grant plan or the grant budget, this should be approved with KIOS beforehand.
Remember to report on the self-financing share of 10% of the total costs. Specify on what basis the value of voluntary work and in-kind donations have been calculated.
Please specify financing from other sources, if there have been other donors supporting the grant. 
[bookmark: _Toc865538749]Format of the financial report 
The financial report should include all the information listed above, but the reporting sheet is free form, although in Annex 3 you can find an example of an Excel sheet for financial reporting.
[bookmark: _Toc908767644]Submitting financial reports
For most grants, the partners are required to prepare two main financial reports: progress financial report and final financial report. Financial reports are submitted with the progress narrative report and final narrative report respectively. Please see the chapter Narrative reporting for more details.
[bookmark: _Toc1412338217]Reporting to be based on bookkeeping
The financial reports should be based on bookkeeping, where different cost elements are clearly grouped according to the original budget breakdown.
The person or persons who are in charge of the financial transactions of the grant should carry out the financial reporting together with the person/s responsible for the grant activities.
The progress financial report and final financial report specify actual costs that were incurred during the implementation of the grant. The final financial report needs to cover the whole grant cycle from the beginning of the grant until the end of the grant.
You need to remember to report all the grant expenses covered by all your funding sources. This means that you need to report the KIOS-funded grant costs, self-financing and any other financing from other donors (domestic and foreign), as you did in the application. For more details, please see Self-financing.
[bookmark: _Toc1326972286]Comparing expenses with the approved budget 
The comparison with the original approved budget should be clear and explicit in your financial report, and different cost elements should be clearly grouped according to the original budget breakdown. Similarly, the external audit report should be easily comparable with the final financial report and the approved budget. It is important for the sake of easy comparison, that you do not change any of the budget line titles or amounts of the approved budget. If the format of the external audit does not follow the budget lines of the approved budget, please attach an explanatory note on which budget lines correspond with which audit lines.
[bookmark: _Toc386849848]Reporting on self-financing share
Remember to report on the self-financing share of 10% of the total grant costs. Specify on what basis the value of voluntary work and in-kind donations have been calculated.
The origin of the self-financing needs to be reported to KIOS. The auditor must be able to include a statement about the self-financing in the auditor’s report. Please see more in Self-financing.
[bookmark: _Toc2052232357]Currency of financial reports
It is important to use the same currency for reporting that is used in the approved grant budget. The grant budget should be presented in local currency, so the currency used in the actual expenditure and the reporting should therefore be done in local currency as well. 
[bookmark: _Toc825817828]Special audits and other follow-up 
From time to time KIOS commissions special audits on chosen grants as part of our regular follow-up of the financial management of the grants. KIOS also requests, every year, some of the grants to submit copies of receipts of payments as a follow-up on financial management. During visits to grants, KIOS staff gets acquainted with the bookkeeping and financial management of its partners.
[bookmark: _Toc481499205]Co-financed grants
In case your organisation has received funding for the KIOS-funded grant from other donors (meaning that the grant is co-financed), this other funding belongs under other financing.  
If the grant is co-financed, the auditor’s report should cover the grant in total. This means that there should be a common auditor’s report of the total funds received for the grant. If donors have different audit requirements, each grant audit may be annexed to the auditor’s report. You must clearly state, in all grant reports (financial and narrative) and in the auditor’s report, which of the activities were implemented with KIOS funding, and which were supported by other donors.

	
	
	



[bookmark: _Toc380400280][bookmark: _Toc1541771955]Special requirements for final financial reporting
[bookmark: _Toc1255082252]The final instalment is a refund
The last/final instalment will be made after KIOS has approved the final narrative report, financial report and Audit Report. This means that your organisation needs to finance the last part (commonly 10% depending on the funding schedule) of the grant costs first by itself (in addition to the self-financing share of a minimum 10% of the grant). Refunding is made by KIOS only after the final report has been approved.
For reporting and to adjust your grant budget it is necessary to determine the average exchange rate between the local currency and the euro. This is needed because the KIOS grant is in euro and the final instalment amount is calculated using the average exchange rate of the instalments. 
Include any deducted bank charges in the received funds when calculating the exchange rate. This means that you should count the average exchange rate using the amount of money you have received before any bank commission or other deducted bank charges are taken from the amount. The bank charges should be included in the grant expenses in your bookkeeping.
[bookmark: _Toc921107666]KIOS specific grant audit  
The final report includes the auditor’s report. At the end of the grant an auditor should officially audit the accounts of the whole grant. The auditor also checks the records of the organisation to ensure that there is good governance and proper management in the organisation. Also, the self-financing, both in cash and in-kind, is to be audited. 
The auditor writes a report, which gives an opinion on whether the final financial report gives a true and fair view of the activities of the organisation and if the grant has been used for the purpose mentioned in the agreement. All the received funds whose use cannot be verified by an auditor should be returned to KIOS. 
Auditors should also provide a management letter. The management letter refers to a report to management indicating the auditors' recommendation for correcting deficiencies disclosed by the auditors. The letter identifies issues that are not required to be indicated or disclosed in the financial report, for example, it highlights weaknesses identified in the internal control systems, but contains the auditors’ suggestions and concerns noted during the audit. Managers have an opportunity to respond to the findings outlined in the management letter and explain what action they will take.
The auditor should be independent and must not be involved in the keeping of the accounts, or be related to any of the organisation’s executive team. The auditor should be a respected person who is certified and registered according to the laws and regulations of the country. 
The auditor should follow the approved principles related to auditing in the grant country and the instructions provided by the Ministry for Foreign Affairs of Finland (included in Annex 3). Please, make sure that you forward these specific audit requirements to your auditor and preferably go through them with him/her. We also recommend you to make a written contract with the audit company.
We recommend that the grantee organisation finds an auditor before the start of the grant activities. If your organisation does not have a regular auditor, we ask you to issue a call for offers from at least two audit companies. 
The audit required should be a separate audit of the KIOS grant or a KIOS specific audit extracted from the consolidated audit. Your auditor and an authorised person from your organisations should sign the report. 


[bookmark: _Toc186458437]Self-financing 
In addition to the grant support granted by KIOS, the organisation is required to contribute its own resources. The ability to raise self-financing tests the organisation’s commitment to the grant. 
According to the Cooperation Agreement between KIOS and its funding source, the Ministry for Foreign Affairs of Finland, the grantee shall contribute a minimum of 10% (self-financing share) to the total cost of the grant funded by KIOS.
The minimum 10% self-financing made by your organisation can be cash contributions, voluntary work or donated materials and services. The origin of the self-financing needs to be reported to KIOS. 
When the grant costs are reported, your auditor should be able to include a statement about the self-financing in cash or in kind in the auditor’s report (more in Audit instructions). 
[bookmark: _Toc199558027]Cash contributions
Cash contribution is cash that an organisation invests into the grant for the implementation of activities. The cash (monetary) value of the self-financing share must be entered into the organisation’s bookkeeping. You should include in the reporting where you got the money used for self-financing the grant. Cash contributions must come from the organisation’s own income sources, such as membership fees, donations or private sponsorships. Other donor funding or local public funding can also be included in self-financing in some cases. 
[bookmark: _Toc1648810415]In-kind contributions 
If there is no cash changing hands, it is called in-kind contribution. These contributions can be materials, services, use of equipment, or voluntary work that are donated for the grant. 
The use of the organisation’s existing resources, such as office space, GPS, computer, or printer for the grant’s activities, qualifies as self-financing. These materials or items are owned by the organisation (not bought using the grant funding) and they are used for the grant’s activities without extra cost to the grant. Services can include, for example, using a meeting room for free. The value of the use of the materials and services needs to be estimated and the calculation should be shown as cash (monetary) value in the organisation’s bookkeeping and reporting. 
Voluntary work should be calculated according to what would be paid to a local worker/professional for the same work before taxes. The work must be associated with the preparation or implementation of the supported grant. Your organisation is requested to provide a list of volunteers and the type and duration of their work. The calculated values of voluntary work must be clearly itemised in the plan and reports. Preferably, voluntary work should be verifiable with appropriate work-time monitoring systems e.g. time sheets (please see the Annex 2).
See below some guidelines for your calculations:
Voluntary work and donated materials and services: name the type and quantity of materials/tasks along with their current value.
Value of voluntary work: the value of voluntary work should be calculated according to the local salary standard for equivalent work before taxes. Please calculate the value of such work in terms of gross salary, excluding other salary-related costs.
Value of donated materials: the value of donated materials should be calculated according to the estimated local market value of the materials. Please keep the estimates cautious; the prices must not be exaggerated. If the donation is especially high in value, or is a special item, experts should be used in appraising value. The expert’s written estimate must be appended to the financial report. 
The use of equipment (i.e. computers, printers) should be determined by using a maximum 20 per cent of the purchase price. 
[bookmark: _Toc395184407]Even with no transfer of money, these in-kind contributions still appear as grant costs. Remember that, when filling out the KIOS application and reporting forms, the self-financing should be included in the grant financing table and the break-down of total self-financing table, as well as the equivalent amount as expenses in the grant expenses table.
[bookmark: _Toc1018230142]Reporting the self-financing 
When the grant costs are reported, your auditor should be able to include a statement about the self-financing in cash and/or in kind in the auditor’s report. The auditor has to check the final financial report of the grant and confirm it by signing it (more in Audit instructions). 
[bookmark: _Toc287988169]Problems in accumulating self-financing
The rate at which self-financing is accumulated must be monitored and reported to KIOS; any potential problems must be reported to KIOS as soon as possible. 
If the organisation is unable to collect the planned self-financing share, the scope of the grant must be correspondingly curtailed so as to reach the minimum 10% self-financing share of the total grant costs.

	
	
	



[bookmark: _Toc116555184]Other requirements for partners
[bookmark: _Toc571172141]Visibility of KIOS
You need to mention KIOS as a source of funding in all publications and reports produced in this agreed grant. If using KIOS’s logo/name is difficult due to sensitivity or political reasons, please ask for guidance from KIOS.
[bookmark: _Toc225743842]Organisational annual reports
We also ask you to send us the consolidated audited accounts (with different donors and their funding listed separately) and the annual activity reports of the overall work of your organisation for the years during which the KIOS grant was implemented. These reports can be sent together with or separately from the progress and final reports.
[bookmark: _Toc345565352]Changes in banking details
Remember to inform us in the event of changes to your banking information.
[bookmark: _Toc1606127636]Property list or fixed assets register
You need to keep a list of all the property (worth more than 100 euros each) bought with the funds granted by KIOS. The list must include: name of the item, price, date of purchase, and where the item is used and stored during the grant. An alternative to this is the fixed assets register. This up-to-date list or register should be attached to the financial progress and financial final reports. Also, the auditor needs to check the property list or fixed assets register. Furthermore, if the item is worth more than 100 euros it should be labelled as bought with grant funds.
[bookmark: _Toc1139675888]Procurement
If you are purchasing (buying) supplies, equipment and services, you need to ensure that the procedures for placing orders or awarding contracts, etc. follow the principles of economy, efficiency, accountability and maximum consideration of cost-effectiveness. Please remember to also think of the environmental impacts. 
[bookmark: _Toc885894752]KIOS monitoring and evaluation
You need to give a representative of KIOS the right to follow, monitor and evaluate the progress of the grant. You need to provide all the necessary information to support the monitoring and evaluation, including access to the grant accounts and other grant-related documents. KIOS also has the right to inspect the materials and other purchases procured with the grant funding provided. This right to inspection and information will also be valid after the completion of the grant. The same rights are also given to the representatives of KIOS’s main funder, the Ministry for Foreign Affairs of Finland.
Those grants over 100 000 euros will be required to have an external evaluation and with others these can be agreed on case-by-case basis. There are separate KIOS guidelines on external evaluation.
[bookmark: _Toc1864243789]Your grant on the KIOS website
The KIOS website includes a list of grants funded by KIOS (https://www.kios.fi/en/grants/). If you do NOT wish to be included in these lists, please let us know.
KIOS also publishes information about the work and achievements of our partner organisations on our website and social media platforms, so please send your news to us! KIOS welcomes all kind of news about your work or the human rights situation in your country, including press releases, blog texts, pictures, publications and videos. KIOS reserves the right to decide what to publish on its website and social media platforms.


	
	
	




	[bookmark: _Toc572868666]Annex 1. Sheet for calculating voluntary work
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	Date
	Person
	Task
	Started
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	Total hours
	Price per hour*
	Total value
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	* Price per hour (monetary value given for the voluntary work in local currency)
	
	
	







	[bookmark: _Toc212217844]Annex 2. KIOS progress and final reports

	Model for financial reporting sheet
	
	
	

	
	
	
	
	

	Organisation
	Grant Number
	
	
	

	Received funds
	Date
	Local Currency
	EUR
	 

	Granted fund
	 
	 
	 
	 

	1st instalment
	 
	 
	 
	 

	2nd instalment
	 
	 
	 
	 

	 
	 
	 
	 
	 

	interest gain
	 
	 
	 
	currency 

	TOTAL AVAILABLE FUNDS
	 
	0,00
	0,00
	#JAKO/0!

	not received yet
	 
	 
	 
	

	Grant expenses in local currency funded by KIOS
	Approved budget in local currency
	Real expenses in local currency
	Variance / Balance (between approved budget and total expenses) in local currency
	Explanatory notes to  variances in the original budget

	Budget line 1
	 
	 
	0,00
	 

	Budget line 2
	 
	 
	0,00
	 

	Budget line 3
	 
	 
	0,00
	 

	 
	 
	 
	0,00
	 

	KIOS TOTAL (max 90 %)
	0,00
	0,00
	0,00
	 

	Self-financing in local currency
	 

	Budget line 4
	 
	 
	0,00
	 

	Budget line 5
	 
	 
	0,00
	 

	Budget line 6
	 
	 
	0,00
	 

	 
	 
	 
	0,00
	 

	Self-financing TOTAL (min 10 %)
	0,00
	0,00
	0,00
	 

	TOTAL grants costs (100%)
	0,00
	0,00
	0,00
	



	
	
	



[bookmark: _Toc368131854]Annex 3. Audit instructions (MINIMUM REQUIREMENTS)
This document contains audit instructions for grants funded by KIOS. KIOS asks that the grantee organisation gives these instructions to the auditor and goes through them with the auditor before he or she undertakes the work. These instructions have been written together with the representatives of the Ministry for Foreign Affairs of Finland which is KIOS’s main funder.

The purpose of an external audit is to verify that the annual accounts provide a true and fair picture of the organisation’s finances, and that the use of funds is in accordance with the aims and objects as outlined in the constitution.

An external audit can be conducted either as part of the annual review of accounts or as a special review by a donor agency. It is conducted by a firm of accountants with recognised professional qualifications.

Auditors are appointed by the Board of Trustees (or Annual General Meeting) or by a donor for a special audit. They are independent of the organisation employing them.

Scope

We ask you to conduct a special purpose audit concerning the development cooperation grant funded by KIOS. 

As a general condition for the development cooperation funding, the grantee organisation must observe principles relating to good governance and anti-corruption activities. Funding from KIOS may only be used to cover expenses considered to be necessary and reasonable in carrying out the grant’s activities. The grantee organisation shall, in its accounting, follow national generally accepted accounting principles (GAAP). The audit should be carried out in accordance with generally accepted auditing standards (ISA 800) and relevant national legislation and standards. 

The nature of a grant funded by KIOS is as follows:

· A grant is not a legal entity but an accounting subject,
· It can include transactions in more than one legal entity (e.g. partner or subsidiary).
· It does not prepare statutory financial statements.
· The statements under audit are the financial grant report and the list of fixed assets.
· The accounting is mainly on cash basis – there may be a few accruals.
· Fixed assets are not capitalised but recorded as cost when purchased.
· The materiality level in each audit finding is the equivalent of 200 euros.

Reporting
We ask you to send the auditor's report to KIOS in Finland both by email and by regular mail. The report should be in English or French and include the following items:
· Grant number and name
· Implementing organisation
· Date of the Cooperation Agreement
· Reporting period and currency (preferably local currency)
· Exchange rate used in the Financial grant report
· Total amount of budgeted income and expenditures, including self-financing and other funding
· Auditor’s separate statement on the use of the Grantee’s self-financing in cash and / or in kind, amounting to a minimum of 10 % of the total costs occurred.
· Total amount of actual income and expenditures (including balance from previous period)of previous grant period)
· 
· Closing balance (including cash, bank and other assets like advance payments and outstanding checks) 
· Give the main findings and recommendations of the audit 
· Auditor's name, position, address, phone, fax and e-mail
· Date, auditor's signature and authorisation
· Opinion on the issues below**
· Management letter***

**Opinion
The auditor's report should offer an opinion on the following areas:

· Does the financial grant report match the bookkeeping?
· Does the financial grant report correspond with the Cooperation Agreement? 
· Do the received funds match the bookkeeping?
· Does the bookkeeping match the vouchers?
· Are there proper vouchers for the transactions? 
· Is there adequate bookkeeping, including a Journal and General Ledger?
· Do the changes in the List of Fixed Assets match the vouchers?
· Does the bookkeeping match the official bank account statements and Cash Book?
· Does the opening balance of funds correspond with the audit report of last period?  
· Is the approved financial grant report free of material misstatement?
· Are any received, yet unused funds properly recorded as a liability in the balance sheet and included in the ending balance of the financial grant report? 
· Are the recorded expenses in the financial grant report in line with the approved original budget or activity plan? The report should contain an explanation of deviations greater than 15 percent.
· Is the internal control system of the management of the organisation adequate? Are there any material weaknesses that the organisation should improve? 
· Do the salaries of the grant personnel match existing, properly signed employment contracts, and does time recording exist?
· Have social security expenses, including pensions and taxes, been recorded and paid to the relevant authorities in accordance with national legislation?
· Does the organisation have copies of all valid essential contracts (government, trading, rental, lease, service agreement)?


*** Management letter (internal control letter)

Auditors should also provide a management letter. A management letter refers to a report to management indicating the auditors' recommendation for correcting deficiencies disclosed by the auditors. The letter identifies issues that are not required to be indicated or disclosed in the financial report, for example, it highlights weaknesses identified in the internal control systems, but contains the auditor’s suggestions and concerns noted during the audit. Managers have an opportunity to respond to the findings outlined in the management letter and explain what action they will take.


	
	
	



[bookmark: _Toc317394867]Annex 4. Minimum standards for financial management in NGOs (by Mango)
	[bookmark: _Toc110754246]
A. Minimum Requirements 

	Standard
	Why

	1. A valid supporting document for every transaction, (securely filed and stored for the minimum period required).
	Protection for staff, evidence and details of transaction.

	2. A cash book for every bank account, reconciled every month.
	To organise and summarise transaction information; check for errors and omissions.

	3. A Chart of Accounts – used consistently in the accounting records and budgets
	Principle of consistency; to facilitate production of financial reports.

	4. A budget detailing costs and anticipated income for all operations.
	Planning, fundraising, control and reporting.

	5. Clear delegation of authority – from governing body through the line management structure.
	To know who is responsible for what and within what limits.

	6. Separation of duties – sharing finance duties between at least two people.
	To prevent temptation to steal and reduce opportunity to commit fraud; to share the load.

	7. Annual financial statements – preferably audited by an independent person.
	Accountability to stakeholders; transparency.

	[bookmark: _Toc110754247]B. Good Practice 

	8. Additional accounting records when staff are employed (wages book) or assets owned (assets register).
	To meet statutory and audit requirements; for control purposes.

	9. Budgets based on real activity plans, which include the full cost of running a grant.
	Realistic, more likely to meet targets.

	10. Budgets with clear calculations and notes.
	Easy to read and adjust.  Easy to justify calculations.

	11. Separate core costs budget.
	Encourages active management and financing strategy for core costs.

	12. Monthly cash flow forecast.
	Helps to identify and take action to avoid short-term cash flow problems.

	13. Use of cost centres when working with multiple donors and/or grants.
	To separate restricted funds and related transactions; to facilitate reporting to managers and donors.

	14. Funding grids, if more than one donor is funding an organisation or grant.
	To avoid double-funding situations and identify areas of shortfall. 

	15. Budget monitoring reports at least monthly to managers (and also regularly to beneficiaries).
	To monitor progress; for control purposes.

	16. Written policies and procedures, including a code of conduct for staff & board members.
	To prevent confusion about organisation rules and expected practice.

	17. Diversified funding base – mix of restricted and unrestricted funds.
	Less vulnerable to financial shocks; helps to build up reserves.

	18. A reasonable level of reserves.
	Less vulnerable to financial shocks; helps overcome cash-flow problems
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	Ref 
	Statement of best practice 

	4,1
	Cash is kept safely in a locked cashbox or safe, in the custody of one individual

	4,2
	All cash received is banked intact, i.e. without any being spent (if no cash is received, score 5)

	4,3
	All cheques are signed by at least two authorised signatories

	4,4
	Cheques are signed only when all the details have been properly filled in (i.e. no signatories ever sign blank cheques)

	4,5
	Bank reconciliations are checked by someone who did not prepare them

	4,6
	There is a written policy detailing who can authorise expenditure of different types or value

	4,7
	All transactions are properly authorised

	4,8
	Cash payments are authorised by someone other than the cashier

	4,9
	Different steps in the procurement process, (e.g. ordering, receiving and paying) are shared among different people

	4.10
	Expenses claims for staff advances are checked by the same person who authorised the advance

	4,11
	Staff salaries (including advances and loans deductions) are checked each month by a senior manager

	4,12
	Statutory deductions (e.g. payroll taxes) are properly made and paid on time

	4,13
	All fixed assets (e.g. vehicles, computers, equipment) owned by the NGO are insured and controlled using a fixed asset register

	4,14
	There is an approved policies and procedures manual in place which is relevant to the organisation, and known by staff

	4,15
	 A properly registered audit firm is selected by the trustees

	 
	Total score for internal controls
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It is important that financial systems are designed to make sure that as few mistakes are made as possible, and that the opportunities for misappropriation (in fact, theft) are minimised. A qualified accountant may have to inspect your systems once they are in place, but on an everyday basis, the management of the NGO is accountable. Some rules and management actions may reduce the risk:
· There should be written policies, procedures and rules to deal with financial management, and all staff should be made aware of them.

· Management should monitor its cash flow and compliance with the budget on a monthly basis, if not more often, to ensure no crises arise.

· Precise records should be kept, and every transaction should be recorded as it happens. Receipts should back up every expenditure. Annual financial statements should be accessible for all stakeholders, as well as staff. It makes sense to have an oversight board. 

· Introducing a “payment voucher” system may make sense, whereby a senior manager approves each expenditure before it is made, unless it is a recurring cost, such as salaries or rent. But nobody should just go out and buy a computer! Written approval, a voucher, should be required. Or, alternately, staff should be given an individual limit how much they can spend in a given period, and their purchases should be reviewed afterwards. 

· Larger purchases should be made in line with internal procurement standards. Often, the donor will impose its own – see the sample UNDP contract in the instructor’s materials, for example, where the recipient Sudanese NGO is given specific procurement guidelines.

· Bank accounts should always be in the name of an organisation, not an individual. All requests for bank withdrawals, like cheques, should be signed by two people, or “two out of three”, whose names and signatures have been deposited at the bank by the senior NGO manager (the only one also allowed to make changes). Keep all money in the bank – never keep more than “petty cash” in the office. Cheque books should be locked up.

· If you use cash, keep it secure, in a safe. Only one person, the “cashier”, should have access to the cash. Receipts should be kept for each cash transaction.

· Segregation of duties: separating tasks, for example making sure that no person is solely responsible for an entire transaction, e.g., from ordering equipment to signing the check paying for it.

· If there is a suspicion of fraud, call in a professional auditor. It may be necessary to involve the police, making sure that any evidence is immediately secured, so the person who may have committed the fraud cannot destroy it.

· Engage a good auditor to go over your books on an annual basis, make recommendations for system improvements, provide a “management letter” with findings and recommendations, and produce an audit report.



[bookmark: _Toc1045220828]Additional guidelines 
Mango, strengthening the financial management and accountability of humanitarian and development NGOs and their partners:
http://www.mango.org.uk/
MFA anti-corruption handbook:
https://julkaisut.um.fi/products/anti-corruption-handbook
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