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Lump Sum Grant Circular No. 7/2003 
 

Effective Financial Management and Accurate Financial Reporting 
under Lump Sum Grant 

 
Purpose 
 
 The purpose of this circular is to advise on effective financial 
management and accurate financial reporting for NGOs operating under Lump 
Sum Grant. 
 
 
Background 
 
2. The LSG subvention system has been implemented for over two years 
since introduction in January 2001.  Those NGOs operating under LSG need to 
prepare the Annual Financial Reports (AFRs) for Funding and Service Agreement 
(FSA) activities and support services.  The Department has completed an analysis 
of the Reserve Fund accounts in the 2000-01 AFRs of 95 NGOs joining LSG on 
1 January 2001, and in the 2001-02 AFRs of 128 NGOs operating under LSG from 
1 April 2001.  It was observed that most of the NGOs have generated LSG 
reserve but some are having deficit.  After clarification with those NGOs having 
deficit account through our Liaison Officers, we find that the reasons of deficit of 
LSG are mainly due to mis-reporting arising from misinterpretation of the 
requirements for financial reporting as stipulated in the LSG Manual Edition 2. 
 
 
Analysis of the AFRs in 2000-01 and 2001-02 
 
3. The AFRs for 2000-01 from 95 NGOs revealed that 78 NGOs reported 
surplus, 16 NGOs reported deficit and one NGO reported a breakeven position.  
Whereas based on the AFRs for 2001-02 from 128 NGOs operating under LSG, 
there are 100 NGOs reported surplus and 28 NGOs reported deficit. 
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NGOs with Surplus 
 
4. On a cumulative basis, i.e. after rolling over the account from 2000-01 
to 2001-02, 102 NGOs have accumulated surplus totaling $604 million.  At this 
level, the cumulated surplus represents about 11.3% of the relevant NGOs’ total 
operating expenditure.  Efforts of NGOs in taking steps to exercise economy and 
to build up savings in the LSG Reserve to strengthen their financial position as a 
preparation for cessation of TOG in 2006-07 are fully recognised. 
 
NGOs with Deficit 
 
5. At the same time, 26 NGOs reported deficit, with the total amount at 
$25.3 million.  One NGO reported to have an accumulated deficit exceeding 
$16.9 million while total deficits reported by the other 25 NGOs amounted to 
around $8.4 million. 
 
6. It should be noted that in designing the LSG arrangements, safeguards 
are in place to ensure that NGOs switching to LSG would not only have sufficient 
resources for their operation in the initial years, thus allowing more time for 
re-engineering, but also have the ability to build up a reserve to meet future needs, 
especially after the discontinuation of the TOG after 2005-06. In other words, a 
deficit portion should not have occurred by design.  The Department has 
therefore examined in detail the reporting of those NGOs showing deficit accounts 
in their AFRs, seeking clarification from the NGOs as required. 
 
7. According to detailed analysis of the AFRs and supplementary 
information provided by NGOs reporting a deficit account, the Department finds 
that deficits in the AFRs are mainly due to mis-reporting and inappropriate 
charging to LSG of expenditures that is beyond the scope of the Department’s 
subvention.  Examples are given below - 
 

 central administration expenses have not been fairly apportioned 
between FSA and non-FSA activities and consequently the 
Government’s subvention account has been unduly overcharged; 

 
 despite the fact that Social Centre for the Elderly/Multi-service 

Centre for the Elderly and Social & Recreational Centre for the 
Disabled are subvented at 80% / 85% support whilst the balance 
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should be funded by other sources of funding as it has been the case 
under conventional subvention mode, the NGO concerned has 
charged all expenditure to AFRs without apportioning it according 
to the subvention level; 

 
 expenditure of repairs and maintenance has been unduly charged to 

the AFRs while it should properly be covered by grants from the 
Lotteries Fund or the NGOs’ own private funds; 

 
 unsubvented capital expenditure such as leasehold improvement has 

been charged to AFRs whereas this should be covered by grants 
from the Lotteries Fund or the NGOs’ own private funds; and 

 
 in a very small number of cases, higher PE costs have been charged 

to AFRs due to employment of more staff or paying staff in excess 
of the funding level provided in the LSG and expensive programme 
expenses have been repeated and charged in the FSAs without 
assessing whether they could be adequately supported by 
subventions or should be financed by and charged to other sources 
of funding. 

 
 
Provident Fund Accounts 
 
8. The Department has also conducted analysis over the provident fund 
(PF) accounts of those NGOs on LSG.  Cumulatively speaking, as at end 2001-02, 
there are 103 NGOs having accumulated PF surplus, with actual amount ranging 
from $2 to $6,430,128.  At the same time, 24 NGOs reported a deficit ranging 
from $3,337 to $552,591. 
 
9. As PF reserve would not be capped by the 25% rule as the case for LSG 
reserve, it should be spent on staff for the intended purpose.  While PF for 
Existing Staff is paid actual by the Department, NGO management should in time 
to come consider measures to optimally use the PF surplus from the 6.8% posts on 
staff who are not protected under the snapshot arrangement. 
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10. Clarifications with NGOs concerned confirm that the reasons for the PF 
deficits are similar to those accounting for the LSG deficit relating to the PE 
portion.  In other words, if an NGO has over-charged the LSG for central 
administration staff, which should have been met through its own funds, the PF 
account would have been likewise overcharged resulting in a shortfall.  Therefore, 
any misreporting or overcharging to subventions should be rectified in similar 
manner with the LSG deficit accounts. 
 
 
Measures for Effective Financial Management 
 
11. To facilitate and assist NGOs in more effective financial management 
and accurate financial reporting under LSG, NGOs may wish to review their AFRs 
for 2000-01, 2001-02 and 2002-03 for the following purposes - 
 

 to ascertain whether there is any undue charging of expenditure in 
the AFRs for 2000-01, 2001-02 and 2002-03; and 

 
 where there are irregularities in charging, to rectify these by making 

appropriate adjustments to increase the opening balances of the LSG 
Reserve and PF Reserve in subsequent years by transferring the 
same amounts involved to the General Fund and/or other 
appropriate reserves kept outside the scope of subventions. 

 
12. All NGOs receiving public funds to deliver welfare services should 
exercise prudence in financial management.  NGOs are thus requested to bear in 
mind the above principles and ensure that their finances and accounts are always 
properly managed.  If any NGO refuses to make the needed rectification to the 
LSG and PF reserves, the Department reserves the right to suspend Tide-over 
Grants and/or trigger other necessary sanctions. 
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Enquiries 
 
13. If NGOs have further enquiry on the circular, please contact the 
responsible Liaison Officer of the Agency.  If they are in need of further 
clarification and discussion over the accounting issues, they are invited to contact 
the following officers of the Department’s Finance Branch - 

 
Agency code 

 
Responsible Officer Telephone No.

001 to 360 Mr. Alan CHAN, SAO(SF) 2892 5336 
361 to 999 Miss LAU Ka-wai, TA(SF) 2892 5338 
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