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This advice has been issued to assist the allotment societies in the London Borough of Barnet to manage their allotment sites successfully under the Council’s self management regime.   This paper covers everyday money management matters including bank accounts, budgets, account statements and annual examination.   Allotment societies vary widely in the money management expertise of their Officers – some having qualified accountants and some having people who have not done book keeping previously.   This paper is pitched at the less expert societies but will be useful to the more expert as a check on their present processes.
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Industrial and Provident Societies
This section is relevant only to Industrial and Provident Societies

The Co-operative and Community Benefit Societies Act 2014 renamed Industrial and Provident Societies as two types – Co-operative Societies and Community Benefit Societies.   Unless they have been deliberately created as charities (there are none in the London Borough of Barnet), all allotment societies which registered with the Financial Conduct Authority and its predecessors as Industrial and Provident Societies are now Co-operative Societies.   That Act does not require Industrial and Provident Societies to do anything about this name change.   The Act also re-named all previous Industrial and Provident legislation in accordance with this change.   But, confusingly, you can find all the previous Acts on the government’s legislation website under the old name.   
If dispensing with an audit in favour of an independent examination, Co-operative Societies must take care to observe the specified circumstances and process.   The book keeping, appointment and removal of auditors, the annual accounts, and the circumstances and process for dispensing with an audit are all controlled by Part 7 of the 2014 Act which can be found at  http://www.legislation.gov.uk/ukpga/2014/14/contents. The Regulator for Co-operative Societies is the Financial Conduct Authority at http://www.fca.org.uk.  
Advice on legal compliance for allotment societies is available from Liz Bunting, the legal advisor of the National Allotment Society (NAS) previously known as the National Society of Allotment and Leisure Gardeners (NSALG) whose website is at  http://www.nsalg.org.uk/   This advice is available only to allotment societies which are members of NAS and it can take some time to arrive.
Companies Limited by Guarantee
This section is relevant only to Companies Limited by Guarantee

Companies Limited by Guarantee (CLGs) are regulated by Companies House and subject to the Companies Acts - principally the Companies Act 2006 which can be found at http://www.legislation.gov.uk/ukpga/2006/46/contents.  There are specific requirements in terms of keeping records, accounting and filing information with the regulator. These are explained in several publications available on the Government’s website here: https://www.gov.uk/government/collections/companies-house-guidance-for-limited-companies-partnerships-and-other-company-types, notably the publications on the Confirmation Statement (annual report), Company Registers, Accounts and Changes to the Company.
The rest of this paper is for all societies
TREASURER
Every allotment society needs people to do the things associated with money management.   These things are usually all given to a committee member with the title of Treasurer.   But, especially in small societies the role can be combined with that of the Secretary, Deputy Chairman or even the Chairman.   In large societies the role can be split so that, for example, one person does the daily payments, banking and book keeping and another, who perhaps has greater financial skills but limited time, oversees the former, designs the systems, produces the annual account statements and manages the annual examination.   Alternately, the role of issuing rent invoices may be delegated to a Secretary who deals with plot letting.   The role of the Treasurer is described in more detail in another paper from the Barnet Allotment Federation (BAF) called Model Role Descriptions for the Committee and Officers of an Allotment Society and that detailed description is as follows.
The role of the Treasurer is to protect the society’s financial integrity and assets, monitoring the financial affairs of the society and reporting these to the committee.

· Income and Expenditure - Receive all income and pay it into the bank, hold the cheque books and make all payments.
· Book Keeping – Write up the income and expenditure, reconcile this with the bank statements, store these records and report financial performance to the committee.

· Budgets – Prepare an annual budget for the committee’s approval.

· Operational Oversight – Oversee the finances of trading operations, site maintenance and capital works where these are managed by other people.   Oversee the collection of rents and other charges.

· Annual Accounts – Prepare the annual accounts, arrange for their independent inspection or audit if required and present them to the committee for their approval.   

· Financial Systems – Advise the committee on rules for spending money and monitor that these are observed to minimise the opportunity for negligence, abuse, theft or fraud.

· Financial Strategy – Advise the committee on its long term financial strategy and planning, and how this impacts on annual budgets.
Authorising Expenditure

In a broad sense the committee authorises the annual expenditure when it approves the budget.   But it’s perfectly possible to find that the income does not arrive as expected and that it would be unwise to spend the whole budget.   So it is important that someone monitors the actual financial position and this is usually the Treasurer.   

It needs to be well known in the society that when someone, whether a committee member, volunteer or plot holder, is about to make a financial commitment (whether a written contract or an oral agreement) or to spend the society’s money directly, that they check with a specific person to ensure that this will not cause a problem.   That person might be the Secretary who may be managing the routine expenditure on the allotment site.   In these circumstances it will be important that the Secretary and Treasurer frequently communicate about the state of the finances.   The less funds the society holds, whether for capital works, emergencies or routine expenditure, the more important this communication becomes.   Societies with large funds can be a little more relaxed about their expenditure authorisation.   Societies with inadequate funds must keep a tight grip on expenditure or risk getting into serious trouble.
BANK ACCOUNTS

Selecting a Bank Account

Opening a New Account:     Make sure that your bank account is in the name of your society and that it is exactly the same name as it appears in your constitution.   Even if the bank does not question any discrepancy, grant funders, especially the Big Lottery, insist on this.   When opening a new account the bank will require you to complete a form and probably ask for your constitution, list of signatories (the bank will want to meet them and have proof of identity and address so that they can check their identity and credit worthiness), and evidence of your society’s decision to open such an account (minutes of the committee meeting which made the decision).    There is some useful advice on selecting and opening a bank account from the Resource Centre at Brighton  available at:

 http://www.resourcecentre.org.uk/information/bank-accounts-for-community-and-voluntary-organisations or from the West Yorkshire Community Accounting Service here: http://www.wycas.org.uk/help-advice/good-practice-guides 
What are Your Needs:     When thinking about a new bank account it is very helpful to write down your pattern of banking, ie such things as numbers of cheques in and out, number and size of cash payments in, etc.   Then look at what banking services you want, ie cheque book, monthly statements, local branch, certification of bank account to grant funder, automatic link to savings account, etc.   Then have a look at the different bank accounts on offer which are called by names such as treasurer, society, club or community accounts.  

What Sort of Bank Account:     Individual societies’ banking needs vary depending on the activity of the society.   For example, a small society receiving only rent income by cheque and making few payments also by cheque may find a building society postal account adequate.   But a large society receiving regular cash at a trading hut and running an annual plant sale producing a lot of cash will need a local bank branch into which it can pay the cash.   Societies are advised to think carefully before using electronic banking because of the difficulty of operating dual control on payments and keeping this secure.   Generally, societies are advised to use local branches of the big high street banks because of their accessibility and range of services.   Societies should review their banking arrangements about every five years.   

Community Accounts:     All the big banks offer community accounts which are marketed for small community groups.   These go under various names.   The services and costs vary and change from time to time.   Some banks and some branches are less enthusiastic about community group banking than others and you are advised to enquire about the actual experiences of local organisations using the branches near to your society.   Your plot holders should be able to help you with this.   Do not select a branch because it is near your current Treasurer who lives miles away, but select it because it is near your area of operations and is likely to be reasonably convenient for your society as a whole in the longer term.

Managing the Mandate

When setting up a bank account it is essential to arrange the mandate so that two signatures are required on all payments.   It can take a while to add signatories to a bank mandate when someone leaves, and with holidays and illness also making people unavailable you are advised to have at least four signatories on the mandate with any two required to sign for payments.   If your committee resolves that four named Officer posts (for example, Chairman, Deputy Chairman, Treasurer and Secretary) are to be the persons on the mandate then, when the individuals change, there need be no debate about who will be the new cheque signatories.   They will be the new post holders.   When changing the mandate remember to instruct the bank to remove the previous signatories and check that this has been done.

Bank Statements

Tell the bank that you want a paper statement just after the end of each calendar month.   Statements should be carefully filed in order as they will be required by the independent examiner at the end of the year.   Shortly after the statement arrives you should check it - see below.   
Managing Your Savings

Community accounts generally do not pay significant interest if at all.   When your society accumulates a lot of cash you may wish to earn interest on it, but you will have to weigh up the inconvenience of managing and book keeping for two bank accounts against the gain in income, especially if interest rates are very low.   You may be able to earn more by having your savings in a different bank or you may be able to take advantage of automatic transfer of funds if your accounts are in the same bank.   You are recommended to make payments into or out of your savings account only from or to your main account.   This makes it very easy to manage and reconcile this additional bank account.   If both accounts are in the same bank you may be allowed to set up the mandate to ensure this is the only way money can enter or leave the savings account.
SECURITY

With self management allotment societies are going to have a much greater income and much more cash in the bank.   This makes them a much more tempting target for thievery and fraud, whether by society Officers, plot holders or members of the public.   There is one infallible way of identifying where theft and fraud will occur.   It will happen where the systems and practices permit it to happen.

The consideration of the risks of unplanned financial loss should be part of your society’s risk management process which will be reviewed every year or two.   Those risks of financial loss caused by theft or fraud can be minimised by some simple rules and regular checks that these rules are being followed.  

· Appoint only people you trust to the roles of running the financial system and handling cash but do not rely on that trust.   You may have good reason to trust the present incumbents but you have no reason to trust their future successors.   Every society needs a robust system in place and ready for the next change of personnel.

· The Treasurer is usually motivated to make the financial system as easy to operate as possible and the obvious way is to loosen the financial controls.   Have the committee approve the financial controls and have other Officers check that the controls are in place and not being circumvented.   Never allow two-signature cheques to be pre-signed.

· Review the financial controls every year or two with the Treasurer and other committee members.   Check that the bank mandate actually requires two signatures on every payment whether made by cheque or electronically – this is a requirement of your lease - and check who the bank actually lists as the signatories.   A cheque signatory should not sign a cheque which is payable to him or herself.
· Minimise the handling of cash, think carefully before using electronic banking, do not use a society credit or debit card, do not take credit card payments, and do not encourage bank transfers which can be difficult to trace but instead use old fashioned cheques for income and expenditure.

· Make sure the different parts of the financial system agree with each other.  Reconcile the bank statement every month, obtain and issue receipts for all expenditure and income, make sure cheque stubs agree with the cheque and the book entry, approve and sign expenditure invoices for payment and enter the cheque details on the invoice.

The Charity Commission has published some documents which have lessons for all voluntary organisations which wish to properly manage their risks from financial crime.   Allotment societies should ignore those aspects which are concerned with charity law and the role of the Charity Commission.

Compliance Toolkit: Protecting Charities From Harm: Chapter 3 – Fraud and Financial Crime, available at: https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/351274/CT-3.pdf 
Compliance Toolkit: Protecting Charities From Harm: Chapter 3 – Fraud and Financial Crime: Summary, available at:  https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/351273/CT-3-sum.pdf 
CC8 Internal Financial Controls for Charities, available at: https://www.gov.uk/government/publications/internal-financial-controls-for-charities-cc8
BOOK KEEPING

Introduction

 All money movements need to be recorded in order to keep track of your money,  obtain financial information easily for making expenditure and income decisions, draw up the next budget or management statements, check on transactions, and keep a record of where money has gone to or come from,.   This also provides a trail of financial information for audit or independent examination.   The more organised your financial affairs are, the easier (and cheaper) your annual check-up is likely to be.

At the beginning of your new financial year, re-start the records systems.   Keep your paperwork (paid invoices, income documentation, bank statements, direct debit slips) in date order on an annual basis so all documents relating to one financial year are in one place and easy to find.

Handwritten accounts records using double entry book keeping is a perfectly good system.   It’s easy to see at a glance on a page what has been happening.   You can purchase accounts books which set out the layout for this with a choice of columns for analysis (they are not cheap but one book might last many years).   This is a recommended solution.
Using an Excel spreadsheet is more flexible and enables automatic calculations.   There are many more people who can use Excel than commercial accountancy software packages.   This, too, is a recommended solution.   Please note that good computer security and doing regular back-ups are vital for electronic financial records.   The West Yorkshire Community Accounting Service has a Beginner’s Start-up guide to Excel Spreadsheets for finance and many other useful good practice guides on accountancy issues at:  www.wycas.org.uk/good_practice_guides   
There are a number of simple computer accounting packages suitable for small voluntary organisations such as QuickBooks Basic and Sage Line 50.   Such packages are not cheap and take time to learn, the latter being a potential problem whenever you have a new Treasurer.   Such commercial software packages are not a recommended solution.
The National Council for Voluntary Organisations (NCVO) publishes a useful guide to book keeping at: https://www.ncvo.org.uk/funding/1-publications/P79-good-guide-to-financial-management 
Income

Cash Income:     Income in cash may be generated at a plant sale, coffee morning or in a trading shop.   It is impractical and unnecessary to issue receipts for sales at these events, but important to accurately record the income.   In the case of a trading shop, all sale transactions should be noted in a duplicate book, using a page for each day or weekend’s income.   Some allotment shops have a cash register which records sales but these are expensive.   At the end of the day or weekend’s sales the income should be totalled and signed as correct by the person in charge.   This will enable management of the system, sales stock and purchases.   It will also provide a record which can be analysed by the Treasurer who may not run the shop but who will probably do the banking and keep the accounting records.   Cash should be kept secure at all times (a safe or secure box is recommended), not left overnight in the allotment shop, and banked as soon as possible.
Apart from these sorts of operations, societies should discourage payments in cash for such things as rent or payment for organised trips.   Cash is easy to steal or to get mixed up with the recipient’s own cash or to miscount.  Cheques are much more secure, checkable and traceable but there are going to be occasions when people insist on paying in cash.

When your society receives payments in cash, excepting operations above, always issue a receipt even if the person paying doesn’t want one.   The Treasurer should use or provide a duplicate receipt book, that is a small bound book where the pages are in pairs and sequentially numbered, and the book comes with a piece of carbon paper so that there remains a copy in the book of the issued receipt.   This book is part of the society’s financial records and will be available to the independent examiner at the year’s end.

Bank Transfers

Financial transactions are increasingly electronic.   Some of your plot holders will do their banking on-line and may want to pay their rent or other charges directly into your bank account.   To do this they will need the Society’s bank account details.   It is vital to emphasise that such payments must clearly state who is sending the money or you will have mysterious sums appearing on your bank statement and will not know where they came from, and the plot holder will not be credited with paying.   Nor will the plot holder have easily displayed evidence that they have paid their rent for the year.   
Credit Cards:     You cannot accept credit card payments unless you have a system and account set up to do this.   Your bank can advise you about this, but it is expensive to operate – you will have to pay for an electronic terminal box (minimum rental £20 per month) which must be attached to a telephone line, and there will be a percentage charge on each transaction.   It is unlikely that an allotment society would be accepted for opening a credit card account and the number of transactions is unlikely to justify the cost.  

Donations:     All societies should encourage donations.   Some include a donations request within their annual rent invoice.   Plot holders may wish to support a particular initiative on their site in which case the donation is ‘restricted’ – see below.   Sometimes a donor wishes to give but would prefer this not to be generally known.   In this case, the book keeper or Treasurer will have to know the name of the donor and record this in the account books, but noting that it is anonymous.   It would be prudent to inform another Officer, perhaps the Chairman, of the source of the anonymous donation and the independent examiner will have to know.   Such a donation should be simply described as anonymous in management and annual account statements.

Restricted Funds:     Income received for a particular purpose needs to be clearly traced through the accounting records.   Documentation from the donor or grant body defining what the money is to be spent on needs to be filed and will be required for the annual examination.   It is essential that such funds are not spent on anything else, even on a temporary basis.   A separate column in the accounts books for each fund (sometimes each separate project) should be created when the money is received.

Key Deposit Accounts:     Most societies charge plot holders separately and in addition to rent/service charge for their site gate keys.   Keys must be returned to the society when they give up their plot at which point the charge for the key is often refunded to the plot holder.   To operate this system, key money should be shown under a separate heading within the accounts books so that it is available for repaying the plot holders who leave.   This is all a bit complicated, and a high proportion of plot holders never return their keys on leaving, or if they do return them do not want their key deposit back.   Societies may choose to make a non-returnable administrative charge to plot holders for supplying their keys (and any replacements) whilst making it clear that the key remains the society’s property.   This might make it more difficult in practice to get keys back but it will mean that you don’t have to account for keys deposits separately.
Recording Income:     You will need to record:

· The date the payment was received

· Who it is from

· Total amount
· An analysis of what it is for (a separate column for each regular income category eg. rent, subscriptions, sales, donations, events and outings)

· Project/Grants/Restricted Funds – always list each payment received separately – do not add payments from separate grant sources together even if banked on the same day 

· Contras (items of income to be set against items of expenditure)

· Other or Miscellaneous – but use only for really exceptional non repeatable items and make a note in an end column of what the income is for.

· You could have a column for the receipt number if these are used on a regular basis.

Consider including a line at the bottom (underneath the running income total) for your budget figures.   This provides a quick check to monitor how spending is going against the annual estimate.

Expenditure

Invoices:     Invoices from suppliers which are paid directly by the Society should always be made out to the Society, not to an individual.   File invoices and payment documentation in cheque/payment order.   This is likely to be the same as date order.   Record the following on every paid invoice/claim so that payments can be easily checked, traced and seen to be properly authorised:  
· That is has been paid

· The date of payment/cheque
· Signature of who authorised payment (sometimes one of the cheque signers)

· Signatures of cheque signers

· The cheque number.  
This information can be set out on a rubber stamp which helps ensure all necessary information is completed.   Always bear your budget in mind before making a payment.   And remember to complete the cheque stub!

Direct Debits:     Societies may pay for regular expenditure (eg electricity) under a direct debit or a standing order (initially forms setting this up will need authorisation as for signing cheques).   This reduces the number of cheques to be signed and is less hassle.   However, it is vital to check the direct payments on every bank statement – have they been paid and are they accurate?   Remember to enter these items on your record of expenditure – you may not get a separate or timely notification to remind you to do so.
VAT:     Unless your trading transactions total more than £83,000 in any one year, a Society is not required to register for VAT.   Registration is not desirable as it requires more accounting and increased complexity, reporting to deadlines (with fines if you don’t comply or make a mistake), and additional responsibilities.   Non-registered organisations must pay VAT on purchases and cannot reclaim it.   When budgeting, particularly for specific works or a project or applying for a grant, it is important to ensure that VAT is included in quoted prices.  

Expense Claims:     Key people in your Society who are likely to claim expenses should be made aware of what information is needed in order for the Society to meet the expense.   You may wish to provide a form for this but whatever the method a claim must include:

· The date of claim

· The total claimed
· What the money was spent on – each payment listed

· Original receipts as proof of payment

· Name and address of the claimant

· Signature of the claimant. 

Netting Off:     No matter how convenient, never, ever pay, or allow anyone else to pay, for something using cash you have received for something else.   This is sometimes called netting off.   Doing that means you have no book-keeping or banking record of the income or the expenditure, no means of generating accurate management and annual accounts, and no means of auditing your finances.   The point about putting all transactions through the society’s bank account is that the bank generates a record of the society’s financial activities which can be checked, examined and used to generate financial statements.

Petty Cash:     Petty cash accounts are to be avoided if at all possible.  These are often run by someone other than the Treasurer.   Petty cash accounts are notorious for being run without proper documentation or records and are a tempting pot used for mixing cash income and expenditure (see above for pitfalls of this bad practice).   Expenses, even on a small scale, are better claimed and paid directly by the Treasurer (though people will often argue vigorously for the need or convenience for holding petty cash).   If a petty cash account is operated, do this on an imprest system.   This means you allocate an initial sum and then top up on a regular basis on production of receipts.   Transactions should be recorded in an accounts book.   Societies are advised to have the committee set the limit on the petty cash and to allow only one named person to have access to dispense the cash.
Recording Expenditure:     You will need to record:

· Date of payment

· Cheque number or direct debit

· Total paid

· Analysis of what it is for (eg water, electricity, keys, repairs, equipment, fencing, stock, etc)

· Separate headings will be needed for expenditure of restricted funds
· Other/miscellaneous for exceptional items

Consider including a line at the bottom (and underneath the running expenditure total) for the budget as a quick check to monitor how spending is going against the annual estimate.

Bank Reconciliation
Payments and receipts must be checked against bank statements to make sure that your records accurately reflect activity in your account.   Check every entry made in your accounts, ticking off on the statement as you go.   Items not in your accounts but on the statement should be added to your accounts.   Those which have not yet been cashed or received in the bank should be noted and with these taken into consideration, the balance in the accounts and the bank should be the same at the end of each statement period (usually monthly).   If you find an error or item on your bank statement that you do not understand contact your bank as soon as possible – the longer mistakes are left the more difficult they are to resolve.

ANNUAL BUDGET

Traditionally many allotment societies have managed their affairs without having an annual budget.   This can work where societies are operating in a very stable environment with low risks, low turnover and an adequate financial reserve, especially if the Officers of the society remain in place for many years.   In these circumstances each year’s performance remains very similar to the previous year’s performance and variations can be managed by experienced Officers who have access to enough ready cash if there are any minor surprises.   

These circumstances no long apply in the London Borough of Barnet.   With the arrival of self management, all allotment societies in the borough are taking on a much increased financial turnover, much increased short and long term responsibilities and a need for a larger financial reserve, in some cases a very much larger reserve.   The combination of increased income and expenditure, more cash in the bank, a need for long term financial planning and greater risk means that societies now need to prepare annual budgets and have their committees approve these.
This is not a difficult or time consuming thing to prepare.   A typical budget will list the headings of income and expenditure and have two columns, one showing the expected results for the current year and one showing the budget for the next year, with notes to explain the assumptions and calculations behind the budget figures.   An example budget for a real allotment society is attached to this paper.

Cash Flow
When writing an annual budget you will have to consider the issue of cash flow, that is ensuring you have enough cash in the bank when you want to spend the money. This is all about the timing of income and expenditure.   Provided your society’s rent year is the same as the financial (or budget) year this should not be a problem because you will receive the bulk of your income at the beginning of the budget year and then spend it gradually over the remainder of that year.   Assuming you have made a provision in the budget for contingencies and have sufficient in the emergency fund then short term shortage of cash should not affect your operations.

Financial Year

Most allotment societies are inheriting a financial year of April to March from the Council.   This means that their rent year commences in April.   The disadvantage of this is that plot holders who are not going to renew their rental but fail to tell the society have forty days under allotment law until 11 May before the society can regard them as ex-plot holders and re-let their plots.   By the time you have interviewed prospective plot holders, let the plot and the new plot holder starts work it can easily be the end of May.   The weeds are knee high and it is too late to plant many crops that season.   Far better is to do what most leased sites have already done and that is to change the rent year to finish at the end of October, November or December, that is at the end of the natural gardening year.   This way when a plot holder departs you have plenty of time to re-let the plot and the new plot holder has plenty of time to knock it into shape before Spring arrives.
It is possible to have a rent year which is quite different from the society’s financial year but this is not recommended as it can result in cash flow problems and the need for accrual accounts.  To change the financial year you should write to plot holders with the rent demand for the forthcoming year pointing out that the society is shortening that rent year by a few months in order to make the change to the financial and rent year.   You can reduce the rent for that year proportionally (which may make it easier to persuade people to accept the change) or you can charge as though for a full year because people will still have their plots for the full growing season.   Either way, you should explain to plot holders what is being done and why.
MANAGEMENT ACCOUNTS

Management accounts are statements of account produced for the committee of the society so that its members can see what is happening in their organisation as the year progresses.   The purpose of management accounts is to assist the committee to make its management choices as the year proceeds and the statements should be presented to aid that process.   Management accounts are not normally available to the members of the society unless the committee chooses to make them available.   For a typical allotment society with its committee meeting quarterly, the Treasurer should prepare a statement before each meeting and circulate this to all committee members prior to the meeting.   To be useful this statement should show the original budget for the financial year and the performance to date.   The Treasurer’s expected outcome at the end of the year is sometimes shown in a third column and sometimes with a fourth column to show the variance from the budget.   Most allotment societies will not need these extra columns most of the time provided the management statement is accompanied by a written or oral report from the Treasurer highlighting anything he or she thinks should be drawn to the committee’s attention.   An example management statement is attached to this paper.
ANNUAL ACCOUNTS
The prime purpose of annual accounts is to show the members of the society its financial state in a true and fair way so that the committee can be properly held to account by the members for its performance.   It is ideal if they are presented to the members at their AGM as soon as practical after the end of the financial year.   Secondary purposes of annual accounts are to satisfy the requirements of a grant funder, or a regulator in the case of Co-operative Societies (previously known as Industrial and Provident societies) or Companies Limited by Guarantee.   It is implicit in seeking truth and fairness in annual accounts that they should be accessible to and understood by the members:
· Members of the society should receive the information they need in order to hold an informed and balanced opinion about the society’s financial management.
· Members should be given the annual accounts to read prior to the AGM by circulating them with the notice of the AGM.

· The accounts should be prepared in a way that members can understand them.

· The accounts should always be accompanied by the signed statement from the auditor or independent examiner reporting that he or she has examined them and what was found.

Accrual or Cash Accounts
Accrual accounting is a means of adjusting the cash transactions of an organisation to allow for the long life of fixed assets.   They are mandatory for big and complex business organisations with huge assets, the omission of which from the balance sheet would produce seriously misleading accounts where investors need to know the value of the business.   The techniques for accrual accounting include spreading expenditure over several years by depreciation and, especially in voluntary organisations, allocating restricted income across the years in which it is spent.   But accrual accounting has the following disadvantages:
· Accrual accounting is complex to manage and usually needs an accountant.   Even if your society has an accountant willing to become the Treasurer, the disadvantage of adopting accrual accounts will become apparent when he leaves and the new Treasurer is struggling to cope with a system he or she does not understand.
· Accrual accounting and the rules for it result in annual accounts which are large, complex and difficult for most people to understand.   
· Accrual accounts tend to focus attention on the bottom line of the balance sheet which is the value of the business.   Allotment societies don’t become bankrupt because they have a low or negative balance sheet value.   They become bankrupt when they run out of cash.

For these reasons you are recommended to avoid using accrual accounts for your management and annual accounts and to stick to the much simpler cash accounts (sometimes called receipts and payments accounts) which ordinary people easily manage and understand, and which focus on the essential issue of cash.   
Receipts and Payments Accounts
There is an example of a real society’s Receipts and Payments annual accounts at the end of this paper.   The front page is the Receipts and Payment (income and expenditure) showing what cash was received and spent during the year.
Assets and Liabilities:     In addition to a Receipts and Payments page (income and expenditure) your annual accounts should have an Assets and Liabilities page (balance sheet).   This will focus on available cash and there is an example at the end of this paper.   In cash accounting you would not include non cash items, but where societies own buildings or machinery these can be dealt with by a simple note to the accounts which can state, for example, the original purchase price and when it was purchased.   If your society owes or is owed a large sum of money that too can be identified in a note.   But you should not start apportioning routine bills to different financial years.   That is the start of accrual accounts.      
Sales:     If your Receipts and Payments page shows only the profit from a trading shop then you can put a summary of shop operation accounts in the notes.   This should show the end of the year stock value (at purchase prices and confirmed by the annual stock take) plus sales income, less the stock value at the beginning of the year and purchases of stock.   The result of this sum is the profit.   It is important for trading operations that members can see the profit, the turnover and the stock value.     Here is a simple example:

End of year stock
1,000

ADD Sales income
1,000



2,000

LESS Beginning of year stock
800

LESS Cost of purchases
700



1,500

Profit

500
Inspection of Accounts
For all allotment societies the annual accounts and the supporting documentation should be seen by a competent independent person who will produce a report which will be sent with the accounts to the members.   This is important because:

· It allows the committee to show that it has high governance standards.

· It deflects suspicions of impropriety.
· It is a requirement of many grant funders including the Big Lottery and the Council.

Audit or Examination:     Independent examination of the annual accounts is commonly called an audit but, strictly, an audit is a lengthy and complex process carried out to international standards and which can be carried out only by a licensed auditor, always a firm of accountants who charge considerable sums.   Allotment societies do not need to use an auditor but can opt to have independent examination (also known as independent inspection) instead.   Allotment societies which are unincorporated associations can simply resolve to do this.   Co-operative Societies which are registered with the Financial Conduct Authority can vote to do this at a general meeting of the members every year, but check the exact audit requirements which are summarised towards the end of the FCA’s notes to the annual return form here: http://www.fca.org.uk/your-fca/documents/forms/annual-return-ar30-industrial-and-provident-societies-act-1965-notes . For Companies Limited by Guarantee, the rules are summarised here: https://www.gov.uk/audit-exemptions-for-private-limited-companies 
What is Independence:     The independent examiner must be independent and seen to be independent of the management of the society.  After all, his/her role is to advise the members that the accounts which the committee is presenting to the members are correct.   This means the examiner cannot be a committee member or anyone closely involved in the administration of the society.   Nor can the examiner be connected to such a person.   There are statutory definitions of a connected person but essentially an examiner is connected if he or she is closely related to, in business with or an employee of a committee member.   An examiner would also be connected if he or she had any sort of relationship to a committee member which might make him beholden to that person.   A plot holder can be the independent examiner provided he or she is not otherwise connected.
Who can Examine:     The independent examiner can be any person the committee reasonably considers has the necessary ability and experience to carry out a competent examination.   He or she need not be a practicing accountant.   Most allotment societies find someone who will do this for free.
What is the Standard:     For allotment societies there are no standards for independent examination but for charities this is a statutorily controlled process.   If you want your members, funders, the Council and other people to have confidence in your society’s governance, it is essential that they have confidence in your accounts and the quality of the independent examination.   If you want to know how to do independent examination well have a look at the information published by the Charity Commission but be aware there is quite a lot of material there relating to charity and company law which is irrelevant to most allotment societies.   As well as being on their website these publications are available on paper for free.

· Independent Examination of Charity Accounts: Trustees’ Guide https://www.gov.uk/government/publications/independent-examination-of-charity-accounts-trustees-cc31 
· Independent Examination of Charity Accounts: Examiners’ Guide https://www.gov.uk/government/publications/independent-examination-of-charity-accounts-examiners-cc32 
The Annual Accounts Programme
The process for producing annual accounts is as follows:

1 The Treasurer produces the draft accounts which he or she gives with the financial records and the draft annual report (which may be drafted by one or more other people such as the Chairman) to the independent examiner or auditor.   The examiner needs to see the annual report to ensure it reports nothing to the society’s members which is inconsistent with his findings on the annual accounts.

2 The examiner checks the accounts against the financial records.   Assuming that the records are complete and that they or the Treasurer satisfactorily answer every question asked then the examiner will signify his willingness to sign a standard form of words giving the society an unqualified examination report.   Qualified reports are to be avoided as they can be a serious handicap to fund raising and undermine the members’ confidence in their committee.
3 The Treasurer will then circulate the draft report and accounts to the committee who will approve them for circulation to the members.   Officers of the society will sign the report (usually the Chairman) and the accounts (usually the Treasurer) on behalf of the committee.

4 The independent examiner will then sign the examination statement on the accounts.

5 An Officer of the society (usually the Secretary) will circulate the report and accounts to the members with the notice of the AGM in advance of the meeting and in accordance with the society’s constitution.   An annual report and its accounts should always be circulated together as one document and always with the examiner’s statement and the signatures of the society’s Officers and the examiner.

It can be seen that this programme can be quite lengthy especially if the examiner has a lot of questions, or documentation is missing or was not generated in the first place.   For this reason the programme needs planning well in advance.
Archiving Accounts
When the independent examiner has finished his work you should file all of that year’s accounting records, clearly labelled with the contents and the year.   Co-operative Societies and Companies Limited by Guarantee, like other companies, are statutorily required to keep seven years of accounts and unincorporated associations are recommended to do the same.   If you have space you can keep them even longer as they form an important, and perhaps the best recorded, part of your society’s history.   They can also be a useful source of information when you are trying to track down the contact details of the specialist supplier you used a few years ago and want to use again.
Andrew Brown, BAF Support Officer
APPENDIX – EXAMPLE PAPERS
The three example papers are all from the Finchley Horticultural Society, a medium sized allotment society which in 2012 ran two allotment sites, Gordon Road and Nethercourt Avenue, and was soon to take on a third, Brent Way.   It has a trading shop and runs a large plant sale event and a fete.   It has members other than plot holders, runs visits to great gardens and produces a newsletter.   It is an unincorporated association and its budgets, management statements and annual accounts are produced on a cash basis and not an accrual basis.
Budget

· As a comparator the budget shows the estimate for the current year 2012 as well as the budget for 2013.   

· Instead of showing a difference between income and expenditure this budget balances.   After transferring £1,000 of the profit to the emergency fund (the policy is to increase this steadily from £5,000 to £10,000) there is a transfer to the allotment capital works fund.   This is the fund which will be used to pay for replacement fences and other major works.
· The notes include the significant assumptions used as a basis for the budget.

· There is a small contingency of £565 in the budget to pay for variations in the routine income and expenditure.

· There was no insurance premium paid in 2012, although the society was insured, because the insurer changed his year end by extending the period insured for several months.
· Outings, events and AGM are shown as a net figure.   These are intended to break even and actual financial performance is reported to the committee.

· Brent Way is a small allotment site which the Society is planning to take on from April 2012 when a new lease is issued.

· The society is running a multi-year major project to construct raised beds.   This is entirely paid for out of grants which are restricted funds.   None of this money shows on the society’s general budget except for a footnote, but the project is separately budgeted and accounted for and reported to the committee and the funders.   
Management Accounts

· Unlike the annual accounts, the management accounts are not designed to show a true and fair picture of the society’s finances as a whole.   They are designed to assist the committee to focus on the important management issues.

· Like the budget this management statement does not show the raised bed project except for a footnote.
· The management statement is produced for the committee every quarter.   As it happens this example is the statement at the end of the year and hence there is no need for a third column showing a projection to the year end.   In fact the Finchley Horticultural Society never uses a third column showing the revised annual projection.   Instead, any actual or anticipated significant variations from the budget are reported by the Treasurer in the notes at the end of the statement or orally at the committee meeting.
· The Treasurer does not usually produce a separate written report for the committee.   Anything which needs commenting on is in the notes and any late news is reported verbally.   If anything must be reported urgently that would be circulated by e-mail between meetings.

Annual Accounts

· The first thing to notice on the Receipts and Payments page is that the total column for 2011 is the sum of two other columns – restricted and unrestricted funds.   The unrestricted funds are the general income and expenditure of the society.   Provided it is used in a way that conforms to the society’s constitution, there is no restriction on how this income is spent.   The restricted income, however, has been confined by the grant giver to expenditure only on what it was given for.   Most funders require this format for reporting their restricted grants.
· The Receipts and Payments page shows that there was a large loss on the restricted fund for the raised beds in 2011.   But it can be seen on the Balance Sheet page that this restricted fund is in credit and the “loss” in this year was merely the spending of grant money received in the previous year.   
· The bottom line of the Receipts and Payments shows depreciation of fixed assets in 2010 but none in 2011.   This is because the society changed from using accrual accounts to cash (receipts and payments accounts) and the 2011 figure of £475 is the writing off of the residual book value of the fixed assets.   Although the society owns several buildings, fencing, sales stock and some equipment, these no longer appear with a valuation in its accounts.   This change in accounting policy is even more obvious on the Balance Sheet where it caused the previous year’s figures to be re-stated on the new format so that they were a fair comparator with the year being reported.   
· Typically a cash statement would have an Assets and Liabilities sheet rather than a Balance Sheet which is associated with accrual accounting.   The name Balance Sheet has been retained in this transitional year but the information is what one might expect on a statement of Assets and Liabilities being part of a cash accounts statement.
· The move from accrual accounting will help the society focus on its cash situation with the arrival of allotment self management.   The Balance Sheet reveals that total cash at the bank fell from £30,590 to £12,474.   But it can also be seen on the same page that the restricted fund for the raised bed project fell from £20,700 to £2,556.   The society’s unrestricted cash rose and this is shown with the old Allotment Reserve at £2,804 being increased and split into the new Allotment Capital Works Fund at £3,700 and the Emergency Fund at £5,000.
· One of the less desirable characteristics of these accounts is that as a means of conveying information to the members which can be readily grasped it would have been better if the type had been larger (especially on the Balance Sheet), the layout had been more generous (especially on the Examiner’s Statement) and the text had been reproduced more sharply.   It would also have helped understanding if the Examiner’s Statement had not been written in the most convoluted English.   Weak graphic design and poor English interfere with clarity and ease of comprehension.
	Finchley Horticultural Society     Budget 2013

	
	        2012     Estimate     £
	        2013      Budget      £

	INCOME
	
	
	
	

	Members Subscriptions
	676
	
	700
	

	Trading Hut (gross)
	1,225
	
	1,350
	

	Plant Sale and Autumn Fete (gross)
	3,699
	
	4,000
	

	Rent & Service Charges:
	
	
	
	

	
	Gordon Road
	3,914
	
	4,685
	

	
	Nethercourt Avenue
	483
	
	600
	

	
	Brent Way (9 months)
	0
	
	350
	

	Donations
	167
	
	200
	

	Interest
	        0
	
	       0
	

	TOTAL

	
	10,164
	
	11,885

	EXPENDITURE
	
	
	
	

	Affiliation Fees (RHS, NSALG, BFAHS) 
	212
	
	220
	

	Printing (leaflet, events)
	100
	
	350
	

	Outings, Events, AGM (net)
	56
	
	0
	

	Postage, stationery, photocopying
	140
	
	160
	

	Insurance
	       0
	508
	      90
	820

	Gordon Road Allotments:
	
	
	
	

	
	L B Barnet (50% rent, half year 2012)
	400
	
	0
	

	
	Repairs and Maintenance
	2,896
	
	2,500
	

	
	Honorarium
	150
	
	150
	

	
	Electricity
	413
	
	450
	

	
	Water
	375
	
	700
	

	
	Mower purchase/repairs/fuel
	   574
	4,808
	   500
	4,300

	Nethercourt Avenue Allotments:
	
	
	
	

	
	L B Barnet (50% rent, half year 2012)
	51
	
	0
	

	
	Repairs and Maintenance
	0
	
	250
	

	
	Water
	87
	
	150
	

	
	Mower repairs/fuel
	      13
	151
	      50
	450

	Brent Way Allotments:
	
	
	
	

	
	Water
	0
	
	100
	

	
	Repairs and Maintenance
	        0
	        0
	   150
	250

	Trading Hut Stock
	1,474
	
	1,500
	

	Plant Sale costs
	   848
	2,322
	   700
	2,100

	SUB TOTAL
	
	7789
	
	8020

	To Allotment Capital Works Fund
	
	1,375
	
	2,300

	To Emergency Fund
	
	1,000
	
	1,000

	SUB TOTAL
	
	10,164
	
	11,320

	Contingency
	
	          0
	
	      565

	TOTAL
	
	10,164
	
	11,885

	NOTES

	Assumes near full occupancy of all sites, including raised beds.

	Assumes Newsletter will continue to be printed for free by Winkworths.

	Printing includes an FHS leaflet and Calendar of Events card.

	Assumes socials and outings will at least cover costs, ideally making a small surplus.

	Insurance premium may increase with additional site and cover.  Reorganised from Feb 2013.

	All sites will need new notice boards to comply with lease - in repairs & maintenance.

	Allotment Capital Works Fund contribution equals Plant/Fete surplus.  Now totals £7,375.

	Raised Bed Project:  Balance at 31.12.2012  estimated:   £1,524.  Will all be spent in 2013.

	Emergency Fund will rise to £7,000 at year end 2013.
	


	Finchley Horticultural Society     Financial Statement:  January - December 2012



	INCOME
	Budget 2012             £
	Actual Jan-Dec 2012   £

	Members Subscriptions
	700
	
	676
	

	Trading Hut (gross)
	1,350
	
	1,225
	

	Plant Sale and Autumn Fete (gross)
	4,000
	
	3,699
	

	Rent and Service Charges:
	
	
	
	

	Gordon Road
	3,520
	
	3,914
	

	Nethercourt Avenue
	600
	
	483
	

	Donations
	200
	
	167
	

	Bank Interest
	          0
	
	          0
	

	TOTAL
	
	10,370
	
	10,164

	
	
	
	
	

	EXPENDITURE
	
	
	
	

	Affiliation Fees (RHS, NSALG, BFAHS)
	220
	
	212
	

	Newsletter (4 per year)
	350
	
	100
	

	Outings, Events, AGM (net)
	350
	
	56
	

	Postage, Stationary, Photocopying
	150
	
	140
	

	Insurance
	90
	1160
	0
	508

	Gordon Road Allotments
	
	
	
	

	LB Barnet (50% rent, half year 2012)
	400
	
	400
	

	Repairs and Maintenance
	2,350
	
	2,896
	

	Honorarium
	150
	
	150
	

	Electricity
	408
	
	413
	

	Water
	762
	
	375
	

	Mower purchase/repairs/fuel
	500
	4,570
	574
	4,808

	Nethercourt Avenue Allotments
	
	
	
	

	LB Barnet (50% rent, half year 2012)
	64
	
	51
	

	Repairs and Maintenance
	250
	
	0
	

	Water
	220
	
	87
	

	Mower repairs/fuel
	76
	610
	13
	151

	Trading Hut Stock
	1,250
	
	1,474
	

	Plant Sale Costs
	0
	1,250
	848
	2,322

	
	
	
	
	

	SUB TOTAL
	
	7590
	
	7789

	To Allotment Capital Works Fund
	
	1,780
	
	1,375

	To Emergency Fund
	
	1,000
	
	1,000

	TOTAL
	
	10,370
	
	10164

	
	
	
	
	

	

	NOTES

	Total held in Allotment Capital Works Fund at the year end will be about £5,075.  Emergency Fund rises to £6,000.

	Seed order income and expenditure for individuals is excluded - they should balance at the end of the year.

	Income for key deposits is held separately and totalled £162 this year to date.

	Some Trading Hut expenditure is attributable to the Plant Sale and has not been adjusted.

	Plant Sale/Fete net income:   £2,752.

	Raised Bed Project:  Balance at 1.1.2012 £2,556, Grant Income £9,962, Expenditure £10,930, Balance now £1,604.

	Some event costs are outstanding.
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Receipts and Payments Account: Year to 31 December 2011

RECEIPTS

Subscriptions

Trading Hut Sales (gross)
Plant Sale and Fete (gross )
Allotment Rent/Water:

Interest

Donations

Events and Socials
Raised Bed Project
Miscellaneous {for gate)
TOTAL RECEIPTS

PAYMENTS
Affiliation Fees
Postage & Stationery
Newsletter

Events and Socials
Plant Sale

insurance
Allotments:

London Borough of Barnet
Trading Hut stock

Raised Bed Project

Sundry Expenses

Transfer to Allotment Fund
Depreciation of Fixed Assets
TOTAL PAYMENTS

Net Receipts/Payments for Year

Gordon Road 1,634

Nethercourt Avenue 351

Gordon Road

Keys 208
Water 1,204
Electricity -76
Mowers 470
Honorarium 150
Other 343
Nethercourt Avenue

Works 1350
Water 216
Other 84

2011
Unrestricted
507

1,339

3,785

214
205
300
603
726

2,299

1,650
903
1,111

2011
Restricted

(=]

O OO O0oOo

2011
TOTAL
507
1,339
3,785

2,299

2010
TOTAL
617
2,776
2,816
147

20,700

27,112

206
328

173

76

744
375
0
150
1557

903

174
1,169
475
6,330

20,782




[image: image2.jpg]Finchiey Horticultural Society
Balance Sheet as at 31 December 2011

Accumylated Funds and Reserves

Accumulated Funds

Raised Bed Project Rastricted Funds
Allotment Capital Works Fund
Allotment Reserve

Emergency Fund

Key Deposits

TOTAL FUNDS

FIXED ASSETS at cost less depreciation
Huts and Greenhouses

Equipment

Challenge Cups

investment at Cost

CURRENT ASSETS

Hut Trading Stock
Debtors and Prepayments
Cash at Bank & In Hand
Bank Deposit Account

CURRENT LIABILITIES
Accrued Expenses

NET ASSETS

independent Examiner's Statement
in connection with my examination, no matter has come to my attention

2011

2,556

3,700

5,000
1,218

o000

oo |o

12,474

12,474

o ‘

IO

74

|

Impact of

reinstatement Restated on

to Receipts & Receipts &

As reported Payments basis Payments basis

2010 2010 2010

10,656 -1,734 8,922

20,700 20,700

2,804 -2,804 0

0 0

0 968 968

34,160 -3&70 30=590

3,165 -3,165 0

95 -85 4]

1 -1 0

0 0 0

3,261 -3,261 0
B R
1,137 -1,137 0

3,094 -3,094 0

23,108 (1} 23,108

7482 0 7482

34,821 -4,231 30,590
e e S S S s
-3922 3922 0

-3,922 3,922 0

R B e g SO 1 S e o ST esT

34,160 -3,570 30,

1 which gives me reasonable cause to believe that in any material respect the requirements in accordance with the constitution of the FHS

to keep accounting records; and

to prepare accounts which accord with the accounting records for presentation to the membership

have not been met; or

2t0 wh):]{ in 3 opinion, attention should be drawn in order to enable a proper understandsing of the accounts to be reached,

Mighael Case (lndependent Examiner)

_'EMMIA__MZ

Date

Date
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\

Ann Brown {Chairman)




PAGE  
1

