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Disclaimer 

 The materials of this seminar / workshop / conference are intended to 

provide general information and guidance on the subject concerned.  

Examples and other materials in this seminar / workshop / conference are 

only for illustrative purposes and should not be relied upon for technical 

answers.  The Hong Kong Institute of Certified Public Accountants (The 

Institute), the speaker(s) and the firm(s) that the speaker(s) is 

representing take no responsibility for any errors or omissions in, or for 

the loss incurred by individuals or companies due to the use of, the 

materials of this seminar / workshop / conference. 

 

 No claims, action or legal proceedings in connection with this seminar / 

workshop / conference brought by any individuals or companies having 

reference to the materials on this seminar / workshop / conference will be 

entertained by the Institute, the speaker(s) and the firm(s) that the 

speaker(s) is representing. 
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Agenda 

 

 Overview of NGOs in Hong Kong 

 Financial reporting requirements of NGOs 

 Contents of audited financial statements 

 Auditor's report 

 Financial statements for fund-raising activity 

 Analysis of financial statements  

 Q&A session 
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Overview of NGOs in Hong Kong 
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 For 2015-16, 165 out of 170 non-governmental 
organizations (NGOs) under the government's 
subvention system are receiving Lump Sum Grant 
(LSG), and the subvention for these NGOs represents 
over 99% of the total recurrent subvention for 2015-
16(1). 

 

 
 

(1) Source: Social Welfare Department 

 

Overview of NGOs in Hong Kong 
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 As at October 2015, the summary of the annual 

recurrent expenditures of the agency members of 

The Hong Kong Council of Social Service (HKCSS): 

 

 

 

Overview of NGOs in Hong Kong 

Annual Recurrent Expenditures Number of Agency Members 

Over HK$50 million 75 (17%) 

HK$10 million – HK$50 million 89 (20%) 

HK$5 million – HK$10 million 42 (10%) 

HK$1.5 million – HK$5 million 101 (23%) 

Less than HK$1.5 million 133 (30%) 

440 (100%) 
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 Social service organizations provide a diversified 
portfolio of social welfare services.  Apart from various 
types of social welfare services, agencies cooperate 
with other sectors to provide 

• employees retraining programmes 

• food banks 

• urban re-development social work services 

• social enterprises 

 At present, social service organizations provide 90% 
of social service in Hong Kong, which benefit more 
than 6 million people. 

Overview of NGOs in Hong Kong 
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 There have been over 250 million beneficiaries, 

including: 

• children / youths 

• women 

• adults 

• senior citizens 

• people with disabilities or chronic illness 

• those having difficulties in employment 

• new arrivals 

• ethnic minorities 

• low-income families / Comprehensive Social Security Assistant 

Scheme (CSSA) recipients, etc.   

 The wide variety and nature of services cover all strata 

of citizens. 

Overview of NGOs in Hong Kong 
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 The LSG Manual provides a self-contained and 

necessary reference for NGOs to operate under the 

LSG Subvention System, with a view to enhancing 

accountability, efficiency and cost-effectiveness in the 

use of public funds for the provision of welfare 

services. 

Overview of NGOs in Hong Kong 



9 

 

 Definition of Small NGOs 

As recommended by the Lump Sum Grant 

Independent Review Committee, small NGOs are 

defined as NGOs with an annual LSG of less than $5 

million and an annual expenditure below $10 million(1). 

 

 

 
 

(1) Source: Social Welfare Department 

 

Overview of NGOs in Hong Kong 
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Financial reporting requirements of NGOs 
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Financial reporting requirements of NGOs 

 

 Audited Financial Statements of NGOs 

 

 Financial Statements of the specific division / 

programme / event, such as primary school, education 

programme, flag days etc 

 

 Annual Financial Report ("AFR") 
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Contents of audited financial statements 
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Contents of audited financial statements 

 

 Report of the Directors / the Executive Committee / the 

Board of Governors 

 Independent Auditors' Report 

 Audited Financial Statements: 

• Statement of comprehensive income / Income statement 

• Statement of financial position 

• Statement of changes in reserves 

• Statement of cash flows 

• Notes to financial statements 
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 Income statement 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Example of the financial statements 
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 Income statement 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Example of the financial statements 
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 Statement of financial position 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Example of the financial statements 
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 Statement of financial position 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Example of the financial statements 
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 Statement of financial position 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Example of the financial statements 
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 Statement of financial position 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Example of the financial statements 
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Example of the financial statements 
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Example of the financial statements 

 Statement of cash flows 
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Example of the financial statements 

 Statement of cash flows 
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 Statement of cash flows 
 

 

 

 

 

 

 

 

 

 

 

 

 

Example of the financial statements 
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Auditor's report 
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Auditor's report 

 

 According to Hong Kong Standard on Auditing 700 

(Clarified) "Forming an Opinion and Reporting on 

Financial Statements" ("HKSA 700 (Clarified)"), the 

objectives of the auditor are: 

• to form an opinion on the financial statements based on 

an evaluation of the conclusions drawn from the audit 

evidence obtained; and 

• to express clearly that opinion through a written report 

that also describes the basis for that opinion. 
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 The auditor shall express an unmodified opinion 

when the auditor concludes that the financial 

statements are prepared, in all material respects, in 

accordance with the applicable financial reporting 

framework. 

Auditor's report 
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Example of auditor's report 
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Example of auditor's report 
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Example of auditor's report 
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 According to Hong Kong Standard on Auditing 705 

(Clarified) "Modifications to the Opinion in the 

Independent Auditor's Report" ("HKSA 705 

(Clarified)"), the auditor shall modify the opinion in the 

auditor's report when: 

• the auditor concludes that, based on the audit evidence 

obtained, the financial statements as a whole are not free 

from material misstatement; or 

• the auditor is unable to obtain sufficient appropriate audit 

evidence to conclude that the financial statements as a 

whole are free from material misstatement. 

 

 

Auditor's report 
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 The auditor shall express a qualified opinion when: 

• the auditor, having obtained sufficient appropriate audit 

evidence, concludes that misstatements, individually or in 

the aggregate, are material, but not pervasive, to the 

financial statements; or 

• the auditor is unable to obtain sufficient appropriate audit 

evidence on which to base the opinion, but the auditor 

concludes that the possible effects on the financial 

statements of undetected misstatements, if any, could be 

material but not pervasive. 

 

 

Auditor's report – Qualified opinion 
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 The auditor shall express an adverse opinion when: 

• the auditor, having obtained sufficient appropriate audit 

evidence, concludes that misstatements, individually or in 

the aggregate, are both material and pervasive, to the 

financial statements. 

 

 

Auditor's report – Adverse opinion 
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 The auditor shall disclaim an opinion when: 

• the auditor is unable to obtain sufficient appropriate audit 

evidence on which to base the opinion, and the auditor 

concludes that the possible effects on the financial 

statements of undetected misstatements, if any, could be 

both material and pervasive. 

 

 

Auditor's report – Disclaimer of opinion 
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 Types of modified opinions: 

 

 

Auditor's report 



35 

  Example 1: 

 

Example of modified auditor's report 
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  Example 2: 

 

Example of modified auditor's report 
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Financial statements for fund-raising activity 
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Financial statements for fund-raising activity 

 

 According to "Reference Guide on Best Practices for 

Charitable Fund-raising  Activities" promulgated by 

Social Welfare Department (SWD), it is a good practice 

to make the financial statements of individual projects 

available to the public as far as practicable.  It is 

encouraged to prepare separate externally audited (or 

reviewed) financial statements within 90 days of the 

completion of the project / event.  
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 The statements shall be factual and accurate in all 

material respects, disclosing information which 

preferably includes: 

• the total revenue from the fund-raising event; 

• the total expenses of the fund-raising event; 

• the use of the net proceeds; and 

• the accounts are prepared in all material respects in 

accordance with the generally accepted accounting 

principles and standards established by HKICPA. 

 
 

 

Financial statements for fund-raising activity 
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Example of the financial statements for  
fund-raising activity 
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Example of the financial statements for  
fund-raising activity 
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Example of the financial statements for  
fund-raising activity 
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Example of the financial statements for  
fund-raising activity 
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Example of the financial statements for  
fund-raising activity 
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Example of the financial statements 
Example of the financial statements for  
fund-raising activity 
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Analysis of financial statements 
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Analysis of financial statements 

 

 Surplus / (deficit) for the year 

 Sources of Revenue 

 General Fund / Accumulated Surplus/(deficit) 

 Liquidity / Going concern review 

 Financial Stability 

 Growth and Development 

 Transparency 

 Integrity to organization's aims and objectives 
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 Surplus / (deficit) for the year 

 
• For profit organization, the larger the surplus the better. 

 

• However, there is no clear rule as to whether having 

surplus or deficit is good for a NGO. 

 

Analysis of financial statements 



49 

 

 Surplus / (deficit) for the year 

 Other considerations: 

• A balanced income statement, i.e. no surplus or no 

deficit, may indicate how well the management is 

making ends meet 

• A deficit may give the NGO a good reason for fund 

raising 

• A surplus may help the NGO to accumulate resources 

for future development of new innovative programmes 

prior to funding support from outside bodies 

 

Analysis of financial statements 
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 Surplus / (deficit) for the year 

 Other considerations: 

• Owing to the non-standardized methods of dealing with 

depreciation and various types of provisions, such as 

provisions for major repair and maintenance, the so-

called surplus or deficit may vary from year to year. 

• For example, where there is a major purchase of 

equipment in particular year and the total amount is 

taken as an expense instead of acquisition of asset, the 

surplus will be reduced (or deficit increased). 

 

 

Analysis of financial statements 
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 Sources of revenue 

  
• An important part of the Income Statement is the 

various sources of revenue.  Generally, there are three 

major sources: 

 Subvention from SWD 

 Fees and charges 

 Donations received or funds raised for general 

operations 

 

 

 

Analysis of financial statements 
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 Sources of revenue 

  
• The percentage of SWD subvention measures the 

dependency of the NGO on government. 

• This percentage measures how well the NGO can do 

more than just the main stream services and is willing to 

find resources to develop new services or any services 

not subvented by the government. 

 

 

 

 

Analysis of financial statements 
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 Sources of revenue 

  
• The percentage of fees and charges measures the 

extent to which the NGO recovers its cost of operation. 

• If this percentage is high, it means that the NGO should 

keep a close eye on the relativity of fees to operating 

expenses.  The timing of adjusting fees becomes crucial. 

 

 

 

 

Analysis of financial statements 
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 Sources of revenue 

  
• The major important point about donations to support 

general operations is their stability.  For this reason, we 

may have to look at the variation of this sources of 

revenue over a number of years, before we can 

conclude about its stability. 

• This has important implications on budgeting and fund- 

raising effort. 

Analysis of financial statements 
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 Sources of revenue 

  
• Another important source of revenue is donations for 

designated purpose.  It measures the extent to which 

the NGO is able to raise funds for specific programmes 

or projects. 

• However, it does not affect financial stability of the NGO.  

When there is no such fund, there will be no such 

related activities. 

Analysis of financial statements 



56 

 

 General fund / Accumulated surplus / (deficit) 

  
• This is equivalent to the total retained earnings for 

business. 

• A large accumulated deficit: 
 indicates that the NGO is not financially healthy (or 

solvent) 

 means that the NGO is "using" resources from other 

designated funds that are not supposed to be used for 

daily operation of the NGO 

 a sign of mismanagement 

Analysis of financial statements 
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 General fund / Accumulated surplus / (deficit) 

  
• A large accumulated surplus may not be necessarily a 

good sign.  Funds for NGO should be put into good use 

instead of saving them in the bank. 

• Hoping to accumulate sufficient surplus to generate 

interest for operation is not quite realistic.  Normally, the 

rate of return on investment for NGO is no more than 1 

to 2 percent above inflation. 

Analysis of financial statements 
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 General fund / Accumulated surplus / (deficit) 

  
• With a large accumulated surplus, the NGO is capable 

to do something more. 

• The difficulty is to determine how much accumulated 

surplus is too much. 

Analysis of financial statements 
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 Liquidity / Going concern review 
  

• Surplus / (deficit) for the year 

• General fund / accumulated surplus / (deficit) 

• Current ratio 
 = current assets / current liabilities 

 a market profitability ratio that measures whether or not 

an entity has enough resources to pay its debts over the 

next 12 months 

 acceptable current ratio varies from industry to industry 

and is generally between 1.5 and 2 for healthy business 

 

 

 

Analysis of financial statements 
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 Liquidity / Going concern review 
  

• Quick ratio / Acid-test ratio 

 = (current assets - inventories) / current liabilities  

 measures an entity's ability to meet its short-term 

obligations with it most liquid assets 

• Cash and cash equivalents 

 normally, an amount of cash equivalent to 1 to 2 months 

of turnover is adequate for a NGO 

 compare [(total cash – total expense/12) x inflation rate] 

with total interest income 

Analysis of financial statements 
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 Financial stability 

  
• Whether it is reasonably stable for the organization to 

function with undue anxiety amongst the staff so that 

staff can concentrate on their professional duties 

Analysis of financial statements 
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 Growth and development 

  
• Monitor some rates of change (such as rate of change 

in total expenditure, rate of change in subvented 

activities, etc) to see if they are consistent with 

management decision regarding the NGO's 

development 

• Whether it is a growing or stagnant concern 

• Whether the organization is managing its assets 

appropriately 

 

Analysis of financial statements 
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 Transparency 

  
• Whether its accounts are clear and open to reflect the 

organization's real financial status 

 

Analysis of financial statements 
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 Integrity to organization's aims and objectives 

  
• Whether the organization is using its resources to 

achieve organization's aims and objectives 

 

Analysis of financial statements 
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Q&A 
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Thank you 


