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T
here you are, working as an organisation in support of

some incredibly important cause. Money is there ready to

be allocated to do just that – possibly after some immense

effort of lobbying, fundraising and marketing. Phew.

In an ideal world you’d be home free, but alas welcome to the

real world: the one where you really only have that money minus

the amount it cost to get it and for you to operate. And now (see

box) you can’t basically continue unless you can show the

regulator how you plan to spend on both sorts of activity.

“People love to give money to good causes,” says John Tate,

IT advisor to the Charity Finance Director’s Group. “They’re not

as keen to give you cash to pay for your accounting system or

your IT support contract. But core costs have to be covered or

you cannot function.”

If your organisation isn’t geared up for full-cost

recovery, the bad news for the sector is that

you may not be alone, thinks Richard Pierce, managing director

of accounting software specialist PS Financials, which numbers

Save the Children and International HIV/AIDS Alliance among its

charity clients.

“I’m worried that full-cost recovery is going to be a real problem,”

he says. “Charity accounting systems already have to be

sophisticated to deal with special needs like partial VAT recovery

and restricted and unrestricted funds accounting, but if the system

you’re using isn’t set up for SORP [Statement of Recommended

Practice] 2005, then how can you ensure you’re covered?”

“Thousands of charities out there just haven’t thought through

this,” adds Peter Stone, a freelance business consultant and

expert in the full cost recovery issue working for Futurebuilders.

One charity that says it has licked the full cost recovery issue

is Ireland’s largest overseas development and aid

organisation Concern, which though it operates

full cost recovery software

To take advantage of full cost recovery, charities must demonstrate that they actually know what that
full cost is. Gary Flood discovers that many charities are going to have a hard time of it, as cost-cutting
itself often results in outdated accountancy software that just isn’t up to scratch, and will ultimately
end up costing the organisation more  

Measuring the cost
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size-based pricing  

P
ostage is a significant cost for

many fundraising departments

within charities. Direct mail is still

the dominant medium for recruiting new

supporters and communicating with

existing donors, and a typical medium-

sized charity could easily have a postage

spend of over £180 thousand if, for

example, they mailed 40 thousand donors

four times a year, and produced two cold

recruitment mailings of 500 thousand.

Until now, it has been fairly simple to

budget for these costs: as long as the

mailpack was under 60g, the postage

would be between 15p and 16p

depending on the volume mailed.

This is now going to change. From 6

April next year, it is almost certain that

mail will be priced on size and format as

well as weight – termed ‘size-based

pricing’ or sometimes ‘pricing in

proportion’. The general effect of this is to

raise prices for relatively light but large or

unusually shaped postal items, and lower

prices for relatively heavy postal items.

The argument is that Royal Mail’s

historical approach (based on weight)

does not reflect its cost structure, as

different mail formats incur significantly

different handling costs. For example,

items that cannot be machine sorted, take

up more space in mailbags and vans, or

cannot be delivered through letterboxes,

incur more costs than those items that

can. Cost breaks occur when mail items

cannot be handled by standard

equipment, not when mail increases 

by a few grammes.

The changes are also intended to

ensure there is sustainable and effective

competition to Royal Mail as the postal

market becomes fully open from 1st

January 2006. If the pricing structure was

left unchanged, competitors would be

encouraged to attack the artificially high

profit margins for heavier weight items, but

would avoid competing for large but lighter

items where current Royal Mail prices are

significantly lower than their costs.

The first step is to review the overall

impact of size based pricing on your

mailing programmes over the year: either

Royal Mail or your production house

should be able to help with this. For many

charities who stick to C5 sizes or smaller,

there may well be no change.

But charities that send out lightweight

C4 packs will suffer. A large number of

welcome packs and supporter newsletter

mailings tend to use this format. An eight-

page A4 newsletter, plus a letter, sent out

in polywrap or a C4 outer will weigh well

below 60g. Mailing 60,000 of these packs

after April 2006 will cost an extra £2,000

in postage at each mailing. One common

solution is to keep the A4 format of the

newsletter, but to ‘endorse’ it, folding it in

half down to an A5 size.

Packs with enclosures, such as pens,

will also fall foul of the new pricing system

– even if the pack is only C5, including a

pen will breach the thickness limit for a

‘letter’, putting the pack into the higher

priced ‘large letter’ category.

Creative agencies are rightly concerned

that the new pricing structure will restrict

creativity and lead to greater

standardisation of formats, with the C5

size becoming even more ubiquitous.

Recipients may become less inclined to

open direct mail if it always arrives in the

same shape and size. But the format of a

pack is not the critical variable when it

comes to creating an effective mailing,

and should never be an excuse for poor

creativity. Agencies will have to make

smaller envelopes and packs work harder.

Small sizes can provide great impact and

there are many ways to stand out from

the crowd, such as windows in unusual

positions and sizes (or even multiple

windows), unusual materials, printing in

special or metallic inks as well as greater

use of full colour.

Campaigns could also take advantage

of the additional weight limits, and the fact

that packs will no longer have to be of a

uniform thickness. As heavier packs will

now be significantly cheaper – especially

those no larger than C5 – enclosing

additional items and samples, or

mounting tip-ons to the outside of

envelopes, may become viable options.

Charities should also insist that their

creative agency, when presenting

concepts for a new pack, also presents

postage costs as well as a budget

production cost.

Life is going to get much more

complicated for fundraisers using direct

mail. As well as moving to size-based

pricing, the introduction of full competition

in the postal market means that there will

no longer be a single universal tariff. After

deregulation, new criteria such as the

geographical spread, volume and timing

of a mailing will also affect its cost. The

mail market will become a media market

as complex as TV or press, as Royal Mail

and its new competitors offer up an

increasingly bewildering array of options,

incentives and discount schemes.

Peter Frings is managing director of

Target Direct Print

Sizing up the change
The expected introduction of size-based pricing next year could have
a significant impact on direct marketing campaign budgets. Peter
Frings explains what to expect from the new structure, and what can
be done to avoid getting stung

Proposed size categories Size limits Max thickness 2 weight bands

Letters 240 x 165mm 5mm 0 - 100 g

Large letters  (flats) 353 x 250mm 25mm 0 - 100g, 101 - 250g,

251 - 500g, 501 - 750g

A3 Packets 420 x 297mm 25mm 0 - 100g, 101 - 250g, 251 - 750g

Packets 610 x 460mm 460mm 0 - 100g, 101 - 250g, 251 - 500g

501 - 750g, 751 - 1000g
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O
n 1st July this year, the

government introduced legislation

which brought into being a new

form of company called a Community

Interest Company (CIC). CICs have been

introduced principally for those wishing 

to establish social enterprises, but as 

a corporate form they may be equally 

well suited for use by charities as a

trading subsidiary.

CICs can be private companies (limited

either by guarantee or by shares) or public

limited companies. Whatever form they

take, the key feature is that the assets of

the CIC cannot be disposed of other than

for full value or to another similarly asset-

locked body (such as a charity), and that

on winding up the residual assets have to

be passed to another CIC or other suitable

organisation – again, this can be a charity.

This is known as the “asset-lock” which

must form part of the company’s

constitution for it to be incorporated as a

CIC. In the past, companies have been

able to include this in their constitutions,

but there was no obligation to include it or

to keep it included.

CICs are regulated by the CIC Regulator

who is independent from the Registrar of

Companies and the Charity Commission.

When registering a CIC, one of the most

fundamental criteria that an applicant

must satisfy to the CIC Regulator is that

its purposes will be beneficial to the

community. For a charity starting a CIC,

the charitable aims of that charity will, in

the majority of cases, satisfy the

community interest test. The CIC must

then file a publicly available annual

community interest report which will set

out how the company has benefited the

community throughout the year. The CIC

regulator will also set the limit on

dividends which can be paid to investors

by a CIC limited by shares.

Apart from primary purpose trading

and small levels of non-primary purpose

trading, charities which want to trade

substantially are generally not allowed to

do so.* Traditionally, trading activities

have been “hived-of” into special purpose

subsidiary trading companies and a CIC

would certainly be a viable corporate

form to do this.

Because of the asset-lock and because

the CIC can issue shares, less traditional

forms of external funding may be

available. Currently, there are some forms

of financing and investment which have

not been available to charities or their

trading subsidiaries.

Now, however, some venture capital

investors and some regional investment

and loan funds, which are able to give

their investors Community Investment Tax

Relief, may now become interested in

investing in CICs run by charities.

A further source of funding may be in

the form of Lottery grants under the

National Lottery Act 1993, which are

available to charities and other

philanthropic or benevolent organisations.

Although National Lottery funding is

available to charities, it isn’t necessarily

available to subsidiaries of charities. The

extra CIC regulation is likely to provide

further comfort to investors, or grant or

fund administrators, when choosing where

investments and grants should be given,

and external investors can get a return on

their capital by way of dividends (subject

to the cap set by the CIC regulator).

Further still, it is possible that certain

forms of regional and local authority

grants could be available to the CIC which

wouldn’t have been available to traditional

forms of company, even though they were

set up as subsidiaries of charities.

In terms of regulation, the underlying

charity will continue to answer to the

Charity Commission. In addition, though,

as well as complying with normal company

law, the CIC will have to comply with the

regime put into place by the CIC Regulator.

This will clearly add an extra layer of

bureaucracy (such as submitting the

annual community interest report and

complying with other requirements laid

down by the CIC Regulator) that would not

be there if the charity were to incorporate

a standard company, but this may be an

acceptable price to pay for having access

to additional sources of funding.

In the short term, it is possible that

charities may not see setting up a CIC as

that attractive because of the extra layer

of bureaucracy and third party investors

may still not want to invest in a charity’s

subsidiary even if it is a CIC. However, in

time this may change and it is possible

that a CIC will become an increasingly

normal corporate form for a charity to use

and in which a wider group of individuals,

groups and organisations can feel

comfortable investing.

Yasmin Waljee is pro bono 

manager at the law firm Lovells

*Charities that want to trade must follow

the Charity Commission’s guidance on

“Charities and Trading” – CC35 available

on the Charity Commission’s website –

www.charitycommission.gov.uk 

community interest companies

New company,
new potential
For established charities, the introduction of Community Interest
Companies may not mean much at first glance. A second glance may
be in order, as owning a CIC as a charity trading arm could provide a
rather lucrative source of new funding. Yasmin Waljee explains
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full cost recovery software

mainly out of Eire also has a UK

operation that is subject to SORP

regulation, according to its finance

director Jim Hynes.

“Because of the way we operate we

have a lot of shared costs, and I’d argue

we’ve always done full cost recovery level

accounting,” he says. “But what we have

done explicitly is work to extend our

[Microsoft] Great Plains system so that

we have extra fields that managers can

use to build it in to every stage of the

accounting process.”

The charity is working with IT 

services group Touchstone Tate-Bramald

to implement the changes, he adds.

“What I would say is that the best way

forward seems to be to work everything

out as clearly as possible, allocate your

bases and your accounting pools,

standardise, and keep everything as

simple as possible.”

But even if full cost recovery proves to

be a tractable problem – as it surely will

be – the fact that so many not-for-profits

seem to have their heads in the sand

troubles accounting and IT system

experts. It suggests, it seems, an ongoing

blind spot vis-à-vis making IT work for the

organisation and providing more value

than just paying for its purchase.

“Part of the problem is that charities

always feel they have to do everything on

the cheap – I call it the ‘hairshirt

syndrome’, where managers feel they

must suffer and never take easy 

ways out,” says PS Financials’ Pierce.

“Trying to pare down costs by not

investing in a good enough accounting

system just creates more work, problems

and inefficiencies, though. The reality is

that if you don’t do full cost recovery you

won’t exist – you have to cover your costs

to stay in business.”

And now may not be the time to be

cheap about good accounting software.

“This is a lean, mean time for many

charities, and the pressure’s on,” warns

Tate. “They need to account for every

penny at the same time as they up the

quality of their management policies 

and processes.

“The question is how many have got

the kind of effective accounting system in

place they need both to deal with full cost

recovery, but also supply the high-level

management information they need. I

worry that too many charities rely on

cheap, cheerful and inadequate

accounting systems that are either 

pre-Internet or don’t have a flexible

enough coding structure to cope.”

“Though many charities do really

impressive things with their IT, at least

comparable with the efforts of 

analogous commercial sector

organisations, IT isn’t appreciated enough

at the most senior management level,”

argues Iain Pritchard, a Partner at Sayer

Vincent, a consulting and audit group

dedicated to the third sector. “The head of

IT isn’t on the board in many cases and

reports to the head of finance or

resources, so the real cost and value

structure of IT doesn’t get enough

visibility. So not enough investment is put

in to get the modern, first-class

accounting systems that can be easily 

re-tooled to take account of changes in

reporting that do come along. I think

charities really need to get to grips with

this or things like full cost recovery will

continue to come up and surprise them.”

The best friend your charity’s cause

may have, it seems, is the right software

to make delivery of that service an

achievable – and fully costable – reality.

What are the issues around full cost recovery? 
Full cost recovery means ensuring any project, product or service returns not just

its direct cost, e.g. staff costs to mount it, but the indirect costs, say the cost of

premises to house that staff. It is seen as the best way to ensure all the costs

involved in operating a charity finally get fully recognised. The idea is that the

government will try and get charities the full benefit of funding by accounting for

this, but the onus is on charities to be able to demonstrate they know real costs.

A very useful resource is the website of Acevo, which has a template available

on CD-ROM that a charity can use to understand the true (i.e. direct and indirect)

costs of its work – see under the publications section off its main website,

www.acevo.org.uk.


