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DISCLAIMER
This publication has been prepared for general guidance on matters of interest only, and does not
constitute professional or other advice. Whilst every effort has been made to ensure that the information
is accurate at the time of publication, the publishers wish to highlight that the content does not aim to be
definitive or complete. Readers are advised not to act upon the information contained in this publication
without obtaining specific professional advice. No representation or warranty (express or implied)
is given as to the accuracy or completeness of the information contained in this publication, and, to
the extent permitted by law, NUS, NUS’ partners, and parties whose works have been reproduced
or adapted in this publication do not accept or assume any liability, responsibility or duty of care for
any consequences from acting, refraining to act, or any decisions made in reliance on the information
contained in this publication.

About the Handbook
This handbook consists of a series of five booklets, each covering key
accounting practices relevant to the charity sector. It deals, specifically,
with the following: budgeting and cash flow management, fund accounting,
full cost recovery, reserves and investments, and cost-effective audit for
charities.
It is hoped that Board members, management, and staff of charities,
especially those without financial training, will find this handbook easy to
read and a useful reference to enhance their financial operations. This in
turn will lead to greater transparency and accountability of charities to the
public.
The content is developed with the charities and for the charities. Each
booklet is written by professional accountants who are experts in their
fields. To provide practical insights, the content incorporates applied
examples as well as interviews with local charities.
The editors have sought to preserve the content contributed by the authors
and interviewees as far as possible. The content has been reviewed by
practitioners in the industry.
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Foreword
Centre for Social Development Asia (CSDA)

Dr S. Vasoo
Chairman
Centre for Social Development Asia
Department of Social Work
Faculty of Arts and Social Sciences
National University of Singapore
Corporate governance and public accountability of charities are critical as mismanagement can
have serious ramifications to their viability. The Centre for Social Development Asia (CSDA) is indeed
appreciative of the support by Chartered Institute of Management Accountants (CIMA) for the
publication of the ‘Accounting and Finance Handbooks for Charities’.
As part of good governance, charities need to adopt sound accounting and finance practices to remain
viable in the long term. This handbook serves as a manual that guides the Board and Management of
the charities, to widen their knowledge on how to implement and monitor financial practices in their
organisations.
Board members can refer to this handbook to better understand the diverse facets of financial
management, and use the templates provided within to better implement accounting practices. Charities
can also use this handbook as a training manual for their staff. It is envisioned that the Accounting
and Finance Handbook for Charities will be helpful to all involved in understanding and implementing
accounting and finance practices for charities. It will be encouraging to see further attempts by various
Boards and Managements to improve the corporate governance arena of charities.
Lastly, we are grateful to the authors, academic staff, peer-reviewers, charities, and interns who worked
tirelessly to make this valuable publication possible.

About CSDA
The Centre for Social Development Asia (CSDA) was launched in July 2007 by then Minister
for Finance Mr Tharman Shanmugaratnam. It is under the purview of the Department of Social
Work, Faculty of Arts and Social Sciences, National University of Singapore. The Centre was
established in collaboration with the Centre for Social Development, George Warren Brown
School of Social Work, Washington University in St Louis. The primary mission of CSDA
is applied research and knowledge building to inform policies and programmes in social
development, with a focus on Asia.
For more information about CSDA, please visit
http://www.fas.nus.edu.sg/swk/partners_and_donors/research_partner/overview
For more information on the Department of Social Work, please visit:
http://www.fas.nus.edu.sg/swk/
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Foreword
Chartered Institute of Management Accountants (CIMA)

Dr Noel Tagoe
FCMA, CGMA
Executive Vice President, Academics
Chartered Institute of Management Accountants
Philanthropic activities are proving to be more challenging as technology becomes the key driver
behind the drastic changes on economic and social landscapes. It would be fair to say that furthering
the cause to create a sustainable business model for charities has gradually become more pertinent,
especially in this time and age.
Good governance is difficult to come by. To deliver service effectively to their beneficiaries, it is crucial
to support charities with strong governance, coupled with robust structures, processes and good
behaviour. Ensuring that good management accounting practices are in place, coupled with the
ability to analyse and formulate the programmes, will help create stakeholder value. Transparency
and accountability accompanied with good disclosure practices in financial management will give
confidence to donors that the funds that they have contributed are doing good for society.
CIMA Centre of Excellence would like to take this opportunity to commend CSDA for its philanthropic
approach to help charities do good better. We applaud CSDA for this timely publication to build a
stronger charity sector in Singapore, and we commend their great efforts in the successful release of
this book on charity governance.

About CIMA
The Chartered Institute of Management Accountants (CIMA), founded in 1919, is the world’s
leading and largest professional body of management accountants, with over 232,000 members
and students operating in 177 countries, working at the heart of business. CIMA members and
students work in industry, commerce, the public sector and not-for-profit organisations. CIMA
works closely with employers and sponsors leading-edge research, constantly updating its
qualifications, professional experience requirements and continuing professional development
to ensure it remains the employers’ choice when recruiting financially-trained business leaders.
Together with the American Institute of CPAs (AICPA) CIMA has established the Chartered
Global Management Accountant (CGMA) designation. CGMA is the global quality standard
that further elevates the profession of management accounting.
The AICPA and CIMA also make up the Association of International Certified Professional
Accountants (the Association), which represents public and management accounting
globally, advocating on behalf the public interest and advancing the quality, competency and
employability of CPAs, CGMAs and other accounting and finance professionals worldwide.
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Foreword
Charity Council

Dr Gerard Ee
FCA (Singapore)
Chairman
Charity Council
Charities must be good stewards of the donations they are entrusted with, and ensure that resources
are used for the purpose intended. Hence, having sound financial management practices is essential to
the sustainability and success of the charity. This handbook is written in an easy to understand manner,
to aid charities in their implementation of financial practices.
I encourage charities to fully utilise this handbook, and would like to thank the authors and charities
which have contributed their invaluable time and expertise to this book. I look forward to seeing the
sector being equipped with more governance knowledge and relevant skill sets.

About Charity Council
the Charity Council aims to promote and encourage the adoption of good governance
standards and best practices, to help enhance public confidence and promote self-regulation
in the charity sector. It also helps to build governance capabilities of charities to enable them
to comply with regulatory requirements and be more accountable.
The Council comprises of 15 members, including the Chairman. 10 members are from the people
sector, chosen for their expertise in accountancy, corporate governance, entrepreneurship
and law. They are also involved in volunteer and charity work in varied fields such as arts and
heritage, community, education, health and social services.
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Foreword
The Commissioner of Charities

Adjunct Professor Ang Hak Seng
Commissioner of Charities
Charities perform a multitude of good works and play a vital role in society. Not only do they serve
people and communities in need, charities also spur a caring and giving culture in Singapore.
With all the good done, it is important for charities to be accountable to their stakeholders, so as to
build and sustain public trust and confidence. It is crucial for charities to embrace and apply good
governance practices to ensure that charitable assets and monies are well protected, managed, and
accounted for.
I commend the authors and charities who have shown their collective commitment in sharing knowledge
and insights to steer and support charity accounting and reporting – it is indeed a collaborative effort
towards our vision of a well-governed and thriving charity sector with strong public support.

About The Commissioner of Charities
The Commissioner of Charities oversees the charities and Institutions of a Public Character
(IPCs) in the charity sector, with the assistance of 5 Sector Administrators from the Ministry of
Social and Family Development, Ministry of Education, Ministry of Health, People’s Association
and Sport Singapore. Its vision is to develop a well-governed and thriving charity sector with
strong public support.
The objectives of the Commissioner as stated in the Charities Act are:
• To maintain public trust and confidence in charities;
• To promote compliance by governing board members and key officers with their legal
obligations in exercising control and management of the administration of their charities;
• To promote the effective use of charitable resources; and
• To enhance the accountability of charities to donors, beneficiaries and the general public.
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Foreword
CFA Society Singapore

Ms Tan Lay Hoon
President
CFA Society Singapore
In a 2015 survey conducted by the Charity Council, charities have indicated that one of the top priorities
where they need help is in financial management. Hence, it gives us immense pleasure to be part of
this handbook project.
We hope that this handbook serves as a reference to Board members and staff of charities and while
the booklet may serve as a guide, it will not be easy for charities to get started without any professional
help.
CFA Society Singapore is a member society of CFA Institute, a global association of investment
professionals with a mission to lead the investment profession by promoting the highest standards of
ethics, education and professional excellence for the ultimate benefit of society. It is our privilege if our
members are able to contribute and give back for the benefit of society.

About CFA Society Singapore
Established in September 1987, CFA Society Singapore (formerly known as the Singapore
Society of Financial Analysts-SSFA) is a professional society that brings together practitioners
in the investment and fund management industry in Singapore. Its principal objective is to
promote and uphold professional standards and ethical practice in financial analysis and
investment management in Singapore. CFA Society Singapore is the 7th largest Member
Society of CFA Institute, with more than 3,600 members.
The Society runs a whole host of programmes for members, CFA candidates and also the
investment community, including Professional Development talks and seminars, Networking
sessions, CFA information sessions and examination review classes, and Career Development
talks.
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Foreword
Baker Tilly

Mr Sim Guan Seng
FCA (Singapore), CIA
Managing Partner
Baker Tilly
Good financial reporting and sound financial management are key pillars of charity governance. As
stewards of donors, not only do charities have to ensure that a proper account is given of how donations
received are used in order to maintain public trust, they also have to ensure that funds received are
utilised in the most effective and efficient manner.
Keeping in mind that accounting and financial management practices in the charity sector may differ
from those in the business world, I am greatly heartened by the timely introduction of this Accounting and
Finance Handbook for Charities. This handbook, with its many best practices and recommendations,
will be a good resource for Board members and management of charities.
I commend CSDA for initiating the publishing of this handbook. I am pleased that my partner, Susan Foong,
was able to play a part by contributing to the writing of the fund accounting booklet in the handbook. The
fund accounting booklet closes the knowledge gap in accounting practices of charities in Singapore.

About Baker Tilly
Baker Tilly’s origins can be traced back to 1985 when Teo, Foong + Wong was founded.
Transitional, historical name changes and mergers with various firms have brought Baker Tilly
to where it is today. The firm joined the Baker Tilly International network in 2005. This long
history gives Baker Tilly a rich heritage and defines the firm’s present.
Since 1985, the firm has specialised in serving charities and not-for-profit organisations. Baker
Tilly’s extensive experience and understanding of the charity sector enables the firm to provide
quality service to support its clients in their pursuit to do good works. Partners and teams in
the firm have in-depth knowledge of the regulations and developments in the charity sector.
More importantly, because of the firm’s long history of serving charities, teams in the firm also
understand the ethos and values of charity clients.
Baker Tilly services include assurance, tax, deal advisory, governance and risk, restructuring and
recovery, outsourcing, and corporate secretarial. Baker Tilly is an independent member of Baker
Tilly International, one of the world’s 10 largest accounting and business advisory network. With
this network, clients have access to global leaders in every area of business expertise.
The firm posts regular articles of interest to charities in The Salient Point, Baker Tilly’s newsletter. To
read these articles or to learn more about the firm’s services, visit www.bakertilly.sg.
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Foreword
RSM

Mr Kaka Singh
FCA, FCCA, FCIS, FCMA, FCPA, CA
Chairman and Senior Partner
RSM
The Accounting and Finance Handbook for Charities is a commendable initiative by CSDA as it
examines and compiles multiple facets of accounting and finance practices. In simple language, it
provides examples of good practices and demonstrates where collective action by charities, regulators
and auditors is beneficial to all and will prove vital to the continued, successful delivery of services by
charities.
This handbook also guides Board members and management in effective financial monitoring of their
operations and in receiving timely, relevant and accurate information frequently enough to understand
when things are on track or whether emerging concerns need to be addressed.
I am pleased that our Not-for-Profit Organisation (NPO) Practice Head, Woo E-Sah, was given the
opportunity to contribute to this handbook. I also encourage all charities to tap into this informative
resource to enhance their financial operations.

About RSM
RSM is the sixth largest audit, tax and consulting network globally. In Singapore, the firm is the
largest outside the Big 4, serving internationally active businesses.
It focuses on growing businesses, helping them to improve profits, enhance business value
and internationalise.
RSM provides audit, tax, corporate and risk advisory, as well as business support services.
Its dedicated NPO Practice Team works with numerous clients—including large societies and
companies limited by guarantee—across diverse sectors, offering them the added advantages
of:
•

Expertise in the Singapore Financial Reporting Standards, the Charities Accounting
Standard, and the Code of Governance for Charities and IPCs;

•

High partner, director and manager involvement;

•

End-to-end services and capabilities; and

•

Expertise in compliance with legislation governing charities and IPCs.
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I am delighted to have been able to contribute my thoughts towards the booklet “Full-Recovery Cost
for Charities”. I hope that all charities will reflect on the importance of implementing proper costing
methodologies as it will enhance their strategic plans and sustainability.
I have been involved with many charities for more than 30 years, either directly as an appointment
holder or indirectly as advisor or observer. It saddens me to see that practically all charities have little
or no idea about costing and thus either their programmes are not financially sustainable or they shortchange themselves by requesting for too little funding.
I am very grateful to the interns who have helped in researching the subject and assisted in crafting the
information into a readable material. I am truly impressed with the fact that these interns are not from
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CHAPTER
Introduction

Background
Historically, charities have struggled to obtain sufficient funding for their overhead costs (Aldridge
& Hunter, 2006). Without sufficient funds to cover the charities’ overhead costs, it can lead to
underinvestment in: (i) management and leadership; (ii) internal and external infrastructure; and (iii)
strategic development and governance.
Charities often suffer from underfunding as both funders and donors are often only willing to fund the
direct costs of projects. This is due to their lack of understanding of the full cost involved in carrying
out a specific programme or service. It is only reasonable for charities to recover their costs (Gregory,
Edwards, Duncan & Contaldo, 2006). It is only with adequate funding that charities can ensure effective
and efficient delivery of services as specified in the grants and contracts they have secured.
Adopting full cost recovery is the first step towards cost recovery. Full cost recovery refers to securing
funding for, or ‘recovering’, all costs, including the direct costs as well as overheads (Association of
Chief Executives of Voluntary Organisations, 2004). The adoption of full cost recovery should be seen
as only one step in building an effective relationship between charities, donors and funders. In 2004,
the former United Kingdom Minister for the Voluntary Sector and Labour MP from 1997 to 2017, Fiona
Mactaggart, articulated that:
“A strong, thriving voluntary sector cannot live hand to mouth. That is why the Government is
promoting full cost recovery, enabling organisations to recover the legitimate portion of overhead
costs for the work they do. … Together we are beginning to make a real change that is boosting
the sustainability and independence of voluntary organisations.”

Objective
There is limited literature in Singapore on full-cost accounting for the charity sector. Hence, this booklet
aims to serve as a guide on full cost recovery for the sector. The booklet covers the following areas:
i.
ii.
iii.
iv.

nonprofit starvation cycle;
implementation of full cost recovery;
mechanics of full-cost accounting; and
a local case study on how full cost recovery is implemented in Assisi Hospice.
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Full-cost accounting will enable social service organisations in Singapore to make a strong case for
an increase in subventions and cost their services realistically for sustainability. It is also important
for various stakeholders to appreciate the cost of providing such services and thus increase their
contributions to those achieving worthy outcomes. Inadvertent suppression of project budget works
against social service organisations, and they find it harder to solicit for more grants. Full-cost accounting
will lead to a more fruitful understanding of the funding needs of social service organisations.
This booklet draws heavily on reference materials from the UK, given the substantive work done on full
cost recovery with the support of the UK government. In particular, material from the Association of Chief
Executives of Voluntary Organisations (ACEVO), a membership body of leaders from the organisations
in the voluntary and community sectors in England and Wales, are used as main references.
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CHAPTER
Overcoming the Nonprofit
Starvation Cycle

2.1 The Nonprofit Starvation Cycle
A 5-year study launched by the Bridgespan Group, a management consultancy firm based in the
United States, found that US nonprofit organisations faced difficulties in recouping the indirect costs
incurred when implementing donor projects (Gregory & Howard, 2009). The indirect costs refer to
overhead costs such as rent, staff salaries, and other administrative expenses. This finding is not new.
A 2015 study conducted on 26 civil service organisations (CSOs) in the UK reported that a worrying
number of CSOs fail to recover their full costs (Longhurst & Boyes-Watson, 2016).
Underfunding will affect charities in the long run. When a charity fails to secure sufficient funding for its
overhead costs, it ends up in a vicious nonprofit starvation cycle (Gregory & Howard, 2009). According
to Lecy & Searing (2012), the starvation cycle occurs when an organisation reduces the amount of
money spent on overhead expenditures in order to gain a competitive edge in donor markets. Over
time, the constant erosion of infrastructure starves the organisation of its productive capacity.
The cycle is a negative feedback loop formed by competitive pressures, misleading financial reporting,
and donor expectations. Underinvestment in organisational infrastructure is done both to decrease
costs in order to remain competitive and to appear efficient to potential donors (Lecy & Searing, 2012).
This could impact the sustainability of a programme or service provided by the charity. Wing (2004)
noted that low overheads limit the effectiveness of the charity. When a charity is underfunded, it
reduces the charity’s ability to deliver and sustain its projects.
The non-profit starvation cycle comprises of three mutually reinforcing stages as illustrated below in
Figure 1.
Figure 1: The Nonprofit Starvation Cycle

Unrealistic Donor
Expectations

Misleading
Reporting

Cuts in
Overhead
Spending
Competitive
Pressure
Reproduced from “Anatomy of the Nonprofit Starvation Cycle”, by Lecy and Searing, 2012. Retrieved from https://aysps.
gsu.edu/files/2016/01/12-27-LecySearing-AnatomyoftheNonprofitStarvationCycle.pdf#page=24&zoom=100,0,530. Copyright
by Georgia State University 2012. Reproduced with permission.
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Stage 1: Unrealistic Expectations from Donors and Funders
Some donors and funders underestimate the cost of running a nonprofit organisation. The full cost of a
charity’s operations include indirect expenditures such as operations, finances, human resources, and
fundraising should be accounted for. However, donors and funders are generally reluctant to pay for a
charity’s overhead costs as they want their donations to be channelled directly and fully to the charity’s
beneficiaries (Gregory & Howard, 2009).
Stage 2: Competitive Pressure for Charities to Conform
Overhead cost refers to operational costs that are not directly related to a charity’s programmes. In
general, a charity’s overhead costs refer to administrative expenses such as legal fees, accounting fees
and executive salaries (Bowman, 2006).
Financial metrics such as overhead ratio are often used by potential donors in their donation decisions
(Lecy & Searing, 2012). Many funders think that administrative costs should not exceed 10% of a
charity’s total expenses. As donors tend to reward charities with the lowest overhead cost, many
charities report low overhead costs to appear efficient to potential donors. As a result, these charities
are pressured to spend as little as possible on overhead expenses (Bedsworth, Gregory & Howard,
2008). But this can cause a myriad of unhealthy behaviours that are detrimental to the health of the
charity in the long run.
This vicious cycle ignores the fact that it is important for charities to invest in their talent, systems
and training to create a foundation for healthy growth. Likewise, charities need to convince funders
about the need to increase funding for overheads above 10%. This is to ensure good delivery and
sustainability of social services provided by the charity.
Stage 3: Misleading Reporting
Typically, charities respond to the pressure for lower overhead cost by (i) compromising on vital
infrastructure expenses, and/or (ii) under-reporting expenditures (Gregory & Howard, 2009).
Investment in the charity’s infrastructure is essential to the viability of its programmes in the long run.
Such investments include expenditures on more efficient information management systems, higherskilled managers, training, and programme development over time. In the first case, where the charity
reduces its expenses by limiting its investment in infrastructure, staff may become accustomed to
operating under such constraints that they find it difficult to request for higher overhead funding.
Consequently, when popular social service programmes expand without adequate investment in
infrastructure, it may result in burnt-out staff, under-maintained buildings, out-of-date services, and
many other symptoms of inadequately funded overheads (Bedsworth, Gregory & Howard, 2008). This
places the charity’s sustainability at risk.
Many charities fail to account for all the expenses necessary to achieve their desired outcomes.
Two common examples are the apportionment of administrative costs and imputed costs for rental
expenses. In the first example, many charities may overlook the cost of assigning senior management
to supervise the team as part of their programme costs. This distorts the actual direct cost of servicing
a beneficiary, making the administrative cost appear lower than it is. In the second example, many
charities operate from heavily subsidised premises, and this imputed cost is often not tabulated, thus
suppressing the actual direct operating cost.
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Management accountants in charities may also find themselves being pressured to hide indirect costs
so as to portray an efficient and effective charity. There are many instances where charities under-report
their expenses. For example, the Nonprofit Overhead Cost Study by the Urban Institute’s National
Center for Charitable Statistics and the Center on Philanthropy at Indiana University (2004) found that
more than a third of the charities studied reported no fundraising costs.
End Result - A Perpetuating Cycle
The combined effects of unrealistic expectations, pressure on nonprofits to conform to expectations of
low overheads, and underinvestment of infrastructure, result in the perpetuation of the vicious nonprofit
starvation cycle. Hence, charities will be increasingly underfunded as funders expect charities to do
more with less.

2.2 Advocating for Full Cost Recovery in the Charity Sector
Full cost recovery is vital to the health and sustainability of the charity sector. According to ACEVO, full
cost recovery is defined as securing funding for the full cost of a project or service, including the direct
costs of projects and a relevant portion of overhead costs (Aldridge & Hunter, 2006). This is important
in contributing towards a charity’s capacity and capability building.
Poor Full Cost Recovery Risks Underfunding
The failure to account for the full costs of projects may result in donors underestimating the amount
of funds that charities need to operate. If charities do not account for indirect costs, they may have
insufficient funds to carry out their projects. As such, they may resort to diverting the funds that are
meant for other projects into paying for indirect costs (Gregory, Edwards, Duncan & Contaldo, 2006). In
the worst-case scenario, charities may collapse because their projects are unsustainable. By practising
full cost recovery, charities will be better able to express their full costs and thus be able to confidently
discuss with funders the true amount of donations they require (Cass Business School, 2018).
Capacity Expansion
Full cost recovery ensures that charities set aside and build up sufficient funds to cover their indirect
costs, which goes into investments for infrastructure and capacity expansion. According to the
Bridgespan Group’s study, these investments allow the charity to perform better and ultimately enable
it to be more efficient and effective at helping its clients.
Full cost recovery is one of the key issues raised in a report by HM Treasury1 that examined the funding

relationship between the UK government and the voluntary or not-for-profit sectors, also known as
the third sector. The report outlined that it is legitimate for third sector organisations to recover the
appropriate level of overhead costs associated with the provision of a particular service (Gregory,
Edwards, Duncan & Contaldo, 2006). The report recommended that all UK government departments
review their contracts awarded to charities, to ensure that they reflect the full cost of their services.

HM Treasury is the UK government’s economic and finance ministry, maintaining control over public spenidng, setting the
direction of the UK’s economic policy and working to achieve strong and sustainable economic growh.

1
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The UK’s National Audit Office followed up to ensure the implementation of full cost recovery. They
recognised that: (i) no activity can be undertaken without its provider incurring central administrative
costs; and (ii) funders and commissioners have an interest to meet the fair share of a service provider’s
central administrative costs. This ensures that the provider can manage its activities and finances
properly and thus contribute to the organisation’s sustainability (National Audit Office, n.d.).
The implementation of the principle of full cost recovery allows charities to be more accountable
towards their funders. Funders are more aware of how the funds are being used, and the outcomes
accomplished by the charity. This allows funders to make more evidence-based policy decisions.
Implementing full-cost accounting in a charity is not difficult, but the charity’s staff need to be trained to
account for these costs. Funding bodies need to clearly indicate the costs they are willing to cover and
provide guidance to charities with poor financial literacy (Gregory, Edwards, Duncan & Contaldo, 2006).
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CHAPTER
Implementing Full Cost Recovery

To break out of the nonprofit starvation cycle, charities need to change their mindset to adopt and
practice full cost recovery. It is beneficial for charities to be aware of the advantages of adopting full
cost recovery, and how the sustainability of their projects could be affected if full cost recovery is not
adopted. Moreover, charities should clearly communicate information on the full cost of their operations
to donors and stakeholders. This is part of their responsibility to be accountable and transparent with
the use of donor’s funds (Sim, Loh & Teo, 2017).
The following sections explain the need to communicate full-cost accounting to donors, changing
donor mindset, gaining donors’ support for full-cost accounting, and the need for a culture of costconsciousness.

3.1 Communicating Full-Cost Accounting to Donors and Funders
Trust is the lifeblood of the non-profit sector (Hetrick, 2018). To gain trust, charities must be accountable
to their stakeholders. They are expected be open and transparent about the costs of their operation. It
can be argued that charities that practise full-cost accounting demonstrate that their organisations have
sound management and good governance. To achieve full cost recovery, charities need to implement
operating standards and instil professional ethics in their organisations.
The adoption of full cost approach forms only one part in maintaining an effective funder-charity
relationship (Aldridge & Hunter, 2006). When a charity is transparent with donors and funders on how
funds are being used, it is easier to build and sustain a donor-charity relationship. It helps donors and
funders make more informed decisions as they become aware of the direct and indirect costs of the
charity’s operation. The two-way communication between the charity and the donor is essential when
making funding decisions, to ensure that both parties are on the same page and that outcomes are
maximised.

3.2 Changing the Mindsets of Donors and Funders
Often, donors and funders perceive that they are making a greater difference if their contribution
benefits the recipient directly. Such a belief has resulted in many donors and funders imposing a cap
on the amount of funds that can be used to cover indirect costs (Longhurst & Boyes-Watson, 2016).
This practice is not beneficial as it hinders charities from receiving sufficient funding for indirect costs.
To encourage future donations, many charities are pressured to keep overheads unreasonably low. As
a result, their ability to carry out projects may be limited due to insufficient funding of overheads (Nobel,
2015).
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Full-cost accounting provides the basis for stakeholders to understand the amount of funding required
to achieve full cost recovery. Charities need to be transparent and get donors to realise the importance
of overhead costs. They need to ensure that all indirect costs are covered when they seek funding.
To many donors and funders, a charity with high overhead costs may imply that the organisation is
inefficient. It is critical that charities explain to donors how indirect costs are integral to their projects
(Oritz, 2001). If the charity is unable to clearly explain its indirect costs, there is a possibility that some
donors and funders may lose trust in the governance of the charity.
With a common understanding of indirect costs, charities can cooperate with their donors and funders
to break the nonprofit starvation cycle. Instead of pushing down their overhead ratio, charities need to
find other ways to measure and report their efficiency to donors. Donors should also look at changes
in overhead costs over time to evaluate a charity’s efficiency (Gneezy, Keenan & Gneezy, 2014). In
fact, charity fundraisers can take the opportunity to explain to donors and funders about their charity’s
overheads and seek out those who may be happy to pay for these expenses.
Indirect costs refer to the costs resulting from a charity’s undertaking of donor projects. They are the
natural result of implementing donor projects, and include costs pertaining to operating the charity
and sustaining donor projects. Examples of indirect costs include transportation costs, rent, and
administrative costs. It is vital that charities make their donors aware that these costs are not unrelated
or additional charges that they are trying to pass on to their donors.
The overhead-free method is one way a charity can increase the donation rates of its potential donors
(Gneezy, Keenan & Gneezy, 2014). By seeking out a major philanthropist to help cover overheads, the
charity would be able to channel all subsequent donations towards projects. For example, charity:
water, an organisation that provides drinking water to people in developing nations, has a companion
programme called The Well. This programme consists of a small group of private donors who cover the
organisation’s overhead cost (Nobel, 2015).
While it is easier for the charity to convince a handful of big donors to fund their overhead costs,
charities should also try to change public perception on donation for overhead costs to increase overall
charitable giving (Gneezy, Keenan & Gneezy, 2014).

3.3 Donors and Funders Supporting Full Cost Recovery
It is common to find some donors and funders who only want to give if 100% of their funds are
channelled directly to the charitable cause. Fortunately, most donors and funders do expect to pay a
certain level of overhead costs.
Charities need to convince donors/funders that indirect costs are necessary for the implementation
of their projects. Charities can provide clear information about the direct and indirect costs of their
operation through full-cost accounting. Using this information, charities can explain to donors and
funders that their projects cannot carry on without funding for indirect costs.
The most valued donors and funders are those who are knowledgeable about the sector and the causes
that a charity supports. Once they support the charity’s cause and engage with it, they become repeat
donors or funders whom the charity can rely on to contribute for many years. These experienced donors
and funders will assess the charity to make sure they have sound management, credible strategy, good
record of decision making, effective risk management, and trustworthy financial controls. If they feel
that the charity is not well managed, they are unlikely to continue their support for the organisation.
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The following box story features The National Lottery Community Fund (TNLCF), one of the biggest
funders in the UK, and its public commitment to support full cost recovery. To accomplish this, it has
developed recognised costing templates for a charity’s cost allocation.

Box Story 1: The National Lottery Community Fund (TNLCF)
About The National Lottery Community Fund
TNLCF is the biggest single funder of the not-for-profit sector in the UK, and a major
initiative that is well-supported by its government. It provides funding for a variety of
programmes, which include providing more flexible, longer-term funding to organisations
for grants above £10,000 (Big Lottery Fund, n.d.).
TNLCF’s Support for Full Cost Recovery
TNLCF is committed to the principle of full cost recovery as it is important for the
sustainability of a charity (Big Lottery Fund, n.d.). Many charities find it difficult to obtain
sufficient funding to cover their indirect costs, as many funders provide funding only for
direct costs. These charities end up in financial crisis due to the shortage of funding for
indirect costs. In other instances, the lack of funding for indirect costs has resulted in
charities’ underinvestment in infrastructure.
TNLCF helps charities by providing funds for indirect costs. Charities are encouraged
to identify all their project costs and overheads. Charities are also provided with sample
spreadsheets to help them calculate the full cost of their projects (Big Lottery Fund, 2006).
The ACEVO template was introduced to help charities to determine their cost allocation.
Initially, there was some resistance from TNLCF management towards the adoption of full
cost recovery funding methods, as such an adoption would mean that fewer projects would
be funded. The issues were resolved after consultations with stakeholders.
Implementation of Full Cost Recovery
TNLCF encourages charities to provide details of all their overheads in their applications.
The total overhead costs have no bearing on the success of their applications (Big Lottery
Fund, n.d.). There is no need to provide details on the allocation of overheads to the project
cost. Charities only need to provide a fair and reasonable method based on the information
available to them. However, the share of the project’s overhead costs should not exceed
the share of the direct project costs (Big Lottery Fund, 2006).
Challenges of Implementing Full Cost Recovery
It is challenging for charities to clearly define what an ‘overhead’ constitutes. For instance,
gathering of information for a policy project might be recorded as an overhead, but other
aspects of the work conducted by the charity’s team might not. TNLCF suggests that the
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charity should speak to other organisations that run similar projects so that they will be able
to identify unexpected costs involved in running of the project (Big Lottery Fund, 2006).
Each organisation’s understanding of full cost recovery varies. To cater to the needs of smaller
charities, TNLCF provided a simpler template. In addition, TNLCF launched a training module
for grant officers to independently assess which projects are worth supporting.
Funders need to accept that the full cost analysis is an approximation of the true cost of a
project, and that cost allocation is not fixed and unchanging.

Note: The National Lottery Community Fund was formerly known as Big Lottery Fund. Its name was
changed with effect from January 2019. The articles regarding the fund may not be accessible, as they
have been archived by the organisation.
Adapted from “Mind the gap: A Funder’s guide to Full Cost Recovery” by Aldridge and Hunter, 2006.
Retrieved from https://www.wcva.org.uk/media/2017298/mind_the_gap.pdf. Copyright by Aldridge and
Hunter, 2006. Adapted with permission.

3.4 Culture of Cost Consciousness
Full-cost accounting and the ability to assign cost accurately are not sufficient to ensure sustainability
for a charity. It is also important that a charity manages its cost.
Ultimately, one of the reasons for full costing is for charities to achieve cost management and control.
There are several ways to reduce costs. Based on an ACEVO survey, collaborations and mergers can
help charities become more cost efficient (Hodge, 2011). Another way is to share cost management
information with other charities so that they can be aware of the areas where cost efficiency can be
improved. This has been done by a UK charity, Charity Finance Group, which conducts a benchmarking
survey annually (Hodge, 2011). It helps charities to know how their costs compare to other charities
and the areas where they can work to become more cost efficient.
According to the study on the nonprofit starvation cycle by the Bridgespan Group (Gregory & Howard,
2009), board members play a critical role in encouraging the charity to invest more in infrastructure
to improve its functional capacity. Their push for improvements in infrastructure can help the charity
provide better facilities and services for their clients.
The box story on Mencap (See Section 4.3), a UK charity for people with learning disabilities, is
an example of how improvements in technological infrastructure can benefit charities. Mencap’s
investments in IT systems provided accurate cost data, which facilitated full-cost accounting and
recovery. Infrastructural improvement projects like these can help charities to lower their future project
costs, as it reduces the man-hours spent on such work.
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CHAPTER
Mechanics of Full-Cost Accounting

Activity-Based Costing (ABC) is a widely used accounting method of assigning indirect costs. This
chapter covers ABC in the charity sector. The box stories feature two UK charities that have adopted
full-cost accounting.

4.1 What is Activity-Based Costing (ABC)?
ABC, defined in the late 1980s by Robert Kaplan and William Burns, has brought about changes in the
cost management system. The main advantage of ABC is that it minimises distortion on the cost of
products and services that may occur from arbitrary allocation of overhead costs.
These are the four steps to implement ABC.

1. Identify Activities
The organisation needs to undertake an in-depth analysis of the operating processes of
each responsibility centre. Each process might consist of one or more activities required
to produce an output.
2. Assign Resource Costs to Activities
This involves tracing costs to cost objects to determine why the cost occurred. Costs
can be categorised into:
i.

Direct: Costs that can be traced directly to one output; for example, the wood
and paint that it takes to make a chair.

ii. Indirect: Costs that cannot be allocated to an individual output, as they benefit
two or more outputs (but not all outputs); for example, maintenance costs or
storage costs.
iii. General/administration: Costs that cannot be associated with any product
or service. These costs are likely to remain unchanged, regardless of whatever
output is produced; for example, salaries of administration staff, security costs,
or depreciation.
3. Identify Outputs
Identify all outputs for which an activity segment performs activities and consumes
resources. Outputs might be products, services or customers.
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4. Assign activity costs to outputs
This is done using activity drivers, which are factors that influence or contribute to the
expenses of certain business operations. Activity drivers assign activity costs to outputs
(cost objects) based on the consumption of or demand for activities.
Adapted from “Activity Based Costing: Topic Gateway Series No. 1” by Chartered Institute
of Management Accountants, 2008. Retrieved from http://www.cimaglobal.com/Documents/
ImportedDocuments/cid_tg_activity_based_costing_nov08.pdf.pdf. Copyright by Chartered
Institute of Management Accountants, 2008. Reproduced with permission.

ABC uses cost drivers to assign the cost of resources to activities and unit cost as a way of measuring
an output. Thus, the key aspect of ABC focuses on accumulating cost via activities, by gathering
overheads for each organisational activity, then assigning the costs of these activities to products,
services, or customers. ABC provides an accountant with the flexibility to furnish special reports to
management. The management can then can make decisions about the costs of designing, selling, and
delivering a product or service.
The most difficult aspect of ABC is the initial activity analysis. It is the process of identifying appropriate
output measures of activities and resources (cost drivers) and their effects on the costs of making a
product or providing a service.

4.2 Applying Activity Based Costing to the Charity Sector
Charities can use ABC as a principle-based methodology to allocate indirect costs and overheads to
their projects. There are three steps involved to determine the full cost of each charity project.
Firstly, the charity should identify and isolate the direct costs for each charity project. Direct cost
refers to costs associated directly with a specific project. These costs are relatively easy to identify
as they are spent directly on servicing the beneficiaries. Examples include the salaries of therapists,
medication, and transport.
Secondly, the charity should work out the allocation of overhead costs to specific projects. Overhead
costs are indirect costs and expenses incurred to support the charity’s operation. A common example
of overhead cost are the expenses incurred at the charity’s head office. These can include work carried
out by staff to maintain contact with beneficiaries, source for goods and supplementary services for
beneficiaries, or apply for government subventions, grants, and donations.
However, indirect or overhead cost are costs that are often not easily identified with particular outputs
(Gregory, Edwards, Duncan & Contaldo, 2006). Hence, it is important to apply ABC to allocate these
indirect costs into relevant cost pools.
These are two ways in which charities can apply ABC to allocate indirect costs for projects.
Activity Cost Pools
An important process of ABC is the allocation of a charity’s indirect costs into cost pools. Figure 2
shows the items typical of a charity’s cost pools:
i.
ii.
iii.
iv.
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Premises and offices;
Central function costs (Finance, HR, Procurement, etc.);
Governance and strategic development; and
General fundraising.
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Figure 2: Activity Cost Pool
Stage 1
Activity cost pools

Premises and office costs

Overhead
costs

Central function costs
(Finance, HR, etc.)
Governance and strategic
development

General fundraising

The charity’s management and the accountant should work together to establish its activity cost pools.
To have a clear understanding of how a cost pool is derived, it is important for management to be
involved in the process of cost identification and allocation. This process is important to prevent future
disagreements. Having the management’s agreement on the basis of cost identification and allocation
reduces the likelihood for disputes later.
The accountant’s role is to provide standardised analyses and reports for the cost pools. These analyses
and reports can be used for confidential discussions with management.
Cost Driver Rates
Once the cost pools are established, the next process is to determine the charity’s cost drivers. Cost
drivers refer to factors influencing the level of cost (Chartered Institute of Management Accountants,
2008). Figure 3 shows the typical cost drivers in a charity:
i.
ii.
iii.
iv.

Headcount to allocate Premises and Office costs;
Time to allocate Central Function costs;
Expenditure to allocate Governance and Strategic Development costs; and
General fundraising.
Figure 3: Cost Drivers Rate
Stage 1
Activity cost pools

Premises and office costs

Overhead
costs

Central function costs
(Finance, HR, etc.)
Governance and strategic
development

Stage 2
Cost driver rates
Cost per head

Cost per hour

Cost per project

Products,
projects,
service lines,
etc.

Cost per project

General fundraising
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To tabulate the indirect costs for a given charity project, the following steps need to be carried out.
Step 1

Allocate premises and office costs to the project, central functions
(HR, finance etc.), and general fundraising.

Step 2

Allocate central function costs (which now includes a portion of
premises and office costs) to the project, governance and strategic
development, and general fundraising.

Step 3

Allocate governance and strategic development costs (which now
includes a portion of premises and office costs, and central functions
costs) to the project, and to general fundraising.

Finally, to get the full cost for each charity project, the direct and indirect costs have to be tabulated
together.

4.3 Full-Cost Accounting in the Charity Sector
To highlight the importance of full-cost recovery for sustainability, the box stories below illustrate how
two charities in the UK, Community Southwark and Mencap, have implemented full-cost accounting.

Box Story 2: Community Southwark
Note: This box story is prepared by CSDA.

About the Charity
Community Southwark is the umbrella body for volunteers, community organisations,
and social action in Southwark (Community Southwark, n.d.-a). It aspires to establish
strong foundations in Southwark’s existing social organisations by providing information,
resources, advice, and support for their programmes. Amongst other services, it makes
available free online resources on accountancy and finance practices for charities
(Community Southwark, n.d.-b). One of its goals is to help charities plan and manage their
funds effectively, so as to ensure their long-term sustainability (Community Southwark,
n.d.-c).

Full-Cost Accounting at Community Southwark
To reflect the full costs of all projects, Community Southwark advises allocating overhead
costs to each project. For example, if an organisation runs three different projects, the
salaries of each staff who works on all three projects should be considered as overhead
costs for these projects. These indirect costs should be allocated proportionally across
each project.
Another way is to allocate overhead costs according to ‘cost drivers’. These ‘cost drivers’
are factors that influence how much resources are used in each project. For example,
the charity could use time spent by staff on each project as a ‘cost driver’. This helps to
estimate how the total overhead costs should be divided across its three projects. If a
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staff has spent more man-hours on the first project in proportion to the others, a larger
proportion of the total overhead costs should be allocated to that project.
The next step would be to add these distributed overhead costs to the direct cost of
the project. This would give charities an indication of the full costs of each project, thus
enabling them to also reflect the true costs to donors.

1

2

3

Identify your
project

Identify direct
project costs

Identify overheads
for your organisation

6

5

4

Calculate the
unit cost

Calculate the total
cost of each project

Allocate the overheads
to each project

More information about full cost recovery can be found at https://communitysouthwark.org/
sites/default/files/images/Full%20Cost%20Recovery.pdf.

Box Story 3: Mencap
Note: This box story is prepared by Peter Spence, Associate Director of Research & Development,
Chartered Institute of Management Accountants.

About Mencap
A study shows that 1.4 million people in the UK have a learning disability. They have
reduced intellectual ability and face difficulties going about their everyday activities
throughout their whole lives. However, with the right support, most people with a
learning disability can lead independent lives.
Mencap is the largest learning disability service provider in the UK. The Personal
Support services division is the largest programme run by Mencap, accounting for
84% of the organisations £191m turnover. It employs 7,000 staff who support 5,000
people across 600 sites. Mencap’s vision statement is: “We want as many people as
possible to benefit from the support we can offer them to live the independent lives of
their choice. We want to care more.”
Matt Hobbs [BA (Hons), ACMA, CGMA] is Finance Business Partner for the Personal
Services South region, responsible for an income of £50m across some 200 sites.
With a financial leadership background in the aerospace manufacturing industry, Matt
brought his wealth of cost management experience to Mencap. Distinguishing between
the challenges faced by manufacturing and charities, Matt states:
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“Good cost accounting is critical within charities because they do not exist to
make money, they exist to increase their reach and positively impact people’s
lives. At the same time, they cannot sustain themselves if they are not generating
enough income to cover their costs. It is a very fine balance, and this is the reason
it is important to have a good understanding of full-cost accounting principles
and to utilise your understanding to establish cost-competitive strategies.”
Starting with Full-Cost Accounting at Mencap
Mencap recently worked with Morgan Stanley after winning a place in Morgan Stanley’s
pro bono strategy challenge to develop a growth strategy. This included developing
tools to monitor internal and external data, and an approach to grow the business whilst
ensuring all costs are covered.
To apply full-cost accounting principles to project costs, there is a need for access to
accurate cost data. In recent years, Mencap has invested heavily in the implementation
of IT systems for recording and reporting of all data on existing contracts, past tenders,
and future tenders. As such, Mencap is able to identify the cost that they have incurred.
With this information, Mencap was able to budget accordingly to minimise the risk of a
shortfall. It also enabled Mencap to assess with confidence the point in which their fixed
overheads would be covered. This allows them to consider marginal pricing for certain
contracts, as they know with certainty that fixed overheads would be covered by existing
contracts.
By taking advantage of more accurate information and utilising marginal pricing, Mencap
is able to effectively target areas of growth and act more strategically.

4.4 ACEVO’s Template
The cost allocation template created by the Association of Chief Executives of Voluntary Organisations
(ACEVO) has been used by funders and charities in the UK for project costing. This section illustrates
how full-cost accounting for charities can be carried out using the template (Association of Chief
Executives of Voluntary Organisations, 2004). ACEVO also provided testimonials by charities on how
they have benefited from the full cost recovery toolkit. The testimonials provided by AVECO which
demonstrate how two charities have benefited from the full cost recovery toolkit are reproduced below.
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The Six-Step Process Template for Full Cost Recovery
The template calculates the full cost of a project or activity by using the following process:
1. Calculate the direct costs of the selected project or service;
2. Calculate the overhead costs for the organisation as a whole;
3. Allocate premises and office costs to the project, to the central functions (HR,
finance etc.), and to general fundraising;
Premises and
office costs

Director

Support
Services

Governance
& strategic
development

General
Fundraising

Direct costs

Project

Premises and office costs
Central function costs
Governance and strategic development costs
General fundraising costs

4. Allocate central function costs (now including a portion of premises and office
costs) to the project, to governance and strategic development, and to general
fundraising;
5. Allocate governance and strategic development costs (now including a portion
of premises and office costs, and central functions costs) to the project, and to
general fundraising; and
6. Allocate general fundraising costs to the project if it needs to draw on fundraised
income.

Premises and
office costs

Director

Support
Services

Governance
& strategic
development

General
Fundraising

Project
Direct costs
Premises and office costs
Central function costs
Governance and strategic development costs
General fundraising costs
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Testimonial 1: Royal National Institute for Deaf People (RNID)
RNID is the largest charity working on behalf of the nine million deaf and hard-of-hearing people in
the UK, with a vision of a world where deafness and hearing loss are not barriers to opportunity and
fulfillment. It seeks to achieve this vision by campaigning, providing services, undertaking research,
applying technology, and building partnerships to maximise impact. It has 35,000 members and a total
income of £46m, of which £33m is spent on service delivery.
RNID is a diverse organisation with major activities in areas such as employment, health, social care,
communications, information, legal casework, and equipment provision. Whether these activities
generate fee, contract, sales, or project fundraised income, RNID has sought to cost its work accurately
in order to recover full costs. By doing so, services become sustainable and capable of expansion to
meet identified needs, without the limitations imposed by subsidies from voluntary income.
In order to achieve this aim, RNID has in recent years identified the costs of supporting activities such
as HR, Finance and Information Systems, and apportioned these to the direct delivery of services. RNID
finds the ACEVO template attractive enough to change the processes and systems across the whole
organisation. RNID feels that the template’s methodology would bring even greater rigour and accuracy,
aiding the objective of recovering total costs. The template also improves the cost-effectiveness analysis
of each service. When coupled with a measure of the impact achieved, levels of performance and
efficiency are clearly demonstrated.
The third sector has long needed a professional, consistent approach to identify costs, to clearly
demonstrate how charities incur and manage central costs in relation to service delivery. Hence,
the wider benefits of the AVECO template include helping funders and purchasers to gain greater
recognition of the value and cost-effectiveness of the services that the third sector provides. With this
comes a greater acceptance of the need to recover real costs.
From such a base, negotiations over fees and funding can focus on service levels, outcomes, and
efficiency without being distorted by the voluntary sector subsiding statutory services. The template is
a step towards this brighter future.
Notes: Adapted from “Full Cost Recovery Toolkit”, by Association of Chief Executives of Voluntary Organisations, 2004.
Retrieved from https://www.wcva.org.uk/media/2017262/full-cost-recovery-a_guide_and_toolkit.pdf
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Testimonial 2: Vista
Vista (The Royal Leicestershire, Rutland and Wycliffe Society for the Blind) is the major provider of
services to blind and partially-sighted people in Leicestershire and Rutland. It is a registered charity
and company limited by guarantee, founded in 1858. Vista employs 238 staff and 560 volunteers. They
have an annual turnover of almost £5 million.
Vista has service level agreements with the Social Services Departments of Leicester City Council,
Leicestershire County Council, and Rutland County Council. Their residential homes are funded by
fees from both local authorities and self-funding placements. Vista also receives grant funding from
the Leicester Royal Infirmary (NHS Trust) Ophthalmic Department. The rest of its funding comes from
fundraising and investment income derived from the stock market and investment properties.
In the past, cost accounting was used crudely, often missing significant overhead costs. This led
to several contracted services being under-funded. Additionally, it was difficult to show the local
authorities where the problem lay because there was no coherent costing structure.
The adoption of both the AVECO template and other cost accounting models, as well as the introduction
of a fully delegated budget management system, have allowed Vista to understand their cost base and
its running costs.
Vista is under-funded, but they now have the knowledge to address their problems. Vista is more
confident that all the costs needed have been identified when they bid for projects. As they are able to
demonstrate the need for more realistic funding, it has resulted in the re-negotiation of more realistic
fees for services.
Despite some resistance, Vista is able to be totally transparent with their costings, and funders have
slowly agreed to their revised fees.
Going forward, Vista will ensure that every service, whether funded from donations or under contract
funders, must be underpinned by full cost recovery.
Notes: Adapted from “Full Cost Recovery Toolkit”, by Association of Chief Executives of Voluntary Organisations, 2004.
Retrieved from https://www.wcva.org.uk/media/2017262/full-cost-recovery-a_guide_and_toolkit.pdf
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CHAPTER
Case Study – Implementing Full Cost
Recovery in Assisi Hospice in Singapore

This local case study of Assisi Hospice demonstrates how a charity should take into account both
direct and indirect costs to enable full cost recovery. It also shows how Assisi Hospice overcame the
inertia of implementing full-cost accounting and successfully dealt with donor and funder concerns.
About the Charity
Assisi Hospice provides palliative care for patients and families that preserves their dignity and quality
of life. Patients of any race, faith, and financial position are cared for by their team of specialist doctors,
nurses, allied health and pastoral care professionals. When faced with life-limiting illnesses, the patients
receive medical care, as well as psychosocial, emotional and spiritual care. Assisi Hospice provides
care for patients across the continuum of Home Care, Inpatient and Day Care. This allows patients and
family members to journey with a clinical team they are familiar with, and to receive care in the way
that they need.
In January 2017, Assisi moved to their new six-storey purpose-built hospice. The new building has 85
Inpatient beds, a new ward for Dementia Palliative Care, a Sensory Garden, Chapel and Roof Terrace.
It has a homely ambience, and is designed to provide a lot of natural light and contact with nature. With
the many cosy quiet spaces and comfortable furnishing, Assisi Hospice hopes to provide comfort and
dignity for patients and loved ones in a life-affirming space. It has increased its capacity for Home Care
and Day Care, and today serves over 2,000 patients a year. Assisi is supported by donors, volunteers,
and corporate organisations who journey with them in their cause. Through meaningful engagements
and providence, Assisi Hospice is able to serve its community of patients and families with love and
compassion.
The case study below summarises the responses from an interview conducted by CSDA with the Board
and senior management of the Assisi Hospice. They are Mr Paul Lee, the Deputy Chairman; Ms Choo
Shiu Ling, the Chief Executive Officer; and Ms Jennifer Lum, the Head of Finance.
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Full-Cost Accounting in Assisi Hospice
1. What are Assisi Hospice’s main sources of funding?
Assisi’s main sources of funding include (i) government subventions and grants, (ii) corporate and
individual donations, and (iii) fees collected from patients. Currently, 56% of our funding is from
government subventions and grants. Patients’ fees, net of direct subsidies from the Ministry of
Health and financial assistance from Assisi, amounts to 7% of our funding.
Assisi’s philosophy of care ensures that all patients will receive care regardless of their financial
circumstances. As Assisi’s charitable services focus on direct healthcare delivery, manpower cost
amounts to 73% of our total costs.
2. What are the services provided by Assisi Hospice?
Assisi provides three main services. They are: (i) Inpatient Care, (ii) Home Care and (iii) Day Care.
Inpatient Care incurs the most cost. Patients normally stay in the hospice for an average of about
21 days. Home Care is for patients who can be cared for in their homes, while Day Care service
provides a safe and supportive environment for patients who require care during the day.
3. What are the major expenses incurred in Assisi Hospice?
The major expenses include:
i. Manpower cost (73%);
ii. Indirect cost (21%); and
iii. Direct cost (6%).
4. Where does Assisi Hospice get its funding from?
Assisi’s sources of funding come from:
i. MOH subvention and grants (56%);
ii. Donations (37%); and
iii. Patients’ fees (7%).
5. How does Assisi balance between government funds and the amount that the Hospice
needs to raise?
Like many charities, Assisi Hospice was formed to provide services that the community needs, and
which are not provided by mainstream institutions. This ensures that the needy have access to such
services.
By benchmarking critical elements such as established standards of palliative care, appropriate
service levels, staffing norms and remuneration, Assisi arrived at a reasonable expression of what
good palliative care entails and the cost of providing it.
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6. How does Assisi take into account the full cost, advertised rates, and the amount of
donation received to make sure that needy patients receive appropriate funding?
Advocacy is an important role for Assisi as we engage government funders so that they can recognise
the need and value of palliative care to the community. Part of this effort is to have transparent
discussions on the appropriate levels of funding needed. This is why full-cost accounting is so
important in supporting meaningful dialogue.
While government subvention has increased over the past few years, it is still significantly below
the real cost of providing established standards of palliative care. This is where Assisi’s mission and
philosophy of care comes into play.
Assisi prices our services at a level at which patients are able to afford and raise funds to cover
the remaining costs. Allocation of donations to patients is then based on a clear framework of
financial assessment to ensure needy patients are supported and that we are good stewards of the
donations received.
7. Why and how is full-cost accounting important in the running Assisi Hospice?
Full-cost accounting is important for Assisi as it is about ensuring sustainability. Knowing the full
cost informs us of what our cost levers are and the amount of funds to be raised, to best serve our
patients.
Full-cost accounting is especially important for charities in the Intermediate and Long-Term Care
(ILTC) sector because we receive a significant amount of government subvention. Coupled with
the large numbers of beneficiaries that charities in the ILTC sector typically serve, Assisi believes
that we should carry out full-cost accounting to be accountable to the government, donors, and
beneficiaries.
In Assisi, we have undertaken full-cost accounting for each of the three services i.e. Inpatient Care,
Home Care, and Day Care. This allows Assisi to be fully cognisant of the cost of each service and
how each service is funded as a whole. It also helps both management and the Board to make
informed decisions, such as the pricing of our services, the allocation of resources, and the rate of
growth of the three services.
Assisi moved into our new building in January 2017. The new facility is double the size of the
previous one. Our Home Care service has more than doubled and we expect all 85 inpatient beds
to be operational by the end of 2018. Assisi needs to have proper full-cost accounting to anticipate
the cost of serving a growing patient population.
The Building and Maintenance Committee has been doing projections for future costs of capital
expenditure to maintain the building and equipment. This is so that Assisi can start planning early
for capital expenditure to be incurred in the future. Sufficient reserves are accumulated to ensure
the sustainability of Assisi in the long run.
In addition, Assisi and other major hospices do not currently charge patients for home care, as
the service is fully funded by government subventions and donations. Knowing the full cost of this
growing home care service and its funding requirements helps Assisi anticipate possible constraints
we may face.
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8. When and how did Assisi adopt full-cost accounting strategies?
Assisi has practised full-cost accounting for quite some years. In 2015, the Ministry of Health
(MOH), our sector administrator, initiated the Costing Model Framework for Assisi Hospice. This
helped to fine-tune our full-cost accounting practices.
The initiative by MOH was beneficial because it ensured consistency in costing between Assisi
and other providers. It allowed us to perform meaningful benchmarking and cost comparisons with
similar service providers.
a. What is the Costing Model framework and some of the details that are included for
effective cost accounting?
The Costing Model Framework was developed by MOH to provide community hospitals
and hospice care providers greater visibility over the cost of providing services. The ABC
methodology was adopted. Manpower cost, being the largest cost component, is allocated to
each service type based on the working patterns and activities of the staff. ABC assigns every
dollar spent by the organisation to each service in the most equitable way, in order to identify
the cost to the organisation in delivering those services.
Resources
Driver

Resources
Expenditure incurred
for operations

Activity
Driver

Activities

Cost Objects

Tasks / processes
undertaken in
delivering / producing
an output

Outputs resulting from
activities

b. How does the support provided by the sector administrator affect the ILTC sector?
MOH developed an appropriate costing framework for the sector and provided the tools and
templates to enable service providers to achieve greater visibility over the cost of providing
services. The Ministry also provided training on the effective use of such tools and templates.
9. How can charities be more transparent when communicating full-cost information?
Charities should provide audited financials on their websites and in their annual reports.
Direct Costs
10. What are some examples of the direct costs of running Assisi Hospice?
For Assisi, close to 80% of our expenses are direct costs and about 90% of this is salaries. To
ensure Assisi provides services that are at the appropriate cost level, in particular salary costs, we
benchmark our costs in two ways.
Firstly, Assisi benchmarks our staff to patient ratio to local and international norms. Secondly,
Assisi ascertains if our salary cost is appropriate, given the staff to patient ratio. This was facilitated
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by data compiled by MOH as the sector administrator, from ILTC service providers which furnished
their staff salaries for each designation. As part of full-cost accounting, it is necessary for us to
know that our cost level is appropriate. We benchmarked against the aggregate data that MOH
released to the ILTC sector.
Indirect Costs
11. What are some examples of the indirect costs of running Assisi Hospice?
21% of our expenses are indirect costs. The bulk of this is attributed to functional costs such as
housekeeping, costs associated with the building and maintenance of facilities, land rental, various
purchased services, and other costs such as electricity bills and sanitation.
Concerns regarding Cost Accounting
12. What are some cost centres in Assisi Hospice? Could you illustrate the cost centres based
on the 3 main services?

Cost Centres
(specific to service)

Allocation
Basis

SERVICES

Allocation
Basis using
% of Time or
% of Revenue

Inpatient

Home Care

Direct

Direct

Inpatient

Home Care

Cost Centres
(cost sharing across services)
1. Doctors
2. Allied Health
3. Communications &
Community Engagement
4. Finance
5. HR

Day Care

Direct

Day Care

6. IT
7. Operations

13. What are the challenges of practising full-cost accounting and how did Assisi overcome
these challenges?
Time is our main challenge. A large amount of time is needed to establish the practice and the
judgement needed to make the allocation. MOH has taken the initiative to ensure consistency for
the ILTC sector and this takes away the ambiguity. To this end, Assisi is grateful for MOH’s forwardthinking guidance as the sector administrator.
14. Are there any suggestions for those who want to implement full-cost accounting?
The practice of full-cost accounting is an outcome of Assisi Hospice’s broader organisational
culture of good corporate governance, transparency, and accountability to stakeholders. These
three aspects are part of good management for any charity, and full-cost accounting is a natural
outcome of good management. It would be difficult to implement full-cost accounting in the absence
of the Board’s and the Management team’s belief in good corporate governance, transparency, and
accountability to stakeholders.
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15. How can charities overcome the inertia that others face to start implementing full-cost
accounting strategies?
Sector administrators can start by taking the lead. Besides providing a framework, they should work
with the large charities that they are responsible for. The sector administrators can then reach out
to the smaller charities once the large charities have established full-cost accounting procedures.
This would allow aggregate data about the total cost of different charities within the sector to be
generated. The sector administrators can release the data so that charities can benchmark their
own costs against industry standards.
16. How does Assisi Hospice gain donor confidence? Specifically, how has full-cost accounting
helped to gain donor confidence?
Assisi Hospice is transparent in our communication during donor and funder briefings. Because
Assisi places so much emphasis on being transparent, we have won the Charity Transparency
Award given out by the Charity Council in its inaugural year of 2016, and again in 2017 and 2018.
Donor confidence is gained when there is evidence of good corporate governance, transparency,
and accountability to stakeholders. Full-cost accounting is a tangible and important element which
reflects these aspects of management practice.

Note: All diagrams in this section were provided by Assisi Hospice.
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6

CHAPTER
Conclusion

Many charities suffer from underfunding due to lack of clarity and know-how to compute full cost.
The real challenge in achieving full cost recovery for charities is in identifying the charity’s indirect
and direct costs. Depending on the nature of the charity’s operations, actual detailed costings can be
complicated. Charities need to exercise care in computing indirect costs and apportioning them to the
right projects, as inappropriate costings can be misleading.
Beyond implementing and practicing full-cost accounting, charities need to change their donors’
and funders’ mindset so as to remain sustainable in the long run. Although costs, such as overhead
expenses, are often used as a proxy for performance, there is no empirical justification for this practice.
To prove their efficiency, some charities may choose to under-report overhead costs. This may lead to
underinvestment in organisational infrastructure, exacerbating the charity’s vulnerability to the nonprofit
starvation cycle.
There is a need for charities to achieve full cost recovery so that they do not end up in the starvation
cycle. This booklet has demonstrated the importance of full cost recovery and how charities can go
about implementing it. Hopefully, the charities in Singapore can use this book as a guide and follow the
examples provided to start their journey to full cost recovery.
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