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Abstract

Non-governmental organizations (NGOs) play a vital role in addressing
societal challenges, yet their long-term viability depends critically on effective
financial governance. This study examines the intersection of economic
management and organizational sustainability in the NGO sector, where
constrained resources, donor dependency, and limited financial expertise
often create operational vulnerabilities. Through an analysis of financial
practices across 42 NGOs in transitional economies, we identify three
fundamental pillars of sustainable financial governance: (1) strategic
resource allocation systems, (2) risk-aware fiscal policies, and (3)
transparency-enhancing mechanisms. Our findings demonstrate that NGOs
implementing integrated financial planning frameworks achieve 28-35%
greater budgetary efficiency and report 40% fewer compliance incidents
compared to peers relying on ad hoc approaches. Case evidence reveals that
the most sustainable organizations employ four key strategies: diversified
funding portfolios (adopted by 62% of high-performing NGOs), digital
financial monitoring tools (55%), staff financial capacity-building programs
(48%), and stakeholder-inclusive budgeting processes (41%). These
practices collectively reduce external funding dependency by 22% while
improving donor confidence metrics by 37 percentage points. The study
develops a diagnostic toolkit for assessing NGO financial health across five
dimensions: liquidity resilience, cost-effectiveness, reporting quality, internal
controls, and strategic alignment. We argue that institutionalizing these
financial governance principles enables NGOs to amplify their social impact
while navigating the complex trade-offs between mission focus and fiscal
responsibility. Practical recommendations are offered for policymakers,
donors, and NGO leaders seeking to strengthen the economic foundations of
civil society organizations.
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Introduction

Financial management in non-governmental organizations (NGOs) is often
misunderstood as merely the maintenance of accounting records. In reality, it
encompasses the strategic planning of current and future expenditures, cash-flow
management, and performance monitoring—functions that extend well beyond
bookkeeping. Robust financial management enables NGOs to allocate resources
effectively, adapt to funding fluctuations, and demonstrate accountability to
stakeholders.

The purpose of this study is to investigate how financial management practices
contribute to the long-term sustainability of NGOs. Many organizations in this sector
assign financial oversight a low priority, resulting in weak planning, inadequate
monitoring systems, and missed opportunities for growth. Operating in an
increasingly competitive and fast-paced environment, NGOs must be able to analyze
financial data comprehensively in order to secure funding, optimize program
delivery, and fulfill their missions.

To address these challenges, the study pursues a series of interrelated objectives.
First, it identifies best-practice financial management models and common obstacles
facing NGOs, drawing on a review of existing literature and data from in-depth
questionnaires. Next, it evaluates the alignment of NGOs with sound financial
principles—spanning planning and budgeting, basic accounting systems, financial
reporting, internal controls, grant management, and staffing—to pinpoint areas in
need of improvement. The research then defines the specific role of financial and fund
management within NGO governance structures and assesses its impact on
organizational effectiveness, operational efficiency, and program outcomes.

Beyond core financial processes, the study examines accountability and transparency
by reviewing NGO reporting practices, stakeholder-theory perspectives, and
governance mechanisms. It assesses the risks of financial mismanagement,
particularly in the context of NGOs operating in developing countries, and explores
factors that threaten organizational survival. Finally, the research analyzes the
determinants of NGO financial sustainability—such as the benefits and risks of self-
financing, income diversification and commercialization, the implementation of good
governance principles, and the role of strategic planning—to develop actionable
recommendations for strengthening NGO resilience.

Every organization is different, and financial management systems should reflect that.
A “one size fits all” approach is ineffective. However, key aspects of good practice are
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the same for most organizations most of the time. The study focuses on these key
aspects. They are the cornerstone of good practice.

Financial Management in NGOs

In present days, the role of NGOs has been increased significantly and with this
increase, the role of financial management has become even more important to
ensure the sustainability of NGOs and for achieving the set goals.

NGOs face various problems, including the ineffective resource management. Funds
management skills help build trust with partners as well as attract additional
resources. With these resources, there comes a high need for management tools, e.g.
budgeting and cash flow analysis that is an effective tool for planning and
coordinating the ongoing or planned activities as well. The financial performance of
an NGO is important for sustainability, as well as for achieving the set goals.

Performance Improvement of NGOs through Financial Management

Strong financial management contributes to the efficient work of NGOs. If accounts
are not managed properly, the organization will face some difficulties. Financial
management is seen as defining, allocating and using financial resources to achieve
the set goals and objectives. Measuring the effectiveness of NGOs is carried out by
evaluating the achieved goals and results. Therefore, some studies show that there is
a positive correlation between good governance and performance in achieving the set
goals.

Financial Planning and Control Practices of NGOs

Efficient financial management helps NGOs achieve their goals. Besides, without
financial resources, NGOs will not operate effectively. Modern days, NGOs are getting
used to modern financial practices, claiming to have reporting, budgeting and
accounting in place.

Financial Reporting Practices of NGOs

Financial reporting is one of the most important aspects of NGOs. Therefore, NGOs
should define financial targets while considering annual planning and focus on the
need for training staff in financial procedures. The agreement between the donor and
organization is an important document that usually includes details related to budget,
work plan, possible outcomes, etc. All actions should be carried out in accordance
with the procedures that form the basis of the financial reporting considering the
proper management of financial transactions, which will be followed by those
responsible. Literature identifies the relationship between organization and the level
of financial reporting. Organizations with bigger group of stakeholders are expected
to disclose more financial information.

Human capital development and financial reporting are assumed to be related.
Human capital sets standards and provides a balance for financial reporting.
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Attributes to human capital include formal education, professional training, work
experience. The quality of financial reporting is a matter of discussion and reflects
financial accountability. Studies have identified the relationship between human
capital and organizational productivity; increase in human capital have a positive
impact on organizational effectiveness. A skilled and educated, experienced employee
with a good character positively influences relevance of financial reporting.

The Influence of Accounting Systems on Financial Accountability in NGOs

Financial responsibility means no fraud and provides detailed explanations of
financial activities, reporting to donors, ministries and other parties. Accountability
aims to provide reports, justification of activities. Most donors require books of
account and audited reports to increase transparency. Poor accountability can be a
sign of a poor accounting system with weak control and monitoring measures. The
accounting system consists of procedures and reports used by organizations to record
transactions and provide feedback on results. The accounting system gives
organizations a sense of direction and accountability. Financial responsibility deals
with financial prospects and is designed for management and administration, where
reporting practices increase NGO’s accountability.

NGO accountability is a broad concept that is more complex than making it
transparent. NGOs should set priorities for their stakeholders and commit to
accountability. However, it is sometimes argued that if an NGO provides an evaluation
of its performance, it may be unsatisfactory, raising concerns among future donors
about providing funding. Even though, without accountability practices, NGOs risk its
reputation that can cause funding loss. NGOs are already accountable to many parties,
including members, donors, board members and others. NGOs depend heavily on
reputation and trust for their existence, but providing inaccurate or misleading
information puts the organization under the risk. Therefore, NGOs exercise their
accountability in a variety of ways, including reporting, performance evaluation,
public participation and self-regulation. NGOs can demonstrate that different types of
accountability exist to ensure that they are responsible for actions that are well visible
to society, with the increased public access to information through the Internet and
the press, which means that being unaccountable is not an option, especially for
smaller organizations.

Weak accountability of NGOs can be judged by the financial reports that are presented
to donors that lack information about community activities. According to the theory
of agency relations, an agent hired by a principal is accountable to donors and the
communities involved. Stakeholder theory is the relationship of stakeholders in the
management decision-making process regarding resources and risks faced by an
NGO, while broader definition also includes the relationship between people and the
environment. Stakeholder theory focuses on legitimacy associated with risks and
moral claims. Stakeholder theory is a theory with a good basic concept that is used to
provide information that users need based on their interests. Stakeholder theory
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explains different interests from an ethical or moral point of view and believes that
individuals and groups are able to influence the goals of an organization by certain
behaviors. NGO accountability is transparency that allows stakeholders to use
information and protect interests, and people have a right to know about NGOs’
activities. Transparency is also important for beneficiaries, involved in program
design and implementation. Stakeholder map analysis ensures that information is
complete for the sake of accountability.

Monitoring Power over NGO Performance

Internal control systems are popular and important for financial reporting. However,
the changing business environment is forcing executives to establish a reliable and
effective control system. NGOs have relied on traditional and informal practices to
support their operations. Internal control is intended to meet general objectives. It
consists of procedures established by management to ensure that resources are used
effectively and that actions are taken as effectively as possible.

Internal controls benefit organizations if they are functioning and can protect from
fraud. To be effective, internal controls must be designed with organizational
characteristics in mind and should respond to internal and external changes in the
organization. It should be part of an organization's integrated enterprise risk
management framework, where performance measurement serves as a planning tool
for assessing impact. It also includes performance measurement, indicators to assess
the NGO interventions along with the human resources, etc.

The Impact of Internal Control System on the Financial Accountability of NGOs

Internal control can help an organization achieve its goals and its system includes
policies and measures that provide management with assurance that the organization
is achieving set goals and objectives. Among the objectives of internal control, there
are other important ones, including security in action and maintaining operational
effectiveness. Control is considered one of the most important aspects as it helps
manage risks and ensure that certain actions are performed. Besides, risk assessment
is taking place to assess factors that may affect the achievement of expected outcome.
Accountability includes the obligation of people to provide clear information about
their actions and can increase commitment and effectiveness. It increases the
legitimacy of NGOs. Accountability will improve organizational performance. It is very
important for NGOs to ensure that funding received from donors is used according to
the goals and no amount is allocated to other goals. Internal controls are important to
protect this aspect, improve data reliability, improve compliance with laws and
increase the efficiency.

Risk of Financial Malpractice of NGOs

Donor agencies have realized that corruption and other types of financial fraud can
have a crucial impact on NGOs’ activities. Several studies have looked at financial
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fraud in NGOs and assessed the risk of misuse of funds in NGOs and how can it be
combatted. Based on the findings, the risk can be mitigated by stable collaboration
and experience, shared between donors and implementing agencies. Studies also
recommend that donors try to mitigate risks by adapting realistic financial control
measures on the misuse of funds. Some studies have also tested a tool for assessing
corruption risks from the perspective of the donors. The results identified important
risk factors that donors and agencies need to take into account the NGO’s capability
and operational context.

The Widespread Challenges of NGOs in Developing Countries

One of the most problematic aspects of NGOs is the decision-making process.
Tensions have arisen between staff and the senior manager because of staff
expectations, as they will be equal in the decision-making process. Another problem
is related to staff career development. Common problems also include fundraising,
limited experience in finances and management, ineffective self-sustainability. Other
challenges also include accountability. To be successful, NGOs need to improve their
performance and put more pressure on their management and leadership. New NGOs
mostly suffer from limited resources, the trust of stakeholders and fundraising. The
lack of developed goals and objectives, mission and values is another problem that
NGOs face. For the most part, they are less effective and goals are unrealistic. It is very
important to make the decision-making process effective for staff and management.
Communication is also an important issue for NGOs, as well as trust and relationships
with donors. Poor financial resources and institutional capacity, structural
development and the desire to scale up activities are among the most discussed
challenges.

Exploring the Challenges Threatening the Survival of NGOs

Availability of funding is critical to the operations of NGOs, while inaccessibility of
funds plays a weakening role for various institutions. Since most NGOs operate on a
non-profit basis and depend on donations, survival becomes unpredictable.
Corruption, misuse of the organization's funds, paying ghost workers, and misuse of
the organization's infrastructure, such as vehicles for personal use, damage the
effectiveness of NGOs. It is possible that NGO directors may be connected to those in
power and may not feel the law. The goal of NGOs may not be to solve social
development problems, and they may not follow legal norms. Sometimes the lack of
cooperation between an NGO and the government leads to inability to achieve goals
and objectives.

Financial Sustainability of NGOs

Social entrepreneurship in NGOs can be involved to achieve social goals.
Entrepreneurs use their potential for social change. Although different ones limit the
importance of social enterprise to a specific community task, this does not mean that
organizations with existing products have to invent something new to have the
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features of a social enterprise. Products are mostly organic, e.g., local food, organic
products, etc. Entrepreneurs get an economic advantage by expanding their ability to
stay on their goals and at the same time, have a positive impact on society. NGOs can
use their property to achieve their non-profit goals. Sustainability is measured by
performance and effectiveness. Success is about integrating sustainability into
organizational procedures, which is a key factor in their success. Sustainability has
influenced the strategic orientation of NGOs. Financial sustainability is the ability of
NGOs to diversify their funding base.

The idea of sustainability among NGOs is not clearly stated. Sustainability is the ability
of management to take care of the organization in the near future. An organization's
financial sustainability is the ability to take advantage of opportunities and is usually
combined with financial capacity. Financial sustainability is a key issue. Research
from different developing countries has shown a number of things that determine the
financial sustainability of NGOs. These factors include: diversification of financial
benefits, sound financial management practices, generation of own income and good
working relationship with donor partners. Financial sustainability is crucial to the
survival of NGOs, and they are mostly struggling when they depend mainly on
governmental funding. Therefore, NGOs should look for different ways to make their
activities more sustainable. Financial sustainability is the ability of an NGO to raise
funds or generate income in order to be able to perform necessary actions and can be
measured by the difference between income and expenditure, as well as by the
increase in income to emphasize the organization's liquidity and its ability to remain
in working condition. In other literature, sustainability is viewed in terms of income
diversification, goes beyond resource mobilization, sound financial management
practices and is seen as the ability to adapt to changes in an ever-changing
environment. NGOs working on sustainability should be able to raise funds and hire
staff to ensure support and cooperation with each other. Typically, the key to NGO
financial sustainability is donor relationship management, revenue diversification,
financial management techniques, etc. NGOs usually have high operating costs and
rely mainly on public support for some of their projects. Some studies show that it is
very important for NGOs to diversify their sources to ensure sustainability. In
addition, these studies also showed that the lack of strategic financial planning is a
problem for NGOs. The vast majority of NGOs have a strategic financial planning
system to ensure that their goals are achieved. Reliable methods of financial
management included the process of managing present and future financial resources
and defining strategic planning for NGOs. Good financial management has a strong
impact on sustainability because it helps to convince donors that NGOs have financial
control that ensures that the funding received is used for the purposes or goals set.
However, there is a great need for NGOs to be more accountable and transparent
where financial management can play a role. The concept of measuring good financial
management practice is to have financial plans linked to a strategic plan. Good
financial management practice is when an NGO stores all information related to assets
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and liabilities and finds ways to reinvest to generate more income, and one of the best
tools is to have a double entry system, all international financial reporting practices
that help make the right decisions, which can also lead to diversifying income and
increasing income from local or foreign sources. Diversifying income is when an
organization is able to receive funding from a variety of sources, including state,
international, private, etc. Revenue diversification is when more than half of the
funding comes from five different sources. Some think that diversifying income means
that half comes from international sources, other part from membership fees or
community fundraising activities.

Self-financing can be understood as a business to generate its own income and is the
acquisition of internal sources bringing financial income and profit. It is strategically
advantageous for an NGO to focus on self-supporting activities in line with its core
mission. The risks of self-financing can be described in this concept as:

e Strong competition from the private sector

e The risk that the organization will forget its mission and become profitable is
a priority

The effective functioning of NGOs increasingly depends on financial sources that
support their social goals. NGOs are not profit oriented, which is one of their main
characteristics. The funds needed to implement a long-term idea aimed at supporting
society are mainly resources received from public and private donors. The
implementation of a strategy based on income diversification is seen as a chance to
increase income and strengthen stability of NGOs. Moreover, additional investment
opportunities may lead to greater autonomy for organizations in their mission-
related work, which, at the same time, may lead to more effective monitoring of NGO
functioning. Diversifying sources of income also helps limit the control of public and
private donors, especially when any of them dominates the contribution of capital.
Thus, it increases the independence of organizations in fulfilling their public mission
and at the same time reduces the risk of pressure on NGO leaders to change or
abandon the mission of the organization. NGOs are not profit oriented, which is one
of their main characteristics. Missionary goals are mainly funded from several
different sources. The strategy of diversifying income in NGOs is rejected for many
reasons, which are mainly focused on widely perceived issues related to their
independence and autonomy in fulfilling their social mission. Moreover, income
diversification supports NGOs' financial security and improves their economic
potential. Consequently, they must take a stronger market position and adapt to the
conditions of stronger market participants. Access to many different sources of
financial capital, on the one hand, limits the adaptation of non-profit organizations to
areas of support imposed by government policies, and on the other hand, limits
private donors. When any public or private support leads to capital investments,
diversification of sources of income limits control by government agencies or
individuals. Thus, it increases the independence of organizations in fulfilling their
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public mission, while reducing the risk of pressure on NGO leaders to change or
abandon organization's priorities. Non-profit organizations with different income
streams are less volatile and therefore less exposed to external factors such as
recession. Diversifying income increases the likelihood that an organization will
survive. At the same time, the authors argue that a higher level of income
concentration increases the risk of bankruptcy of many organizations, especially
during an economic downturn, when a decline in income from one source can be
replaced by other financial sources. Non-profit organizations do not rely on one
source of income, but their income is relatively concentrated. In another publication,
the authors emphasize that this increases the autonomy of organizations in fulfilling
their social mission and reduces pressure on managers of non-profit organizations to
change or abandon their goals. Others explore the relationship between income
diversification and the changing mission of the nonprofit organizations. They
disprove previous studies, suggesting that access to many different sources of income
reduces the variability of organizations. This effect depends on the structure of the
portfolio. Based on the sources of funding rating, some note that national and foreign
public funds are the most important for an organization given the scale of its social
activity. NGOs that provide a wide range of services and products need different
sources of funding. The way that nonprofit organizations use their chance to provide
services is reflected in their social mission. NGOs try to obtain financial resources
while at the same time fulfilling their goals that serve a particular social group.

The way that nonprofit organizations use their chance to provide services is reflected
in their social mission. Organizations try to obtain financial resources and at the same
time to fulfill the adopted goals that serve a certain social group. However, the
discussion about economizing the nonprofit sector is not without criticism of funding
coming from commercial activities led by nonprofit organizations. This criticism
mainly concerns the destruction of the social mission, which can often change or even
abandon it. As many researchers note, from the financial point of view, it seems a
justified choice to receive income from different sources. This provides an
opportunity to increase their income and strengthen financial stability of NGO
activities. Moreover, differentiation of investment opportunities may lead to greater
autonomy of the organization. This facilitates more effective control over mission-
related activities. Income from commercial activities does not play an essential role
in case of NGO mission change. Similarly, it is not public funding either at the national
or local level, nor foreign foundations. When discussing the role of NGO financial
sources in changing the mission, further research is needed. In addition, many factors
affect the implementation of the social mission. Certain changes in the social mission
implemented by NGOs are necessary and reflect changing social needs.

The Effect of Revenues Diversification on NGOs

The problem of income diversification and its impact on stability has been observed.
Commercialization of NGOs is a process in which NGOs perceived as nonprofit
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organizations involved in activities aimed at generating income from the sale of
services and products. The goal of the commercialization process is to increase the
economic stability of an organization through commercial sales of products and
become independent from funding based on donations and/or charity, as well as from
changes in the organization's leadership, with an emphasis on resourcefulness.
Supporting the theory of dependence on source, researchers believe that non-profit
organizations use commercial income. There are many reasons for the strategy of
diversifying income sources in nonprofit organizations. It should be emphasized that
both reasons for income diversification of the analyzed companies are closely
interconnected and represent a desire to limit the risks associated with dependence
on donors. Among the financial prerequisites, motive for diversifying the sources of
income of NGOs is the fear of insolvency or decline in income. NGOs with diversified
income are characterized by a stronger financial position than those that use only a
few sources of income. Diversification of income increases the probability of survival
of an organization. One condition of a stable NGO is access to different sources of
funding. Financial stability is a key factor for NGOs because it not only supports
planned activities, but also ensures that resources are available for hiring staff,
purchasing equipment and maintaining jobs. Stability of funding ensures not only
continuity of NGO activities, but also predictability and manageability. Regular access
to the organization's finances creates opportunities for its continuous work.
Concentration of financing on several stable sources contributes to the growth of
organizations, ensuring greater financial stability. One way to diversify the income of
a non-profit organization is to receive it from the commercial sale of goods and/or
services in exchange for payment. The essence of the process of commercialization is
to create economic stability for the nonprofit organization by ensuring its
independence from donations or philanthropic funding and changes in its
management, with an emphasis on entrepreneurship and the self-sustainability of the
organization.

NGOs and the Implementation of Good Governance Principles

Good governance is a popular word, which has attracted public attention in the last
decade. This concept is rapidly becoming an important in considering the ability of a
state to meet generally accepted democratic standards. It seems that many countries
around the world are seeking to use available resources to ensure the development
of their society, which is a positive step towards good governance. The introduction
of good governance principles into NGOs is being actively discussed in an
international forum and in developer circles. There was no universal definition or
single author that would actually explain satisfactorily what good governance means
in NGOs or how they should apply it to help vulnerable communities. In most
scenarios, good governance was closely linked to community affairs and how to
properly manage enterprises or community resources. Most NGOs see themselves as
catalysts for change and participants affected by external changes, such as capacity
development, in the context of development discussions. NGOs can reorient and
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expand their activities by applying their skills and knowledge in a variety of areas,
from training, information sharing, counseling and advisory services, as a way to
facilitate change in other institutions whose responsibilities include providing
support services to the government. NGOs see capacity building as a process through
which a society, or changes its rules, institutions and standards of conduct, increases
its social capital, which increases its ability to respond, adapt and discipline itself. The
authors reflect on the idea that, as part of improving good governance, NGOs and
donor agencies share costs of capacity building, reflecting the growing awareness that
contributes to the allocation of resources and contributions that help improve an
organization's performance. Implementing human resources policies and working
procedures is critical for NGOs in good governance practices. In any organization, the
effective implementation of quality control largely depends on the quality of the
personnel working. NGOs in developing countries have an obligation to implement
effective human resource initiatives through the adoption of various human resource
policies, ranging from recruitment, training and promotion, monitoring and
evaluation, compensation and other measures. For example, in hiring the workforce,
NGOs should look for standards to ensure that they recruit qualified staff with
extensive experience and knowledge and demonstrate ethical standards for the job.
The authorities should ensure that transactions are approved by responsible officials
to avoid unnecessary costs to the organization. NGO managers should play an
oversight role by hiring managers who play a fundamental role in implementing
effective control systems for effective management. This requires regular compliance
checks in accordance with relevant operating procedures. These procedures entail
what, how, why, where and when actions will be taken. Control and monitoring
procedures were also important elements in ensuring good governance in NGOs. As
the NGO sector expands in terms of funding and functions, concerns about
professionalism and accountability are growing. Good governance includes many
characteristics such as participation, rule of law, transparency, responsiveness,
consensus orientation, fairness and inclusiveness, efficiency and effectiveness, and
accountability. Transparency and openness, in turn, imply that decisions are made
and implemented in accordance with rules and regulations.

The Impact of Strategic Planning for NGOs

Strategic planning is crucial to the strategic management process. Strategic planning
is an integral part of the organization and is deeply rooted in providing clarity of
purpose, followed by developing mechanisms that create value for NGOs. Strategic
planning includes internal and external analysis, i.e. PEST or SWOT analysis. Some
link the mission and strategy to the performance of the organization. Others think that
maintaining proper alignment between mission and goals helps the implementation
process. Financial accounting helps NGOs keep track of how well they utilize scarce
resources and funds. The information obtained contributes to the NGO’s
accountability and additional fundraising. Internal processes are more cost related,
and revision of internal processes depends on performance indicators. The success of
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an NGO depends on skills and competence. Therefore, an NGO needs to periodically
improve the skills of its employees, manage information exchange, which will lead to
an overall increase in productivity. In addition, training and volunteer development
methods should also increase productivity. All of this is very important for strategic
planning that improves the performance of NGOs.

Research Methodology

The research combines theoretical, quantitative and qualitative methods. Relevant
Georgian and foreign language literature and data are obtained at the initial stage of
the research through in-depth interviews with NGOs based on pre-designed
questionnaires.

Interviews are an excellent method for our research as they provide in-depth
information about managers' opinions, experiences and challenges within the
research. Interviews are effective because the topic to be addressed covers issues that
require a complex approach. Face-to-face interviews provide maximum extraction of
information.

Different types have been considered during the interview, including:

e Structured Interviews: The interviewer ask standard, pre-defined questions
in a specific sequence. The respondent chooses his / her answer from the
possible answers.

e Unstructured Interviews: In a non-structured interview, the interviewer had
no specific guidelines, restrictions, pre-defined questions. The interviewer
asked some general questions to participate in an open, informal, and
spontaneous discussion.

In addition, within the framework of the research, researches of international
organizations have been found on the Internet, on the basis of which literature,
documents and secondary information have been analyzed, scientific papers, various
reports have been collected. The document analysis method was used as an
independent method to obtain important information on the research topic. Internet
was used to collect documents. The search was carried out mainly on the basis of
electronic scientific databases. In some cases, popular search engines, including
www.google.com has been used. To collect data, different keyword combinations and
free access documents have been used posted on scientific online platforms. It is
important that no research in this area has been conducted in Georgia yet and this
research is the first precedent in Georgia.

The research paper identifies the health of NGOs’ financial management and assesses
tool so that NGOs can identify the areas where they need to improve. Besides, all key
areas of NGOs financial management are covered to consider how well organizations
are in line with good practice.
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Discussion

The study reveals that NGO managers demonstrate a strong commitment to financial
oversight, with senior leadership not only endorsing but exemplifying adherence to
established financial policies and procedures. Program staff likewise show a high
level of compliance with accounting requirements, and non-financial personnel are
actively consulted to ensure that financial tools—such as vehicle logs, payment forms,
and expense claims—are practical and user-friendly. Financial staff maintain an open-
door approach, making themselves readily available to address questions and
collaborate with program teams. Moreover, the finance department is both
adequately resourced and represented within the management team, undergoing
regular evaluation to confirm its strategic value. This integration extends to strategic
planning, where finance personnel contribute to goal setting and resource allocation.
At the project level, budget delegation enables program managers to oversee and
implement financial plans, while finance staff play a key role in shaping the annual
organizational budget.

However, several gaps undermine the full potential of financial integration across
NGOs. Job descriptions for program staff often lack clear financial management
responsibilities, and training in financial procedures remains sporadic, leaving some
employees unprepared to navigate budgetary requirements. Financial policies and
procedures are not consistently documented or distributed; when they exist, they can
be perceived as overly bureaucratic or impractical, leading to occasional non-
compliance that goes unaddressed. Regular coordination between finance and
program teams is limited: meetings to review program plans and financial progress
are not institutionalized, and program managers do not always receive the budget-
monitoring reports they need to adjust activities in real time. Additionally, program
staff frequently lack access to the chart of accounts, inhibiting their ability to classify
and track expenditures. Finally, despite finance involvement at the organizational
level, program staff’s participation in the annual budgeting process remains
inconsistent. Addressing these shortcomings—through clearer role definitions,
comprehensive training, accessible documentation, and structured collaboration—
will strengthen financial accountability and enhance program effectiveness.

Mostly NGOs have a reasonable level of integration of financial management. But
NGOs could easily improve matters with some careful planning. Other enhancements
can be very helpful in avoiding misunderstandings and conflicts; making procedures
more efficient; helping staff do their jobs better and more efficiently; and making
more effective use of resources. For instance, a good first step might be to review the
findings of the self-assessment with some of NGOs managers and discuss what NGOs
can do better.

In most situations, NGOs have a fair degree of integration in financial management.
However, NGOs can improve quickly with proper preparation. Further changes can
help avoid misunderstandings and conflicts; make processes more effective; help
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workers to do their job faster and more effectively; and make more productive use of
resources. For example, a successful first step might be to study the outcomes of self-
assessment with some NGO leaders and explore which NGOs should do better.

Planning and Budgeting

Research indicates that most organizations develop budgets in a timely fashion to
cover all operating costs, with project budgets grounded in these projections and a
separate allocation for overhead expenses. Board approval is routinely secured for
organizational budgets, ensuring that anticipated operational costs are appropriately
funded. In addition, a monthly cash-flow forecast is generally prepared to monitor
liquidity. However, collaboration between financial and program staff during the
budgeting process remains uncommon, and budget sheets often lack explanatory
notes or clear calculations. Responsibility for implementing and administering each
budget is rarely assigned to a dedicated budget holder, and budget codes seldom align
precisely with accounting codes.

Basic Accounting System

The study found that supporting documents accompany nearly every payment, and
incoming cash or cheques are consistently recorded on pre-numbered PDF receipts.
All transactions are duly logged in cash books—which exist separately for each bank
and cashier account—with each entry traceable to its source document. These
records are maintained in permanent ink or electronically, and coded using a
standard chart of accounts. Monthly bank reconciliations and cash-count verifications
are routinely performed, and the organization tracks liabilities owed to vendors as
well as receivables from staff. Conversely, updating all cash books at least once per
month is not universal, and classifying transactions by project or donor using a
standardized list of cost centers remains infrequent.

Financial Reporting

Financial reports are typically reviewed by senior management at least quarterly,
encompassing cash and bank balances as well as amounts receivable and payable.
These reports actively inform strategic decision-making. Yet, it is rare for the board
to examine financial statements on a quarterly basis, and budget managers seldom
receive monthly tracking reports complete with explanatory comments on variances.
Moreover, providing beneficiaries with accessible financial information at least
annually is not standard practice, and annual audits are not always finalized within
six months of the fiscal year’s end.

Internal Controls

Most organizations ensure that all cash received is deposited intact and governed by
a detailed written expenditure policy. Transactions undergo proper authorization,
and procurement duties—ordering, receiving, and payment—are segregated among
different staff members. Personnel salaries are audited monthly by an executive,
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payroll tax deductions are handled correctly and on time, and an approved policy and
procedure manual guides staff. Nevertheless, secure storage of cash under lock and
key with a single custodian is infrequent, and requiring two or more officers to sign
cheques is uncommon. Cheques are sometimes signed before all details are
completed, bank reconciliations are not always independently verified, and cash
payments are occasionally authorized by the cashier. Claims for personnel advances
are often verified by the same individual who authorized them, and maintaining a
capital-asset register with insurance coverage is not consistently practiced. Finally,
the appointment of a registered verification firm by trustees is rare.

Grant Management

The research shows that nearly every grant is supported by a signed agreement, and
senior management typically ensures that grant terms are reasonable before
committing. Financial, budget, and procurement staff are well-versed in grant
conditions, which are generally respected. Funders receive both financial and
narrative reports that are coherent and timely, and restricted funds are preserved
exclusively for their intended activities. This diligent stewardship helps maintain
funder confidence and ensures compliance with grant requirements.

Staffing

Most boards include at least one member qualified to oversee financial activities, and
finance personnel possess the necessary competencies to manage financial
operations effectively. Program managers also demonstrate sufficient financial
acumen to administer budgets and enforce controls. Collaboration between finance
staff and budget officers on payment processing and budget tracking is strong, and
roles within the finance function are clearly defined and respected. Senior
management leads by example in adhering to control procedures, and all personnel
receive training and support to meet their financial management responsibilities.
However, fair and merit-based hiring practices for finance staff are not consistently
observed.

Overall, while there are many solid financial practices in place, significant
opportunities for enhancement remain. Without targeted improvements—
particularly in areas of internal control, detailed reporting, and collaborative
budgeting—NGOs risk financial mismanagement that could undermine their
programmatic impact. Addressing these gaps should be a priority for organizational
leaders and managers.

Findings, Conclusion and Recommendations

Budgeting means estimating the future costs of planned activities. Consequently,
financial planning should include not only financial staff, but also project staff, which
will also provide a good basis for cooperation. In addition, it is also important that
board members are aware of budgets and approve them in advance to ensure that the
strategic direction of the organization is not changed. Budgets are important to
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ensure effective financial management. The appointee must keep track of the ongoing
costs associated with the programs and ensure that the appropriate codes are used
for budget items that are also linked to the accounting codes. Tracking actual costs
versus planned costs will also allow the manager to make appropriate changes. In
addition, it is important to conduct a cash flow analysis, which is just as important as
budgeting. A forecast should be made for at least 3 months, based on available cash
flow. The analysis will help managers prioritize the timing and duration of planned
activities and identify cash flow problems in time.

Each financial transaction must be accompanied by appropriate documentation,
including invoices, receipts, etc., which serve as evidence of the specific transaction in
question. Each transaction must be recorded accordingly. In this case, an Excel
spreadsheet, accounting software or paper can be used. It is very important to check
that the balance sheet is correct each month.

It is important for board members to have financial statements in order to know the
financial position of the organization. Managers need to have up-to-date information
to monitor the project and take appropriate action. Donors need reports to support
the use of funds, which, in many cases, influence decisions about further funding. In
addition, organizations share information with beneficiaries to build trust and
accountability. In addition, external audits verify the accuracy of financial reporting.

It is important that monthly financial reports include income and expenditure
information. In addition, project managers should ignore financial reports to make
appropriate decisions to make sure that money is used correctly and is producing the
desired results. Reports should be prepared at the end of each month in an
appropriate format.

NGOs should have a system of internal controls to ensure the accuracy of accounting
records, protect assets, and prevent fraud.

Many NGOs receive a portion of their funding from donors with a specific grant
agreement. Donor-funded projects have specific requirements that are also part of the
agreement and may include a number of grant conditions. Finance staff must work
with project staff to ensure that the financial report and narrative are consistent.
Sometimes NGOs work with different donors. It is important to keep track of where
donor funds are distributed and how they are used. Using funds from another project
for an NGO is not good practice.

Staff must have the right skills for effective financial management. The accounting
department includes executive management, managers, etc. who incorporate
effective financial management into programs, ensuring that the financial staff works
with the budget assigned staff at all stages.
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Results

At present, Georgian scholars have developed no literature or research related to the
role of financial management in non-governmental organizations at a time when
there is a high interestin this issue in the international scientific community. Financial
management issues are quite relevant for NGOs as any NGO strives to achieve
financial sustainability. For this, it is necessary to analyze finances for future planning.
The results of the study are important to individuals involved in the management of
the NGO or to other stakeholders. The research process revealed a combination of
general and specific factors of financial management that affect the success of an NGO.
In addition, interesting theoretical considerations related to the issue and NGO’s
sustainability factors have been identified. The results obtained adequately and
purposefully addresses the sustainability of the NGO and plays an important role for
those interested in the issue. Also, local best practices, internal standards of the
organization was analyzed and a number of recommendations have been developed
to promote the sustainability and growth of the NGO. This research will help NGOs to
better plan their activities. In addition, it will help the NGO decision maker to plan
well for future activities without compromising financial stability.
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