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WYCAS provides a range of specialist services designed to meet the needs of 
the third sector 

 
One to one support and training 

Preparation of year-end accounts 
Independent examination 

Financial training courses and workshops 
Computerising accounts 

Bookkeeping and management accounts 
Advice and information 

Bespoke  consultancy projects 
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Grants and contracts 

Introduction 

When is a grant not a grant? That’s right, when it’s a contract. Or is it a 
Service Level Agreement? 

 

Whatever it is, it is important for us as governing bodies of organisations to 
understand the nature of our income as it can have an effect on our reserves 
and our potential liabilities.  It may also affect how and when the income is 
shown in the annual accounts. 

 

Bear in mind that the law covering the following issues can be quite complex 
so this guide is not definitive but will cover the main points. 

 

Let’s use two different scenarios to illustrate the key points: 
 

Scenario 1 – Grants 
 

Within our organisation, we decide that we want to run a series of play 
schemes over the summer months. 

 

Unfortunately, we have no money to do this with, and our users would not be 
able to pay enough to cover all the costs. 

 

However we are aware that there is a funding body that has money for 
furthering creative play in our area. 

 

We decide to write an application asking for some money for our activity. 
 

They reply by saying yes - but stating that the money must be spent on the 
specified activities and they would like a report and some photos at the end. 

 

What has just happened there? 
 

Well for starters, we were defining what it was that we were going to do, not 
the funder. 

 

The funder had the discretion as to whether to give us any money, they could 
have said no. Their money is connected to their objects and it was only 
because our activity fitted in with their objects that they decided to give us any 
money. Though even then they could still say no! 

 

When they agree, they are creating a relationship of ‘trust’ – this means that 
the money can only be used for the purpose for which it had been asked. If 
that purpose is narrower than your organisation’s objects then, to you, that 
money is ‘restricted’.  If not then it will be ‘unrestricted’ since your organisation 
can’t do anything outside its objects. However a grant might also be restricted, 
not for a purpose, but to a certain type of expense e.g. salaries or equipment. 
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In other words it’s not necessarily simple to work out whether a grant or 
donation is restricted. 

 

Lastly, in asking for a report, they are asking you to prove that the money has 
been spent in the way intended. 

 

This concept follows for all grants and donations – they are given voluntarily 
and the donor gets no benefit in return. They are not ‘buying’ the service from 
you. 

 

Scenario 2 – Contracts 
 

Our local authority wants to deliver a range of services to older people in our 
area. It is not going to do this ‘in house’ with its own staff; instead it is going to 
pay someone else to deliver the services. It invites ‘tenders’ from groups who 
think they can do the work and gives providers a full service specification to 
help the groups cost up the work. 

 

We examine what is required, we think we can do it, so we cost up the work 
and we come up with a price. We submit this to the council and they reply, 
saying that they will offer slightly less! We accept this offer. . . reluctantly. 

 

So how is that different? 
 

Here, it is the council (the buyer) setting out exactly what they want (they had 
a specification). By working out a price we are saying that we are willing to 
exchange this amount of money for that amount of work. 

 

The relationship created here is one based on exchange – money in return for 
a service. What you actually spend the money on is up to you, so long as you 
deliver what was specified in the contract. Ie if you make a genuine profit, it’s 
yours to keep – well done! 

 

It is exactly the same as hiring a builder to come and fit a kitchen for you. You 
tell them what you want, they cost it up and give you an estimate. You offer 
them that amount, they agree and the work proceeds. 

 

It would also be the same if we charged people an amount of money for our 
services – eg we charge £5 for shopping trips, or £320 for a day’s training, or 
£2 per preschool club session or indeed when you buy a newspaper from the 
shop! 

 

You pay the money to get the service. 
 

OK so what happens when things go wrong? 
 

With a grant, lets say we get a grant to cover the costs of a playscheme and 
we use it to take the committee to Scarborough for the week. 
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This would be called a ‘breach of trust’ and then we would need to repay the 
funds to the funder to restore them to the position they were in before they 
gave us the money. 

 

They might allow us more time to deliver the playscheme using our own 
money to the same value. 

 

It is also important to point out that strictly speaking we would be liable for the 
grant value and any additional profit we made from that grant – e.g. any bank 
interest that it earned from it. 

 

With a contract it’s not so much about how we spend the money, it’s about 
both parties doing what they agreed to do. 

 

Furthermore (and this is one of the most important elements) both parties 
intend to be ‘legally bound’ by the agreement. In other words, ultimately they 
could use the courts to force the other party to keep to their half of the 
bargain. 

 

In our example, we agreed to deliver the services as per the specification in 
the contract. If we do all of that to the letter, we have a legal right to be paid by 
the other party (the buyer). 

 

If we fail to deliver the services that are at the heart of the contract, then this 
would be called a ‘breach of contract’. It could terminate the contract and the 
injured party would escape liability ie would not have to pay up. Furthermore 
they might be able to sue for certain damages or losses that they suffered as 
a consequence of our breach. For example, they might have to retender the 
work at some cost. They could sue us for this additional cost as it only arose 
due our breach in the first place. 

 

However not every breach leads to this outcome.  A breach of a less 
fundamental term might not bring the contract to an end, but would give the 
injured party the right to sue for damages.  In this situation they would still 
need to keep up their half of the bargain if the contract continued. 

 

In contract the injured party’s losses are claimed for, ie you try to restore them 
to where they were before being injured. 

 

In summary: in a breach of trust, we are liable for the amount of the grant 
misused (and any profits we make from its misuse), whereas in breach of 
contract we are liable for all the damages which flowed from that breach – in 
this way our liabilities might actually exceed the actual value of the contract 
itself. 

 

Service Level agreements / quasi contracts / performance related grants 
 

What about Service Level Agreements (SLAs)? This title could be either a 
contract or a grant and that is determined by examining all the elements of 
the agreement, because it could go either way. 
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One thing which makes the decision potentially quite difficult is when outputs 
are involved. For an agreement to be considered to be a contract as opposed 
to a grant, as we’ve already seen, both parties must ‘intend’ to be bound. 
Applying this to outputs it means that there must be a specific link between 
entitlement to the money and the outputs themselves. For instance if you only 
deliver half the outputs, you are only entitled to half the money. 

 

In many grant agreements where outputs are involved this link is usually 
missing. Delivery of outputs is normally about evidencing the application of 
funds to a particular activity rather than exchanging money for services. 

 

It is also important to understand that even if we do have a specific link 
between money and outputs, being legally bound means having the ability to 
sue each other for damages if the contract is breached. If this intention is 
absent we haven’t quite got a contract. 

 

This means that it is possible to have an agreement where there is a specific 
link between entitlement to the money and the outputs, but there is no 
intention to be able to sue for damages etc. This agreement is usually called a 
‘performance related grant’ or a ‘quasi contract’. This is a very tricky one and 
you really need to understand what HMRC’s view of it would be if your income 
is over the VAT registration threshold when you include it, so professional 
advice should be sought. 

 

Making this distinction can be quite tricky in practice. It may even only get 
sorted out when someone has to make a decision for a particular reason, say, 
HM Revenue and Customs. . . 

 

Other issues to consider (VAT and Corporation Tax) 
 

VAT registration is a potentially complicated issue for groups in the third sector 
as there is often a mixture of different types of income. If your income in the 
form of charges for services / work done / sales (excluding grants and 
donations) gets close to the VAT registration threshold (currently £83k) in 
any 12 month period, then you need to seek expert advice as you might have 
to register with HM Revenue and Customs. 

 

For certain types of trading activity, for certain types of organisations there 
may also be some corporation tax to pay on any net profits made on that 
activity (current small profits rate: 20%). Again, this is too complex for this 
article. If you have your accounts prepared by an accountant then they should 
point out if any tax liability has arisen. 
 
 
 

WYCAS Advice Line: 0113 270 6269 
Website: www.wycas.org.uk 
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