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How to keep score 
Ian Oakley Smith, 
Ian Oakley Smith is a director at PWC working in the business 
recovery services team. He is a chartered accounted, but also a 
licensed insolvency practitioner. He has worked with charity and 
not for profit organisations. His experience of working with 
companies in trouble has given him and insight into how things 
go wrong and why. This enables him to work in a pre-emptive 
fashion and help ensure trouble does not arise. 

Rachel Taylor 
Rachel Taylor is a director at PWC in the assurance part of the 
business. She has worked with not for profits and is passionate 
about the impact they can make on society. She has experience 
trying to support capabilities in financial management around the 
sector using her skills as a chartered accountant and financial 
analyst. 

 

Financial management is important for all businesses, but particularly for charitable 
organisations and social businesses & enterprises. However, many overlook this part of 
their business. It might be through a lack of understanding or a perception that they 
simply cannot afford the right resources.  

In their presentation to the ClearlySo Social Business Conference in 2010, Ian Oakley 
Smith and Rachel Taylor of PriceWaterhouseCoopers, emphasised the importance of 
an effective financial management team. Drawing on examples of companies they had 
helped during their own careers, they examined why financial management was 
necessary, what you needed from a team and some essential ingredients for financial 
management. The guide which follows is drawn from that presentation. 

http://www.pwc.co.uk/
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Why is financial 
management 
important? 
 
One of the most common questions 
we’re asked is: why do businesses fail? 
Are there any common denominators? 
And can we learn from their mistakes? 
 

One answer is that businesses tend to slot into 
high risk and low risk models. Think about your 
business very simply in terms of income and 
expenditure. How predictable or volatile is the 
income? How flexible or fixed is your 
expenditure?  

At one end of the scale is a stable business 
with flexible costs. In terms of income this might 
be donations from a grant making body or, for a 
social enterprise, funding from a government 
source. Costs might be flexible thanks to the 
use of a virtual office, part time staff or 
consultancy. This would make it fleet of foot 
with a reliable income sources. This is the most 
comfortable position for any business to be in 
and it is highly unusual to see these businesses 
fail.  

At the other end of the scale are more high risk 
and volatile businesses – a section into which 
many social businesses and enterprises would 
slot. These organisations might be heavily 
project-based and rely on one-off and irregular 
income which is hard to predict. In addition its 
expenditure may be highly fixed, with the 
company being committed to premises and 
people. In such a situation, you need good 
reserves and clear and regular financial 
information in order to provide the earliest 
possible warning signs when your business 
begins to hit trouble.  

The second common denominator is that those 
businesses which do hit trouble simply do not 
see it coming. They run out of money and are 
still wondering why. To illustrate further we 
shall take the following example: a not-for-profit 
organisation responsible for a £60m restoration 

of a national asset. It had a total of 56 people 
on payroll who were conservationists and 1.4 
people on financial management. One was a 
book keeper and the other an accountant 
working part time. He held an overseas 
accountancy qualification, and nobody at the 
organisation seemed to know what this was.  

The organisation ran out of money four times. 
On the fourth occasion, the funders demanded 
answers as to why this kept happening. It was 
not hard to see what was wrong. The emphasis 
of the organisation was entirely geared towards 
what it did, assuming the numbers would look 
after themselves. They had paid no attention to 
developing the right resources on the financial 
side of the organisation and as a result paid the 
price. This was a highly complex project and 
required extremely tight management and 
control. The organisation’s failure to implement 
effective management and governance on the 
financial side compromised its ability to carry 
out its core function.  

Variations on this example are commonplace. 
When this scenario occurs, organisations often 
cite the fact that they are small and do not 
possess the funds required to recruit an 
adequate financial team. However, as this 
example shows, compromising on this area 
should not be an option.  

The idea of effective financial management is 
to create a virtuous circle. It is about much 
more than just buying Sage and employing 
someone to input invoices and track cash 
movements; this is far more detailed and 
involved. It is about taking your strategy and 
what you, as an organisation, do and 
understanding what that means in numbers 
terms going forward a year, two years and 
further.  

You then need to understand what can change, 
what can go wrong and how you will respond. 
In other words, what are those scenarios, how 
do they pan out in practice and what would 
your response be? It is also about 
understanding how that impacts on what level 
of capital you need, in order to absorb changes 
that need to be made.  
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Only once you have done all of that can you 
decide that, in the light of all this, what 
information you need to get the earliest heads 
up as to when things are going wrong. You can 
therefore respond as early as possible.  

Organisations which do not possess this 
effective financial information struggle because 
they do not get that window of opportunity to 
respond. The same set of external events can 
affect two organisations in exactly the same 
way. One is on the ball and will be able to act 
six months ahead of time. It will have thought 
through how it is going to respond so it is hitting 
the ground running rather than making it up on 
the hoof and more importantly, businesses 
which have a number of different stakeholders 
with many different views will have thought 
about it before so they have reached a 
consensus and can, once again, hit the ground 
running. The other will spend time time arguing 
what to do while cash is running out and 
options are becoming minimised.  

This is a virtuous circle to which businesses 
should aspire at the best of times. However, in 
an uncertain climate, this will sort out those 
who will be here in five years’ time and thriving 
from those who will have fallen by the wayside. 

 

Building the right 
financial team 
 
Before you start building your financial 
team you need a clear understanding of 
what it can offer and why it is needed. 
Some view their teams as simply being 
bean counters, tasked with producing a 
set of numbers before the company 
moves on to the next item on the 
agenda. 

However, financial management is critical to 
underpinning the success of your organisation. 
It is vital, not just to produce a set of numbers, 
but to support the decisions and investments 
you make in the long term. Furthermore it will 

also be critical in helping your business through 
uncertain times.  

The first issue to discuss is why you need it and 
what you will do with the information provided. 
You will produce financial information for very 
different reasons. They may be legal, 
regulatory or information to encourage people 
to invest or buy your services. You will also 
need it to manage your services. Equally, 
depending on the nature and requirements of 
your business, you will present it in many 
different ways. It can be one page or 10 pages 
or anywhere in between. However, the one 
ingredient all businesses need is to get the 
resource right. This can be done in a number of 
ways. Referring again to our previous example 
in which a lack of emphasis on financial 
management led to the failure of an 
organisation, we can see the importance it has 
for any company.  

So, what should you look for? Finance teams 
have three distinct, but interlinking roles: 

 1. Efficiency 

This means, very simply, doing things 
efficiently. That could be by using simple 
and standardised processes across the 
organisation, but it can also be about more 
advanced concepts such as sharing 
services. In the States a number of social 
enterprises provide a shared services 
operation for not for profit organisations. 
To use shared services you do not need to 
be a large organisation. Even smaller 
companies can engage in this activity. 

 2. Compliance and control 

This does what it says on the tin – namely 
to control and manage spend and income. 
For social enterprises it is important to 
make sure – not that you spend too much 
– but that you spend enough. You must 
have the right controls to understand 
where you’re spending and where your 
money is coming from. 
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 3. Insight 

This is highly important when making 
decisions about where you’re going to 
spend your money; whether it’s in a new 
building or a new project it is important to 
have the right insight. Your finance teams 
need to be at the table when you’re 
making those important strategic 
decisions. 

These three factors, when taken together, will 
ensure you have an effective and reliable 
financial team which can provide up to date 
information and monitoring of your business. 

 

Financial 
management 
essentials 
In this section we’ll examine some key 
financial essentials which are 
particularly of use for social businesses 
and enterprises. We’ll look in detail at a 
few key points using a few examples of 
businesses which have suffered 
because sound financial principles 
were not in place. They may not have 
all fallen into insolvency, but in each 
case important aspects of the decision 
making process were hindered 
because the basics were not in place. 
 

 

Authorisation limits 
around expenditure 
Not for profit organisations have certain 
features which set them apart from most 
mainstream businesses. One of the most 
positive is that they are staffed by people who 
are normally extremely committed to what the 
organisation does. The teams are usually 

extremely close knit and typified by a high level 
of trust between colleagues. These 
organisations may not feel the need to 
implement authorisation limits because the 
people who work there can be trusted to do the 
right thing.  

However, this is not necessarily a wise course 
of action as this example demonstrates. This 
particular company was involved in an 
extremely large capital project for its size. It 
recruited a new member of staff who, full of 
enthusiasm, started talking to contractors about 
putting the project in place. It was only when 
she returned because she did not have the 
proper authorisation levels to sign off that we 
realised she was planning to spend £45k rather 
than the £10k planned in the budget. 

This is an extreme example, but it illustrates 
how having expenditure limits in place can help 
people in their decision making. 

Bank reconciliations 
This is one of those irritating little jobs which 
can slip by. Perhaps you have failed to do it 
that month and you think you might do it next 
month. However, it is important to ensure they 
have been done and that they have been 
reviewed. It is not unknown for an organisation 
to go one or two years without reconciling the 
account. In these circumstances the simple 
process of drawing up accounts transforms 
from a simple job into a drawn out and arduous 
process. More than the time taken in doing the 
work is the concern of being unable to track 
where money has gone. 

Forecasts 
This is one area which many early stage 
organisations neglect. A growing company, 
planning to start small, but hoping to grow, will 
often only look one year ahead. It may have 
ambitious plans in the long term, but in terms of 
pure numbers it may be difficult to get their 
head around what the scene might be like in 
two to five years’ time. Businesses may feel 
reluctant to undertake such work as there is no 
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obvious benefit. However, funders, lenders and 
banks will feel more positive if a business has 
forecasts looking three to five years ahead. It is 
also important as it helps you prepare for any 
forthcoming changes. For example, if your 
business receives a significant source of 
income from government it could be looking at 
a significant downturn of income. You need to 
know, by looking at your forecasts, what kind of 
impact that is likely to have on your business. 

Segregation of 
duties 
This is an issue many social enterprises and 
not for profits can struggle with. There is a 
sense that organisations want to demonstrate 
trust in their staff – to emphasise that people 
can be trusted to do the right thing. It is a 
reasonable sentiment, but one area in which 
segregation of duties is important is cash 
handling – whether that’s spending or receiving 
money. It is important for the simple reason that 
it protects individuals. If cash were to go 
missing, people will feel protected because 
they do not receive the money and record it. 
This therefore not only helps the organisation, 
but it also protects the individual. 

Distinction between 
internal and external 
reporting 
Internal reporting is important. However, every 
business has another set of external 
requirements. These can change depending on 
what type of organisation you’re legally set up 
to be. When you set up your organisation it is 
important to understand what those legal 
requirements are and beyond that what your 
stakeholders might want to see in their external 
reports. There are things you are legally 
obliged to do. However, there may be 
additional things you might want to do to satisfy 
your stakeholders.  

One might be how much or how little external 
review you want. For example, if you run a 
small business, and you only need an 
independent review, you might wish to talk to 
your funders or banks to see if they would have 
more confidence if you had an external audit. 

 

Performance 
monitoring 
When looking at businesses which 
combine a social and commercial 
objective, one of the most common 
things to see is information which does 
not help them understand the discrete 
elements what the organisation does. It 
might say whether the company 
expects to make a profit or a deficit or it 
might say what the funding categories 
are. However, the linkages between 
them are often missed altogether. 
 

We often see formats of income and 
expenditure accounts which mix up various 
discrete projects and various different trading 
entities. For example, an arts organisation may 
have a café and restaurant or a merchandising 
arm – you’ll see income categories listed as if 
they’re the same types and expenditure 
categories likewise. It is impossible to 
understand whether the company is making a 
surplus or a deficit on a particular item. It 
seems the organisation is satisfied to 
understand the picture as a whole, but if it was 
ever charged with understanding the bite-sized 
chunks of what it does, and if it had to scale 
down what would be involved, that information 
– without much more time and effort – would be 
wholly insufficient to allow those decisions to be 
taken. 

That’s particularly true of an organisation which 
has mixed commercial and social goals. This 
manifests itself in a blurring in the mind of 
management between those two goals. 
Decisions are often taken in a somewhat fuzzy 
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way. I suggest, when we talk about 
performance monitoring, that this will only be 
helpful if the organisation is clear on what its 
aims and objectives are are – both commercial 
and social – that they are kept as separable as 
possible and that information follows that flow. 
You can take decisions on that portion of a 
business which is there to make money as 
distinct from what to do with that money or how 
to compromise profits for social benefit. Unless 
that happens, it will be difficult to frame the 
measures that you need. 

Every organisation, to a greater or lesser 
extent, needs to monitor performance. It is not 
good enough to measure income and 
expenditure in totality or to measure cash-flow 
in totality. You need to understand it in its 
component parts and to design systems to 
allow that information to be readily available. 
Every case will be different as to what 
information you need and when. Some 
information will be required weekly, some 
monthly. Some things can be reported quarterly 
or annually.  

All these points are valid. However, it leaves 
one question unanswered. While a company 
might accept the importance of financial 
management, it may feel unable to afford the 
resources it needs. There are, however, ways 
in which that resource can be made available 
on an affordable basis.  

First of all, it is unlikely that a voluntary 
resource with financial experience will be 
appropriate – although there are some 
exceptions. The chances are you will have to 
pay. There are a number of organisations 
which provide a quasi-financial director service 
to smaller not for profit organisations. These 
can be effective, but you need to deploy what 
resources you have effectively. In other words, 
you need the right people doing the right things.   

Here’s an appropriate example: an organisation 
with £500k turnover employs a person to 
handle everything from posting invoices to 
planning the cash flow forecasts. It may be that 
you find an individual qualified as an 
accountant who is able to cope with the top 
level jobs, but is also happy doing the more 
menial tasks. However, the more likely scenario 

is that you find a person who fits somewhere in 
the middle: they may be over qualified for more 
menial jobs, but lack the expertise required to 
handle more advanced tasks properly. It is 
important, therefore, to find a way of 
supplanting the more advanced aspect of the 
role and this means accessing a qualified 
accountant. This option will incur a cost and 
many organisations choose instead to “fly by 
the seat of their pants”. That can work, but is 
less likely in the current climate. 

To sum up, proper financial management 
should not be thought of as an overhead, but 
as an insurance policy. It is easy to 
compromise in the short term, but in the long 
term it’s a false economy. There is a clear 
difference between information you need them 
to draw internally from the information you need 
them to provide externally. The right resource 
can be found in a number of ways, but 
compromise is not an option. 
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