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WHAT ARE THE CHALLENGES NGOs FACE? 

• How to comply with applicable laws/requirements 

 

• How to find the value from compliance 

 

• How to meet the stakeholders’ (clients, Government, local 

communities) demands 

 

• Ability to create efficiencies and benefit communities from 

maximizing the use of LSG reserve 

 

• Setting strategy and aligning it to appropriate resource management 

and service processes 

 

• Diversity and culture differences of NGOs 
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WHAT ARE THE CHALLENGES WE FACE? 

• Leading a cohesive not-for-profit organization 

 

• Establishing the right culture 

 

• Finding first signs of problems / risks 

 

• Motivating employees 

 

• Reviewing performance 

 

• A safe and rewarding place to work 
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THE NEED FOR EFFECTIVE GOVERNANCE 
 

 

 
Leading your NGO to effective corporate governance practice 
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GOOD CORPORATE GOVERNANCE 

Good governance means transparent 

decision-making process, implementation, 

enforcement and accountability of the 

Board and management in a NGO to the 

public and their stakeholders.  

 

Effective governance serves to ensure a 

strategic guidance of the NGO, effective 

monitoring of NGO’s management by the 

Board, and the Board’s accountability to 

its stakeholders – its clients, the 

government (as a source of funds) and the 

community. 
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• Helps achieve NGOs’ objectives 

 

• Helps fulfill the expectations of the stakeholders 

 

• Fosters and promotes an ethical and healthy NGO culture in Hong Kong 

 

• Performs a self-assessment of compliance related to communication, 

roles and responsibilities of the governing board and management, and 

their duties in handling complaints, and other relevant human resources 

management expectations 

 

• Provides a self-assessment checklist on NGO’s progress of BPM 

implementation and helps planning for its continual improvement 

IMPORTANCE OF CORPORATE GOVERNANCE IN BPM  
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WE INTUITIVELY HAVE THE NEED FOR STRONG 

CORPORATE GOVERNANCE 

Management 

• maximise the use of 

LSG reserve 

• minimise costs 

Employees 

• maximise work time & 

remuneration 

• minimise works 

Board 

     Management Employees 

 

Stakeholders/ 

Society 

 

 

Stakeholders/Society 

• Needs are fulfilled 

• Impact on community 

• Sustainable development 

There are conflict of interests 

Board 

• Ensure stewardship 

frameworks in place (risk 

mgmt, financial reporting, 

internal controls, 

compliance) 

• Balance all stakeholders’ 

interests 

• Enhance NGO reputation 
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For employees 

• stronger leadership 

• consistent & transparent 

policies (equality) 

• credit worthy management 

 

For stakeholders -

clients/Government/community 

• Benefits/needs met 

• Properly maximize the use of 

LSG 

• Willingness to form business 

relations with the NGOs 

 
 

 

Balance 

Power Control 

Conformance 

Costs 

Chinese idiom: Balance creates harmony 

Balance 

Power Power 

Performance  

Benefits 

Control 

Conformance 

Costs 

For board / management  

• accountability & expectation 

management 

• drive out unethical behaviour 

• lead crisis management 

• governed by system but not 

dictatorship 

WE INTUITIVELY HAVE THE NEED FOR STRONG 

CORPORATE GOVERNANCE 
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Corporate governance is a set of processes, 

customs, policies, laws, and institutions 

affecting the way an organisation is 

directed, administered or controlled.  

 

Corporate governance includes the 

relationships among the many stakeholders 

(e.g. the governing board, employees, 

clients, government, and the community at 

large) involved and the goals for which the 

organisation is governed.  

CORPORATE GOVERNANCE 
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ROLES AND DUTIES OF NGOs' GOVERNING 

BOARDS 
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• The Board has a legal responsibility for the governance and oversight of the 
NGO and it should be carried out with duty of care, loyalty and obedience. 
 

• It is responsible for creating an environment in which NGO is able to provide 
real value: 
 Effective and valued social welfare services 
 Accountability to funders 
 Trust and respect of the community 
 

• Functions that require the Board to design processes for its governance 
include: 
 Accountability 
 Financial control 
 Compliance 
 Policy and Procedures 
 Public reporting 
 Risk management 

 

 

 

 

GOVERNING BOARD 
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• Board structure – high level of Independence 

• Board responsibilities (duties; time commitment; monitoring; balancing 

demands) 

• Board meetings (number of meetings; attendance) 

• Board delegations (terms of reference; management and committees) 

• Board leadership (roles and responsibilities of chairman, secretary, 

treasurer) 

• Board appointment and termination (succession planning; retirement by 

rotation) 

• Remuneration of senior management, and staff 

 

 

GOVERNING BOARD (cont'd) 
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• Short-term needs of investors 

considered 

• Prudent decision-making 

The Number Crunchers 
• Focus on financial impact 

• Lack of blue-sky thinking 

• Lack of diversity of board members 

• Impact of social & environmental 

issues largely ignored 

• Risk averse 

• All opinions given equal weight 

• All options considered 

The Talking Shop 
• No effective decision making/                      

implementation process 

• Lack of direction from the 

chairman 

• Lack of focus on critical issues 

• No evaluation of previous meetings 

• Long-term strategies 

• Insufficient focus on current  

concerns 

• Consider social & 

environmental implications 

The Dreamers 
• Insufficient focus on current 

concerns 

• Fail to identify and/or manage 

key risks 

• Unrealistically optimistic 

• Makes clear decisions 

• Listens to in-house expertise 

• Ensures decisions are implemented 

The Rubber Stamp 
• Does not consider alternatives 

• Dominated by executives 

• Relies on fed information 

• Focuses on supporting evidence 

• Does not listen to criticism 

• Role of NEDs limited 

• Strong focus on external environment 

• Intellectually challenging 

The Semi- Detached 
• Out of touch with the company 

• Little attempt to implement decisions 

• Poor monitoring of decision – making 

• If out of touch with external 

environment, board becomes totally 

detached •Clear decisions taken 

•Decisions implemented 

The Adrenalin Groupies 
•Lurch from crisis to crisis 

•Focus on short – term only 

•Lack of strategic direction 

•Internal focus 

•Tendency to micro- manage 

The Effective Board 

• Clear strategy aligned to capabilities 

• Vigorous implementation of strategy 

• Key performance drivers monitored 
• Effective risk management 

• Sharp focus on views of key 

stakeholders 

• Regular evaluation of board 

performance 
 

 

Source: LSE Practical Guide to Corporate Governance – 

which had taken from RSM Robson Rhodes LLP 

THE EFFECTIVE BOARD 
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• Board’s responsibilities and accountability for financial resources and 

financial reporting and disclosure preparation 

• Selection, appointment and or dismissal of external auditors 

• Annual review of the effectiveness of the system of internal control of the 

company 

• Annual review of adequate staff qualifications and experience in financial 

reporting function 

• Review cover all material controls, including financial, operational and 

compliance controls and risk management functions 

• Identifying, evaluating and management significant risks faced by NGOs 

GOVERNING BOARD 

Accountability, risk management and aduits 
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CORPORATE GOVERNANCE AND 

ACCOUNTBILITY 
 

 
Coping with BPM's corporate governance expectations and 

recommendations 
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The BPM covers the areas of financial management, human resource 

management, and corporate governance and accountability.  

 

The BPM is structured with 2 levels of guidelines :  

• Level ONE guidelines are expected to be followed by NGOs unless 

with strong justification. 

• Level TWO guidelines are those that NGOs are encouraged to adopt. 

 

 

 

 

Best Practice Manual Structure 
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Aims to encourage NGOs under the Lump Sum Grant Subvention 

System (LSGSS) to enhance their corporate governance framework 

ensuring:  

 

• the strategic guidance of the NGOs,  

• the effective monitoring of the NGOs’ management by the Board, 

and  

• the Board’s accountability to its stakeholders – its clients, the 

government (as a source of funds) and the community. 

 

 

 

Corporate Governance and Accountability 

Purpose 
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Management Strategies (Level TWO)   

• Effective communication 

• Terms of Office of the Governing Board 

• Roles of Governing Board 

 Responsibilities of the Board and NGOs’ Decision Making on Important 

Management Issues (Level TWO)  

• Delineation of roles and responsibilities of the Board 

• NGOs’ decision making on important management issues 

• NGOs’ decision made on important management issues 

 Roles and Duties of NGOs in Complaints Handling (Level ONE)  

• Composition, duties and responsibilities on handling complaints 

at different levels 

• NGOs’ policies and procedures on complaints handling 

Corporate Governance and Accountability 

Highlights 
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 Policies that clearly spell out the responsibilities and duties of appropriate 
personnel at different levels in handling complaints (including NGOs, their 
staff, senior management and board members) are in place 
 

 All persons involved must be free from conflict of interests 
 

 All complaint cases and parties involved are to be handled fairly with 
appropriate monitoring/review in strict accordance to procedures set out 
by the NGO/Independent Complaints Handling Committee (ICHC) 
 

 NGOs are required to retain documents of complaints that spell out the 
control measures to each case of complaints handling for timely submission 
to ICHC for investigation 
 

 All follow-up actions taken must also be recorded and retained  

 

 

 

 

Corporate Governance and Accountability 

Complaints Handling (Level One) 
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Effective Communication 

 
• Establish effective channels of communication (e.g. emails, meeting, 

hotlines, suggestion boxes) between the Board, management, staff and 

service users for efficient feedback 

 

• Documented procedures on how communications between staff/service 

users and the Board/management are carried out to ensure efficient 

feedback from staff/service users should be in place.  Such information 

should be accessible by users/staff with the channels provided by NGO. 

 

 

 

 

 

Corporate Governance and Accountability 

Management Strategies (Level Two) 
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Term of Office 

• A succession mechanism for the governing board members especially with key roles 

(e.g. chairman, secretary), including terms of office, # of terms should be documented, 

in place and made known to public 

• Documented procedures on how communications between staff/service users and the 

Board/management are carried out to ensure efficient feedback from staff/service 

users should be in place.  Such information should be accessible by users/staff with the 

channels provided by NGO. 

 

Roles 

NGOs should enhance the knowledge of their governing board and committees through 

various arrangements to strengthen their leading roles:  

• Provide frequent updates of service information (objectives, # of staff and service 

users) 

• Meet with subvented staff and service users to familiarize with the operations of their 

subvented services 

 

 

Corporate Governance and Accountability 

Governing Boards (Level Two) 
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Delineation of the Board and management’s roles and responsibilities 

 

• The membership, roles and responsibilities between the governing 

board, committees and senior management should be clearly 

delineated in the terms of reference 

 

• An organization chart which illustrates the structure and 

membership of the above parties should be documented and 

accessible via appropriate channels for the staff and service users 

 

 

 

 

Corporate Governance and Accountability 
Boards and Management's Decision Making (Level Two) 
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NGOs’ decision making process 

• NGOs must consult staff and service users as far as practicable on 

important decisions that may affect them: 

 Change of existing establishment structure and staff ratios, etc.; 

 Change of remuneration package/the working conditions; 

 Re-engineering and rationalizing service delivery modes, and the 

 corresponding manpower redeployment; 

 Service re-engineering; 

 Change of existing service delivery mode; and 

monitoring compliance with service performance standards. 

 

• Polices and procedures on feedback collection from staff/service users 

(e.g. opinion surveys, emails, questionnaires, newsletter) should be 

established and in place. 

 

Corporate Governance and Accountability 
Boards and Management's Decision Making (Level Two) 
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NGOs’ subsequent process on made decisions 

 

• Polices and procedures on the dissemination of important made 

decisions (e.g. meetings, visits to service units, newsletter , 

notice boards) to the staff/service users should be established 

and in place 

 

• Such dissemination of information should be made in a timely 

manner 

 

Corporate Governance and Accountability 
Boards and Management's Decision Making (Level Two) 
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HUMAN RESOURCES MANAGEMENT 
 

 

 
Coping with BPM's human resources expectations 
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• Human  resources  are  the  greatest  asset  of  welfare  services  
 
• To  maintain good governance, and enhance  transparency -- best  

to  involve  staff  in management matters, and  service  users in 
service  planning,  delivery  and monitoring; and  obtain  updated  
feedback  from relevant  stakeholders.   
 

• NGOs  should  have  clear  Human  Resource  Management 
policies  and  procedures  in  respect  of  performance  appraisal,  
pay and reward  systems,  training  and  development,  
manpower  planning, and recruitment and staff communication.  

Human Resources Management 
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• NGOs must spend the allocation for salary adjustment for the designated 

purpose timely to all staff members subvented by LSG 

• The spending must be in accordance to the relevant orders imposed by the 

Finance Committee of the Legislative Council (granting the allocation), the 

latest LSG Manual and Circulars, relevant letters/notifications of SWD 

(designated purpose of the allocation) 

• When spending the allocation on salary adjustment, NGOs are required to 

either: 

 Adjust the staff salary by the same % of the Civil Service Pay Adjustment, or 

 Spend the full amount of the additional allocation for salary adjustment on 

salary adjustment for staff 

• NGOs must timely inform and explain to all staff members about the salary 

adjustment for the financial year 

Human Resources Management 
Salary Package Policy and Administration (Level One) 
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Questions 
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Thank You 
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 OUTLINE 

  

 Why do NGOs need a reserve policy? 

 What is a reserve policy? 

 How to develop a reserve policy? 

 Reserve policy and strategic planning 
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Why do NGOs need a reserve policy? 
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 Reserve is unspent income fund. 

 In principle, income received by an NGO should be spent within a 

reasonable period of time after receipt for the purpose of achieving 

its goals. 

Section 61 of UK Charities Act: “It is hereby declared that a trust 

for charitable purposes places a trustee under a duty, where the 

case permits and requires the property or some part of it to be 

applied cy-près, to secure its effective use for charity by taking 

steps to enable it to be so applied.” 
 
Paragraph 2.36 of LSG Manual: “Both LSG and LSG Reserve are 

accounted for under recurrent subvention and, in essence, are 

intended for operating expenditure for Funding and Service 

Agreement or FSA related activities.” 
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 If an NGO holds substantial reserve, funders, grant-makers, donors 

and other stakeholders may consider the NGO: 

• Not providing sufficient social services 

• Not providing quality social services 

• Not keeping abreast of the societal needs 

• Not innovating the way in providing service 

• Not capturing new service opportunities 

• Not controlling cost at a reasonable manner 
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Percentage of cumulative reserve to 2012/13 LSG subvention 

Source:  Controlling Officer’s Reply to Question Raised by Hon CHEUNG Kwok-che  

during Examination of Estimates of Expenditure 2015/16  

(Member Question No. 619) 
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LSG reserve as % of 

2012/13 LSG subvention 

Number of  

subvented NGOs 

Above 50% 24 

41% to 50% 17 

31% to 40% 22 

21% to 30% 26 

11% to 20% 32 

0% to 10% 44 

Total 165 
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Reserve Position of Registered Charities in the UK (Year 2006)   

Source: The Extent of Charity Reserves and Reserves Policies 

 by the UK Charity Commission in November 2006  

Charity’s grouping by income Coverage in months 

With annual income ₤10,001 and ₤250,000 18.0 

With annual income ₤250,001 and ₤999,999 16.6 

With annual income ₤1 million or above 10.2 
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Source: Charity Reserves by the UK Charity Commission in March 2003  
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 Purpose of a reserve policy 

• Enabling of sound financial management 

• Demonstration of financial and service sustainability 

• Ability to forward service planning 

• Indicator of future funding needs 

• Management of reputational risk from holding substantial reserve 
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What is a reserve policy?  
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 A reserve policy is an official statement about: 

• Purpose of maintaining reserve 

• Target reserve level and the rationale 

• Perquisite for utilizing reserve and the procedure 

• Review mechanism 

 

 NGOs normally manage more than one reserve fund, each of which 

is subject to different regulations and circumstances 

 

 A reserve policy should be developed for each category of reserve: 

• LSG reserve 

• General fund reserve 

• Designated fund reserve 
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How to develop a reserve policy?  
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 Most NGOs in Hong Kong already have a reserve policy in place 
 

 A reserve policy can be developed in a systematic manner: 

Step 1: Stating the reasons for maintaining reserve 

Step 2: Reviewing income and expenditure pattern 

Step 3: Understanding the financial impact of risk 

Step 4: Determining the target reserve level 

Step 5: Communicating the reserve policy 
 

 A reserve policy is a written record of the above five steps 
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STEP 1:  

STATING THE REASONS FOR MAINTAINING RESERVE  

 Maintaining a reserve means holding back of financial resources 

which could otherwise be deployed for service provision in current 

year 

 

 A reserve policy explains to funders, grant-makers, donors and other 

stakeholders why a reserve needs to be maintained 

 Income variation 

 Emergency spending 

 Income generation 

 Future commitment 

 Cash flow mismatch 
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Source: 2013/14 Annual Report and Accounts of Cancer Research UK 

Example: Cancer Research UK 

16 



© Hong Kong Institute of Certified Public Accountants Ltd, 2005. All rights reserved. 

Source: 2013 Annual Report of MacMillan Cancer Support 

Example: MacMillian Cancer Support 
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Source: 2013 Annual Report of Children with Cancer UK 

Example: Children with Cancer UK 
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Source: 2013/14  Annual Report of Tearfund 

Example: Tearfund 
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STEP 2:  

REVIEWING INCOME AND EXPENDITURE PATTERN 

 NGOs need to review the pattern of their income source and then 

assess its characteristics 

 

Diversity of income source: 

 Single or dominant source 

 Multiple sources 

 

Characteristics of each income source: 

 Vulnerability 

 Stability 

 Certainty 

 Predictability 
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STEP 2:  

REVIEWING INCOME AND EXPENDITURE PATTERN 

 NGOs also need to review the diversity of their expenditure items 

and then assess their characteristics 

 

Diversity of expenditure items: 

 Dominance of a particular expenditure item (mainly staff costs) 

 

Characteristics of each expenditure item: 

 Predictability 

 Stability 
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Source: 2013 Annual Report of Children with Cancer UK 

Example: Children with Cancer UK 
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Source: 2013/14 Annual Report and Accounts of Cancer Research UK 

Example: Cancer Research UK 
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STEP 3:  

UNDERSTANDING THE FINANCIAL IMPACT OF RISK 

 Risk = uncertainty 

 Risk management is essential for sound NGO governance 

 Certain risk events shall have a financial impact 

 

Variation in existing income source: 

• Termination of existing funding sources 

• Decrease in existing funding sources 

• Changing public perception 

 

Unexpected spending: 

• Unforeseen rise in demand for services 

• Emergency spending 

24 
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A Hospital Authority spokesman said 90 per 

cent of its recurrent expenses came from 

government funding, but the authority would 

be able to mobilize cash to cover daily 

expenses so services would not be affected. 

醫管局主席梁智仁則透露，醫管
局每年營運開支約540億元，即每
月平均超過40億元。由於醫管局
儲備僅約30億元，流動資金亦不
多，若停撥資助金超過一個月「
就好大問題」，希望拉布議員體
諒。 

Source: SCMP, 17 May 2015, and Apple Daily, 19 May 2015 
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Source: South China Morning Post, 2 August 2014 
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STEP 4:  

DETERMINING THE TARGET RESERVE LEVEL 

 There is no one-size-fits-all level of reserve that is appropriate for all 

NGOs 

 

 The target level of reserve depends on: 

• Income pattern 

• Expenditure pattern 

• Financial impacts of risks 

• Future plans and commitments 

 

 The target level of reserve can be expressed as: 

 An absolute figure/range ($ 5 million or $4 million to $6 million) 

 A relative figure/range (3 month of operating expenditure) 
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STEP 4:  

DETERMINING THE TARGET RESERVE LEVEL 

Proper timeframe 

 Cash flow forecast is normally used to determine a target reserve 

level 

 

 It is crucial to adopt a proper timeframe to perform the cash flow 

forecast 

 Monthly 

 Quarterly 

 Yearly 

 Other appropriate timeframe 
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Source: 2013/14 Annual Report and Accounts of Cancer Research UK 

Example: Cancer Research UK 

29 



© Hong Kong Institute of Certified Public Accountants Ltd, 2005. All rights reserved. 

STEP 4:  

DETERMINING THE TARGET RESERVE LEVEL 

Multiple timeframe 

 It is advisable for NGOs to use more than one timeframe to perform 

cash flow forecast 

 Short-term volatility problem (cash flow mismatch) 

 Seasonal variation (major fundraising event in a particular month) 

 Long-term structural problem (unsustainable salary increment 

policy) 
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STEP 4:  

DETERMINING THE TARGET RESERVE LEVEL 

Stress test 

 It is crucial to perform stress test on the “normal” cash flow forecast 

 Base-case scenario  

 Worst-case scenario (10% drop in subvention, termination of 

major funding source, and etc.) 
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April May June 

Income 

LSG subvention $500,000 $500,000 $500,000 

Fee income $20,000 $18,000 $20,000 

Expenditure 

Salaries ($400,000) ($400,000) ($400,000) 

Provident fund ($24,000) ($24,000) ($24,000) 

Other charges ($90,000) ($90,000) ($90,000) 

Net Cash inflow / (outflow) $6,000 $4,000 $6,000 

A simplified template 

32 



© Hong Kong Institute of Certified Public Accountants Ltd, 2005. All rights reserved. 

April May June 

Income 

LSG subvention $500,000 $500,000 $500,000 

Fee income $20,000 $18,000 $20,000 

Expenditure 

Salaries ($400,000) ($400,000) ($400,000) 

Provident fund ($24,000) ($24,000) ($24,000) 

Other charges ($90,000) ($90,000) ($90,000) 

Net Cash inflow / (outflow) $6,000 $4,000 $6,000 

Vulnerability? Stability?  

Certainty? Predictability? 

Predictability?  Stability? 

Risk events?   
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Source: 2013 Annual Report of Macmillan Cancer Support 

Example: Macmillian Cancer Support 

Target reserve range: 0.5 to 2 months of operating expense 
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Source: 2013 Annual Report of Macmillan Cancer Support 

Example: Macmillian Cancer Support 
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Source: 2013 Annual Report of Children with Cancer UK 

Example: Children with Cancer UK 

Target reserve range: One-year operating expense  
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Source: 2014 Annual Report of Help for Heroes 

Example: Help for Heroes 
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Source: 2014 Annual Report of Help for Heroes 

Example: Help for Heroes (cont’d) 
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STEP 5:  

COMMUNICATING THE RESERVE POLICY 

 NGOs should communicate their reserve policy to their 

stakeholders: 

 Staff 

 External parties 

 
 Communicating reserve policy with staff can be made through: 

 Release of reserve policy 

 Disclosure of level of reserve held and explanation of why they 

are held 

 
 External parties 

 Inclusion of a statement about reserve policy and current reserve 

level in annual report 
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Reserve policy and strategic planning 
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 A properly executed reserve policy helps: 

 demonstrate financial and service sustainability 

 forward service planning 

 indicate future funding needs 

 indicate the need for reviewing current strategy 

 

 Therefore, reserve policy is linked to strategic planning because: 

 Reserve policy helps justify the need for strategic planning 

 Reserve policy proves the financial sustainability of a strategic 

plan 

 

 

 

 41 



© Hong Kong Institute of Certified Public Accountants Ltd, 2005. All rights reserved. 

Source: 2013/14 Annual Report and Accounts of Cancer Research UK 

Example: Cancer Research UK 
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Source: 2013/14 Annual Report and Accounts of Cancer Research UK 

Example: Cancer Research UK (cont’d) 
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Source: 2013 Annual Report of Macmillan Cancer Support 

Example: Macmillian Cancer Support 
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Source: 2013 Annual Report of Macmillan Cancer Support 

Example: Macmillian Cancer Support (cont’d) 
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Source: 2013 Annual Report of Macmillan Cancer Support 

Example: Macmillian Cancer Support (cont’d) 
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Thank You 
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