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Introduction

Liz Hazell

Head of Charities
tel: 020 7804 1235
email: liz.m.hazell@uk.pwc.com

Liz Hazell
Head of Charities

Welcome to our latest edition of 
Charity News. We are finding that 
discussions with our clients are 
turning more and more to the subject 
of risk and how best to manage it.  
A growing desire to undertake new 
activities and diversify funding 
streams is focussing the minds of 
Trustees and Senior Managers on 
ensuring that risks are minimised 
where possible. In the light of this, we 
have sought to bring together a 
diverse set of articles, which all have 
risk at their core, but which also 
illustrate some of the more important 
updates from an accounting and a tax 
perspective.

These articles pick up the work some 
of our colleagues have been 
undertaking outside of the charity 
sector in the areas of cyber security, 
pensions and human resources, as 
well as those of us who work with 
charities in internal and external 
audit, and tax. Finally, we also 
highlight the recent issue of our  
latest ‘Managing in the New Normal’ 
survey reports, entitled ‘Adapting  
to Uncertainty’.

When I read the article by Andrew 
Miller on cyber security, I was struck 
by the statistics and just how easy it 
seems for potential fraudsters or 
corporate spies to access IT systems 
for their own benefit. I know that this 
is something we take very seriously 
within PwC, but it is also something 
which demands a good deal of time 
and resource. Not all charities will 
have the resources available to invest 
in this way and this is a challenge 
which many will need to consider.

These articles provide a good 
illustration of the breadth of 
situations that may contain risks for 
charities. I’m sure they will give you 
some additional areas to consider in 
respect of your own risk management 
processes. As always, any feedback 
would be very gratefully received, as 
well as ideas for future editions of 
Charity News.
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Cyber Security: the risk for charities

In 1969 UCLA released a press statement 
introducing the Internet to the public. 
Since then, charities have made great 
use of the opportunities the Internet has 
to offer by enabling remote/mobile 
working, on-line giving, and the use of 
social media. But with greater openness 
and interconnection comes greater 
vulnerability. Cyber criminals are using 
increasingly powerful techniques and 
use targeted attacks to steal personal or 
financial information which can 
subsequently impact donors. Activists 
also display and distribute offensive or 
political/religious beliefs by defacing 
charity web sites, which impacts brand 
and reputation; even going as far as 
validating stolen credit card details via 
on-line giving.

By their nature charities are quite 
different from many large commercial 
entities; there are those that rely on 
regular donations from a large 
community of donors to achieve the 
income required and fulfil their aims, 
others from contracts or corporate 
funders. Charities electronically store 
and process donors’, employees’, 
contractors’ and beneficiaries’ personal 
details and face the challenge of 
protecting these from disclosure to 
criminals or theft. Unprotected 
spreadsheets with employees’ bank 
accounts or donors’ bank details 
(e.g. for direct debit donations) stored 
on data file shares represent a strong 
motive for criminals to hack into 
systems and easy pickings for 
disgruntled staff. 

PwC’s ‘Information Security Breaches Survey’ 2013 shows that 76% of large organisations have detected 
significant attempts to break into their networks with a rise in success rate from 15% (2012) to 20% in 2013 
survey. Additionally small businesses have seen a significant increase from 2012 statistics; from 44% to 63%.
This is a historical high and the main cause is the continuing rise in cyber attacks.

PwC’s ‘Information Security Breaches Survey’ 2013

Andrew Miller

tel: 020 7213 4577
email: andrew.d.miller@uk.pwc.com
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A lack of IT controls and limited cyber 
skill sets in place, can leave charities 
vulnerable to breaches in security. In 
developing countries charities are 
comparatively rich to many and the 
openness of a charity’s global 
infrastructure provides the opportunity 
for personal gain. This is compounded 
by variable vetting standards 
throughout the world, increasing the 
likelihood of insider compromise. 

The brand of a charity is paramount to its 
success; conversely, brand loyalty is a 
volatile arena which can easily be 
damaged by unwanted publicity following 
a data loss, information security breaches 
and unwanted social media.

From a business perspective, cloud 
systems have become increasingly 
popular and are mainly provided online; 
leading to a lack of assurance of the 
security surrounding key charity 
systems including; general ledger 
systems, donor databases or databases 
of recipients and potentially vulnerable 
individuals, such as children, victims 
or criminals. 

It is clear that charities operate within 
the cyber world and thus their security 
strategy should incorporate measures to 
mitigate cyber risks. A charity’s cyber 
security strategy should outline the 
organisation’s risk appetite based on an 
accepted level of compromise and 
therefore drive a holistic consideration 
of the solution with technical and 
procedural controls as well as staff 
security awareness. Cyber 
Monitoring and Data Loss 
Prevention solutions have evolved 
to identify, control and police 
information more effectively to assist in 
combating beneficiary and donor data 
and internal misuse.

Implementing a robust security 
awareness training programme 
is also a significant deterrent and highly 
effective as both employees and in 
certain cases, beneficiaries alike, should 
know how to react and respond to 
phishing emails for instance. Training 

can help ensure employees have a solid 
understanding of the organisations 
security policy, procedure and best 
practices; 93% of companies where 
security policy was poorly 
understood had staff related 
breaches (versus 47% where policy 
was well understood;) representing a 
near 50% cut in security incidents. 
Charities could extend this advice to 
donors as they interact with the charity.

Monitoring the effectiveness of security 
controls can support the process of 
calculating return on investment 
on their security expenditure which 
is important for all fiscally aware 
organisations. However only 12% 
of organisations try to calculate 

return on investment on their 
security expenditure – worse than 2012 
and significantly worse than 2004 (39%.) 

It is imperative that charities view 
information security not as a short term 
consideration but as an on going process 
enabling them to remain responsive to 
changes and threats within the 
information security environment. 
Charities need to regularly review the 
effectiveness of their security 
arrangements and always apply lessons 
learnt, in order to have a more robust 
approach against increasing levels of 
cyber threats. Visual consideration of 
cyber security can significantly enhance 
brand loyalty in the eyes of donors and 
beneficiaries alike.

Main driver for Information Security Expenditure PwC’s ‘Information Security Breaches Survey’ 2013 continues 
to be protecting customer information with 32%.
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New UK GAAP accounting standard is here

The Financial Reporting Council (FRC) 
issued FRS 102, ‘The financial reporting 
standard applicable in the UK and 
Republic of Ireland’ on 14 March 2013. 
This is the new UK GAAP standard, 
which replaces existing UK standards 
and abstracts. It follows on from the 
issue last year of FRS 100, ‘Application 
of financial reporting requirements’, and 
FRS 101, ‘Reduced disclosure 
framework’.

Entities can take immediate advantage 
of the new framework, but they should 
consider the pros and cons of all the 
options before making a decision as to 
which regime to adopt. For charities the 
date of adoption is further complicated 
by the need to adopt it alongside an 
updated SORP (see below for the 
planned timetable for that). We 
anticipate that most charities registered 
in the UK will adopt the FRS 102 
framework.

Main changes to 
UK GAAP
FRS 102 is based on IFRS for SMEs and 
has been amended for UK-specific 
circumstances. In many cases, it is 
similar to existing UK GAAP, but some 
significant differences are set out below.

Employee benefits
FRS 102 anticipates the change in IAS19 
to calculate interest and return on assets 
as a net amount by applying the discount 
rate to the net pension deficit/surplus. 
‘Expected return on assets’ will no 
longer apply.

The accounting for group defined benefit 
plans differs from FRS 17. Under FRS 
102, at least one entity has to apply 
defined benefit accounting in its 
individual financial statements, 
depending on the policy for recharging 
pension costs within the group.

Investment property
Investment property is carried at fair 
value through the surplus or deficit if 
fair value can be measured without 
undue cost or effort; otherwise, it is 
carried within ‘Property, plant and 
equipment’. Existing UK GAAP requires 
that fair value movements go via the 
statement of total recognised gains and 
losses i.e. the bottom half of the 
statement of financial activities.

Goodwill and intangible assets
All intangible assets, including goodwill, 
are assumed to have finite lives and so 
they have to be amortised. (Intangibles 
with indefinite lives are possible under 
existing UK GAAP). If an entity is unable 
to make a reliable estimate of the asset’s 
useful life, this should not exceed five 
years; FRS 10 previously specified 
20 years.

The definition of ‘intangible assets’ has 
changed, so there could be more 
intangible assets recognised as part of a 
business combination.

Financial instruments
Entities not currently applying FRS 26 
(that is most charities) to their financial 
statements will experience the most 
change when moving to FRS 102.

Most basic financial instruments are 
measured at amortised cost; complex 
instruments are generally measured at 
fair value through the Statement of 
Financial Activities. The impairment 
and hedging models are based on 
principles in IAS 39, but are expected to 
be updated in the medium term to take 
advantage of favourable changes arising 
from the introduction of IFRS19. 
Alternatively entities might apply the 
recognition and measurement 
requirements of IAS 39 or IFRS 9.

Other significant changes
The cash flow statement is similar to 
that under IFRS, showing movements on 
cash and cash equivalents, and with 
fewer standard headings than under 
FRS 1. Qualifying entities are exempt. 

Income and expenditure in a foreign 
currency can no longer be measured at 
the forward contract rate.

Groups are exempt from consolidating 
subsidiaries held as part of an 
investment portfolio (because these are 
considered to be held for resale). 
Portfolio investments are measured at 
fair value through the surplus or deficit. 
These subsidiaries would be 
consolidated under existing UK GAAP.

Deferred tax is recognised based on a 
‘timing differences plus’ approach (that 
is, the principles currently in FRS 19 
rather than the IAS 12 ‘temporary 
differences’ approach). Deferred tax 
cannot be discounted.

Fiona Westwood

tel: 0117 930 7068
email: fiona.westwood@uk.pwc.com
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Timetable for the updated 
Charities SORP
The SORP Committee is currently 
drafting the next SORP to reflect the 
new UK accounting framework. It is 
taking the form of modules. It is 
currently anticipated that the completed 
draft SORP in modular form will be 
made available for public consultation in 
summer 2013. The Code of Practice then 
requires that the consultation period be 
at least three months. Since the new 
SORP is being designed with a web 
based format principally in mind, the 
consultation will be mainly web based. 

The Charity Commission and the Office 
of the Scottish Charity Regulator also 
hope to work with professional and 
umbrella bodies to hold some regional 
events as part of the consultation 
process. However the timing of such 
events cannot be settled until the FRC 
has agreed the draft SORP.

Once the consultation draft is issued, we 
encourage you to read it and respond on 
the issues that affect your charity.

Effective date
FRS 102 applies to accounting periods 
beginning on or after 1 January 2015. 
Early application is permitted for 
accounting periods ending on or after 
31 December 2012, but there are 
restrictions for entities within the scope 
of a SORP. The Charities SORP working 
party’s timetable is planning to allow 
adoption by the application date for 
FRS 102.

What do I need to do?
We are providing a service, the FRS 102 
Reporting Impact Assessment, which we 
can offer to entities currently preparing 
statutory financial statements using UK 
GAAP. This service produces a report 
which takes the most recently published 
statutory financial statements and 
identifies points where specific 

requirements of FRS 102 will prompt a 
decision to be made. We believe this 
could be a good way to kick-off your 
consideration of FRS 102 that avoids 
starting by working through the 250 page 
standard on a paragraph by paragraph 
basis.

If the FRS 102 Reporting Impact 
Assessment is something you would like 
to know more about, or you have other 
questions related to FRS 102, please 
speak to your PwC contact. 
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Managing in the ‘New Normal’ – Adapting 
to uncertainty

In March this year, we launched our 
sixth survey report in collaboration with 
Charity Finance Group and Institute of 
Fundraising. Regular readers of Charity 
News will know that the first of these 
reports was prepared in late 2008 in the 
wake of the then so-called credit crunch 
and we have been seeking to track the 
experiences and expectations of 
charities ever since.

Now into its sixth year, the results of the 
Managing in a Downturn surveys 
continue to provide valuable insights 
into how charities are responding and 
adapting to this economic reality. The 
results of this year’s survey indicate that 
charities and fundraisers continue to 
face difficulties: the fundraising 
environment remains tough and many 
expect it to get even tougher in the 
coming twelve months; the squeeze of 
falling statutory funding and increased 
demand for services that were 
highlighted from last year’s report looks 
set to hold.

Key findings:
•	 93% of fundraisers reported that the 

climate has got tougher over the last 
twelve months, 89% predicting the 
coming year will be even tougher.

•	 58% of charities reported 
Government measures had a negative 
impact on levels of funding.

•	 50% had taken steps to reduce wages 
and salary costs.

•	 85% were exploring new fundraising 
options.

•	 21% had merged or were considering 
merging with another charity.

•	 63% are considering or planning to 
draw on reserves.

•	 Year-on-year increases in demand for 
services have continued, with 67% of 
respondents reporting an increase 
during 2012 and 72% expecting a 
higher demand for services in 2013.

•	 Donor attrition has improved since 
last year. 14% fewer charities 
reported an increase in attrition.

•	 55% had increased trading or social 
enterprise activity since the start of 
the downturn.

Overall, this sixth survey has provided 
some interesting and sometimes 
unexpected responses. In particular, we 
have been encouraged by the 
willingness and ability of charities and 
their employees to remain flexible, 
resilient and – most importantly – 
optimistic, despite the obvious changes, 
both to the environment in which they 
operate and in many cases to the 
charities in which they work.

It is clear, but unsurprising, that 
charities are still experiencing 
significant pressure on most income 
streams and the fundraising 
environment remains as challenging as 
it did 12 months ago. Whilst the ‘anxiety 
index’ appears to have alleviated, it is 
clear, from the responses to our question 
about the biggest challenges facing 
respondents, that ongoing pressure on 
income remains the single biggest 
concern. However, building on the 
responses from last year, many charities 
continue to take account of the medium 

term nature of these pressures and are 
reporting tangible responses, such as 
increased fundraising, more use of 
trading and enterprise, as well as 
collaboration and, in 20% of cases, 
either considering or actively pursuing a 
merger.

All of this in consistent with what we are 
seeing day to day and, whilst the 
statistics will, we hope, be helpful, many 
of those conclusions may come as no 
surprise. What is perhaps more 
surprising – and certainly more 
encouraging – is the reported optimism 
within the sector. Last year, we reported 
that the overwhelming feeling was that 
the changes taking place were really 
testing the morale, ambition, energy and 
competence of Trustees and Senior 
Managers. However, this year staff 
morale was cited much less as a major 
challenge and the responses to the 
questions, particularly around both staff 
morale and respondents’ optimism for 
the future, suggest that there is a real 
spirit emerging as we all become 
accustomed to the ‘new normal’, which 
should stand us in good stead for what 
lies ahead.

The full report can be accessed on the 
PwC website at: http://www.pwc.co.uk/
charities/publications/managing-
charities-in-the-new-normal.jhtml

Ian Oakley Smith

tel: 020 7212 1220
email: ian.oakley-smith@uk.pwc.com
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Grant v contract: the tax treatment

Historically, charities and other not for 
profit organisations have relied upon 
grant funding from central and local 
government departments in order to 
support their wider charitable activities. 
However, the current economic climate 
has led to many central and local 
government departments outsourcing 
core service deliverables to third parties, 
including charities and other not for 
profit organisations, in line with David 
Cameron’s Big Society vision. 

As a result of this, together with other 
commercial drivers, charities have 
diversified and are embracing new 
activities in order to grow and sustain 
their wider charitable objectives. As 
such, charities are now entering into 
competitive tenders against other 
charities and private sector providers in 
order to provide new services to the 
public. As an example, the ‘Welfare to 
Work’ services governed by the 
Department for Work and Pensions 
(DWP) includes a number of 
programmes aimed at helping 
individuals into work. The provision of 
these services is outsourced to a number 
of third party providers. Likewise, the 
Department for Education (DfE) utilises 
local charities to perform certain 
welfare support services to families. 
Local authorities also use third party 
providers to perform certain welfare 
and housing functions, as well as 
training and employment services. In 
return, the service providers are paid a 
fee under a contract for services which 
allows the funder to ensure certain 
codes of conduct and service levels are 
adhered to. 

VAT treatment 
HMRC considers that, where funding is 
freely given to a charity and the charity 
supplies nothing in return, the funds 
provided will likely fall within the 
definition of a ‘grant’ and will not be 
consideration for a supply for VAT 
purposes. This means that the charity 
does not charge VAT on this grant 
income and it also means that any VAT 
incurred by the charity in relation to the 
income cannot be recovered.

As such, it is important for charities to 
determine the correct VAT treatment of 
any new income sources at the outset, 
especially in light of the ever changing 
economic climate, in order to ensure 
that firstly, the correct VAT treatment is 
applied to the income, and secondly, to 
determine whether any non-recoverable 
VAT costs will be incurred so that this 
cost can be mitigated as far as possible 
(either maximising any available reliefs 
or increasing the value of the funds 
requested to cover this additional cost). 

HMRC has published guidance for 
charities in order to help them identify 
when income is genuine grant income 
and provides the following tests as a 
guide (source HMRC’s Public Notice 
701/1 section 5.10): 

•	 Does the donor receive anything in 
return for the funding?

•	 If the donor does not benefit, does a 
third party benefit instead? And if so, 
is there a direct link between the 
money paid by the funder and the 
supply received by the third party?

Keith Lawson

tel: 020 7804 9064
email: keith.lawson@uk.pwc.com

•	 Are any conditions attached to the 
funding, which go beyond the 
requirement to account for the funds 
(commonly referred to as ‘good 
housekeeping’)?

If the answer to one of the questions is 
‘yes’ it indicates that the funding may 
not be freely given and may be 
consideration for a supply.

On considering the tests set out above, 
where a charity enters into a contract for 
the performance of specific services (e.g. 
to DWP/DfE/Local Authorities), and in 
return, it receives payment for those 
services, it would appear that this would 
be a payment for a supply rather than a 
freely given grant on the basis that there 
is a direct link between the payment and 
the supply and the donor is receiving a 
service in return for money given to the 
charity. This scenario would appear to 
be similar to the new arrangements 
referred to above. Conversely, where a 
charity applies for a specific one off 
payment to support the purchase of 
equipment or to support a community 
project and the funding is not 
performance related, this would appear 
to be more akin to a grant on the 
basis that the donor receives nothing 
in return.
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Whilst this might appear to be relatively 
straightforward, we are aware of a 
number of rulings from HMRC recently 
which cast some doubt on the tests set 
out above. In addition, the approach 
taken by HMRC appears to vary, which 
has created some inconsistencies within 
the sector. As a recent example, we are 
aware of one such charity that received 
a ruling for services provided to a 
government department. The ruling 
stated that funding received was outside 
the scope of VAT as it was more akin to 
grant income rather than consideration 
for an underlying supply, even though 
there was a competitive tender process, 
a direct link between the performance 
of the services and payment, and the 
charity would not have undertaken the 
activity outside of the contract. We are 
also aware of other charities and private 
sector providers who have also obtained 
rulings for the same services provided to 
the same government department, and 
the rulings state that the payments 
received are in fact consideration for a 
supply of taxable services. 

This raises a number of questions, not 
least whether HMRC should in fact now 
review its current guidance on grants in 
order to provide charities with clearer 
guidance. And should HMRC now 
undertake an exercise to ensure that the 
rulings given are consistent across the 
country? If you have any similar 
experiences which you can share with 
us, we would welcome your views on 
this matter.

Corporation tax treatment 
Funding received by charities from 
public sector bodies (PSB) will generally 
be given in the form of either a) a grant 
or b) a contract for services. The tax 
treatment is dependent on a number of 
indicators including the wording in the 
underlying contract or the practical 
operation of the agreement. 

Most importantly if an agreement is 
called a grant that does not necessarily 
mean it will be a grant for direct tax 
purposes. 

It is vital therefore to establish whether 
payments received by charities are 
either a grant, and therefore potentially 
not taxable, or a contract for services, 
which is likely to be taxable.

When PSBs outsource the provision of 
services to charities it is important to 
review the agreement for indicators 
which will help decide whether there is 
a grant or contract for services. These 
indicators are broadly similar to those 
used for VAT referred to above but it 
should be noted that there is rarely a 
single indicator that will confirm 
whether a payment is made as a grant or 
under a contract for services.

HMRC will undoubtedly review all of 
these indicators before forming their 
own opinion as to whether they believe 
there is a grant or contract for services.
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Grants
•	 Grants will generally be a voluntary 

gift of money to assist the third party 
organisation to fulfil its core business 
purposes.

•	 There is unlikely to be a direct link 
between the PSB and the charity 
receiving the benefit.

•	 Monies are generally freely given and 
timing and frequency is at the 
discretion of the PSB.

•	 The charity will be the driver for the 
budget and any over or under spend 
will tend to be reallocated or 
refunded to the PSB.

Contract for services
•	 A contractual agreement will usually 

provide for a set of services at an 
agreed standard for an agreed price.

•	 Whilst they may have the PSB’s 
objectives at heart and are ‘for the 
benefit of the public’ the contract 
terms will generally align to the 
charity’s main purpose.

•	 Funds are received for the fulfilment 
of a service contracted to the charity 
whereby the PSB creates detailed 
requirements via contractual 
objectives and service standards.

•	 To be awarded the contract the 
charity would first be required to 
tender for the services and this tender 
is in part driven by value for money. 

•	 Any surpluses are retained by the 
third party organisation.

To summarise, whilst it may appear that 
a conclusion can be drawn on the 
balance of the indicators it should be 
noted that, as with VAT, HMRC’s 
approaches have varied, producing 
inconsistencies and we strongly 
recommend advice is taken on a case 
by case basis especially if the sums 
are large.
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Is your charity making the most of  
internal audit?

Our thoughts below with regard to how 
charities utilise internal audit are more 
relevant to larger and complex charities, 
which are more likely to have an 
internal audit function as part of their 
assurance framework, and also the 
budget available to use for these 
purposes. But keep on reading - many of 
the points below are equally relevant to 
small and medium sized charities, 
where stakeholders look to management 
for the provision of assurance. A number 
of the considerations here should be fed 
into the process by which management 
self assess the strength of the processes 
and controls operating at the charity. 

In our view the charity sector is rarely 
using internal audit functions 
effectively. Often internal audit is a ‘one 
man band’ used as a policeman, fraud 
investigator or left alone to look into the 
nooks and crannies of a charity. The 
function is rarely directed at the 
charity’s biggest risk areas, such as the 
charity’s charitable objectives and key 
strategic objectives; those areas where 
the charity and associated stakeholders 
should be receiving assurance from 
internal audit. 

Does internal audit contribute to 
the charity achieving its 
charitable objectives? 

Does internal audit protect the 
charity against failing in those 
areas of greatest risk?

Risk focused assurance for 
stakeholders 
Do your stakeholders get the 
assurance they need from the 
work of internal audit? 

Is internal audit valued by 
management or just seen as a 
necessary evil?

Do those charged with governance 
get sufficient assurance in response 
to the charity’s charitable objectives? 
We would expect the charity’s risk 
register to be reflective of the charitable 
objectives of the charity and the risks 
associated with failing to achieve these. 
We would then expect the annual 
internal audit plan to be driven from 
these risks, particularly where the focus 
of the internal audit review is to provide 
assurance over the operating 
effectiveness of the mitigating processes 
and controls. 

Is management engaged with the 
work of internal audit and receiving 
value from their input?
Another barrier to achieving value from 
internal audit is lack of engagement. 

Management should explore the role of 
and value of internal audit. Management 
are often not fully engaged and so don’t 
see the value in internal audit; instead 
it’s seen as a tool of the audit committee 
or trustees, rather than a valuable tool 
for management. Management need to 
buy into the fact that the work of 
internal audit can support them and 
help them respond to the need for 
continuous improvement. 

Without the support of management, 
internal audit is doomed to fail and will 
never bring the value it should to the 
charity. More importantly, it ends up 
being a significant waste of money and a 
poor use of valuable charitable funds 
that the charity has worked hard to 
generate if it’s not used properly. 

Delivering change
Does the work of internal audit 
lead to real and sustained change 
for the charity? 

Does internal audit deliver real 
savings for the charity, both in 
terms of money and efficiency?

Where the scope of the reviews planned 
by internal audit have had appropriate 
input from management and are 
focussed in the right areas, the output 
and practical recommendations can 
genuinely improve the activities of the 
charity. This may be with regard to key 
financial systems, but also wider than 
that, particularly where internal audit 
are used to assess the control and 
process design outside of finance, in 
areas such as contract management and 
procurement, health and safety and 
fundraising. 

We have worked with our clients 
performing specific deep dive and 
forensic reviews of data in areas such as 
contract management, procurement, 
payroll and income and expenditure 
processing as part of the internal audit 
provision. 

David Wildey

tel: 020 7213 2949
email: david.w.wildey@uk.pwc.com
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In almost all cases this has identified 
considerable real savings on top of the 
identified recommendations to improve 
the processes and controls. This might 
be the identification of duplicate 
payments, un-invoiced income, payroll 
overpayments or duplicate payments 
and under-delivery or over-payment on 
large contracts. As a result, these 
reviews can provide real value as well as 
assurance where focussed in the right 
areas. They are also a great way to 
respond to the risk of fraud. 

Value for money
Do you know how much each of 
your internal audit reviews cost 
the charity? 

Do you consider whether the 
assurance it brings and the 
recommendations made are 
worth that investment by the 
charity? 

Is internal audit valued by the 
Trustees and the Audit 
Committee, or do they ‘have to 
find things for it to do’? 

Internal audit needs to be challenged by 
the charity to evidence how it is 
delivering value. Where we are the 
internal auditors, our effectiveness is 
measured by ourselves and our client 
using a number of Key Performance 
Indicators. We would recommend that 
charities do the same with their internal 
audit function, to ensure that they are 
receiving the service they are expecting 
and that there is value being gained 
from the money they are spending. 

We see a significant range across the 
sector with regard to the cost incurred 
by charities for their internal audit 
provision and the cost per review. In 
some cases individual reviews are 
costing a charity in excess of £30k when 
the cost of the internal audit function is 
compared against the output it achieves 
and reports on. 

Innovation 
With our own clients, we have recently 
been looking to bring additional 
innovation with regard to the role 
internal audit can play within a charity. 
There are numerous reviews that 
internal audit can perform that  
provide different things for different 
stakeholders. But there are also other 
ways internal audit can be deployed to 
create real value. 

The traditional internal audit reviews 
typically focus on: 

•	 Control effectiveness reviews – 
provide assurance to stakeholders 
that key systems or the processes and 
controls within key (high risk) areas 
of the charity are operating 
effectively. 

•	 Control design reviews – review the 
current processes and controls within 
a specific area of the charity to 
identify inefficiencies that could save 
management time or to identify 
controls that need to be added to 
reduce the risk to the charity. 

These are often not even in the areas of 
highest risk! 

There is so much more internal audit can 
do, to deliver real sustained value to the 
charity and ‘earn the costs it incurs’. 
Below are a few examples: 

Continuous assurance
The use of continuous auditing can be 
used for the monitoring of key controls 
within the key systems including within 
finance such as payroll, cash, accounts 
payable, accounts receivable and the 
general ledger, to assess whether they 
are operating effectively, and to flag 
areas and report transactions that 
appear to circumvent the controls. 

Traditional internal audit plans look at 
each of the key financial systems 
separately, once a year, so a lot of audit 
work is squeezed into a few weeks of the 
year and management are not aware of 
any problems with the systems during 
the rest of the year. Continuous auditing 
provides an update on the effectiveness 
of controls in each system throughout 
the year, enabling timely reporting of 
key control breakdowns during the year, 
so that they can be rectified sooner. This 
is then reported to management and the 
audit committee on a quarterly basis in a 
simple format that provides real and 
timely assurance over the bedrock 
financial controls that are critical to a 
charity. 

“Internal audit, when used effectively 
can be the most effective tool in a 
charity’s assurance framework”
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Data analytics 
The use of Computer Assisted Audit 
Techniques (CAATs) significantly 
enhances internal audit capability and 
drives value out of data which already 
exists within your systems. These 
processes can be used for example to 
review the purchase and payables cycle 
as a whole to identify duplicate 
payments, but also to review the entire 
transactional population and use CAATs 
to interrogate the data and identify 
issues that can then be resolved,  
with the process then adopted by 
management in the form of exception 
reporting as part of the ongoing controls 
and processes operated by management. 

Specialist reviews 
Internal audit can also perform  
reviews that could realise real value  
for the charity. 

Such reviews might include a review of 
funds to identify restricted funds that 
the charity might be able to release, use 
of a cash finder tool to identify savings, 
significant contracts review to confirm 
compliance and ensure the charity is 
maximising the value it’s getting from 
its suppliers, fundraising effectiveness 
reviews, review of the property portfolio 
and the value extracted from these 
charitable assets and regulatory dry 
runs performed by internal audit as a 
‘first chance’ for management ahead of 
the real visits. 

Internal audit should be 
reviewing the charity’s key 
processes and controls to not 
only provide assurance, but to 
identify ineffectiveness and 
inefficiency that the charity can 

respond to and which leads to 
savings in terms of money and 
management time, whilst also 
reducing risk. An ineffective 
function will often achieve the 
opposite.

If internal audit is looking at 
other areas, is there a clear 
reason why, and how this is 
adding value to the charity? If the 
charity is to use the internal 
audit resource effectively, it 
needs to ensure that internal 
audit is directed in the right 
areas, linked to risk.

Our view is that where used 
effectively, internal audit should 
be providing your charity with 
risk focussed assurance, be 
integral to delivering change 
within the charity, provide value 
for money in delivery of 
outcomes, whilst also bringing 
innovation.

Text Text Text Text Text Text

Title
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Data
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A Perfect Payroll Storm

New legislative and HMRC reporting 
requirements will have a significant 
impact on the payroll operations of all 
employers. The introduction of Real 
Time Information (RTI) and Pension 
Auto-Enrolment (AE) will create a range 
of practical operational challenges, 
while making proper governance even 
more vital.

In light of these developments it is 
important that all employers objectively 
review their payroll provision and 
associated systems to ensure that they 
understand the implications and any 
operational challenges before it is too 
late. Such a review will enable your 
business to be ‘system ready’ both in 
terms of data readiness and for RTI and 
auto-enrolment compliance. The 
Charities sector of course covers such a 
broad range of employers that there is 
no set pattern to follow, nor any 
standardised approach or providers. 

These changes create the perfect 
opportunity for employers to critically 
assess their payroll operation; not only 
in terms of how well it currently meets 
the needs of their organisation, but also 
in line with the new statutory 
requirements. In our experience there 
are a number of key areas to consider, 
the relative weighting of each will vary 
to reflect the organisation’s specific 
circumstances:

•	 Operations and efficiency

•	 Cost effectiveness

•	 Flexibility and future proofing

•	 HMRC compliance

•	 Payroll data accuracy

 

Pensions Auto-Enrolment 

The Pension Reforms 
AE is just one element of the Pension 
Reforms introduced recently, and 
perhaps masks the longer term project 
plan. Phase 1 involves getting people 
into a pension scheme through the AE 
new mechanism and Phase 2 looks at the 
quality of pension schemes, with 
particular focus by The Pensions 
Regulator (TPR) on Defined 
Contribution schemes.

Interest in pensions and particularly the 
AE element has been boosted with high 
profile advertisements on TV and in 
print featuring celebrities such as the 
Dragons (Dragons’ Den) and Alan 
Sugar’s Apprentice aides.  

Paul Dixon

tel: 020 7213 2156
email: paul.j.dixon@uk.pwc.com

It’s great to see widespread interest in 
pensions and people engaging with their 
employers on the topic, particularly 
around more accessible language in 
pension material to help employees 
identify with and understand the 
pensions jargon. 

However, there is also prevalent concern 
that employees may now think that their 
retirement income is ‘sorted’, whereas the 
minimum contributions under AE may 
not provide adequate pension funding on 
retirement. This is where Phase 2 comes 
in and TPR have defined ‘quality’ through 
31 key features published in January 
2013, looking at principles such as those 
in the table below.

Key feature areas of TPR DC Principles

Organisation 
information and DC 
proposition 

Governance 
framework 

Contributions

Investments Charges and terms Retirement support

Member 
communications

Administration
Implementation 
(including operating 
auto-enrolment) 
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Preparing for AE
The legislation requires the workforce to 
be assessed and organised into different 
types of worker pools; this drives 
different rights for the workers and the 
employer’s obligations. 

Certain workers must automatically be 
enrolled into a qualifying pension 
scheme, and complexity is introduced 
with new definitions to those that 
payroll and pensions teams are 
currently familiar with. Every employer 
will have a staging date specific to the 
size of their largest PAYE scheme (see 
table below) with the larger employers, 
those with 6,000 or more employees, 
having already staged.

Depending on the type of worker, 
contributions must be made to the 
scheme at minimum rates, which start 
off reasonably low at 2% (minimum 1% 
employer contributions) but increase to 
a total contribution from 1 October 2018 
of 8% (minimum 3% employer). 

Key questions in determining your 
strategy may include “do I currently 
offer a Qualifying Pension scheme?”, 
“what level of contributions can the 
business afford?” and “has this 
additional cost been included in our 
budgets and forecasts?”

But AE represents more than just an 
extra pension cost – it is a major 
operational challenge for employers. 
Deciding which approach to use can be 
daunting, and to help employers we 
have developed a methodology called 
the ‘Seven Pillars of Auto Enrolment 
operational effectiveness’ to assess 
whether they have a compliant and 
effective solution in place to manage the 
challenges that lie ahead.

1.  Worker assessment – identification 
and categorising each worker

2. Contributions – taking account of the 
varying statutory requirements

3. Communications – introducing a 
process for the strict requirements in 
an effective and cost efficient manner

4. Ongoing monitoring – regular 
monitoring to identify changes in 
circumstances eg temporary 
increases in pay

5. Scheme membership changes – 
effective processes covering those 
workers who opt out, leave the 
scheme, op in and so on

6. Compliance – evidencing compliance 
with AE to avoid penalties

7. Record keeping – accurate and 
efficient recordkeeping systems must 
be in place to capture and retain key 
pieces of information.

Employer size by reference to 
PAYE reference

Staging Date

4,100 – 5,999 01 May 13 

4,000 – 4,099 01 Jun 13 

3,000 – 3,999 01 Jul 13 

2,000 – 2,999 01 Aug 13 

1,250 – 1,999 01 Sep 13 

800 – 1,249 01 Oct 13 

500 – 799 01 Nov 13 

Less than 500 01 Jan 14 to 2017 



Charity News | 15

Our experience
From our experience of assisting larger 
employers who have already staged, we 
have observed opt out rates far lower 
than forecasts and projections initially 
suggested. In fact, there has been a 
general consensus that the average level 
of opt-out for the auto-enrolled population 
has been around 10%. Perhaps this is 
due to the level of inertia with the 
automatic enrolment of individuals 
rather than relying on them having to 
take any action – conceivably indicating 
success for the project to get more 
people into pensions.

It is important to note that 
communication with employees can play 
a significant role in determining the 
opt-out level – employers who have 
sought to engage workers have had 
considerably different experiences to 
those who have just used the statutory 
notices. Linked to this, it is important to 
get the most out of your providers as 
possible and we strongly advocate 
gaining a full understanding of what is 
available before jumping to a chosen 
provider.

If there is one overall message coming 
out from those employers who have 
already staged it, is that you cannot start 
preparing for AE too early.

Real Time Information
The new PAYE reporting system, known 
as RTI, started on 6 April 2013. It is the 
biggest change to PAYE since its 
inception and will support the Universal 
Credit system to be introduced from 
October 2013.

RTI aims to improve the operation of 
PAYE for employers, employees and 
HMRC and reduce the administrative 
burden on employers. However, in the 
first instance there are many challenges 
to think about, including cleansing of 
payroll data, understanding when 
things need to happen and accounting 
for payments outside of the full payroll 
run, such as international assignees. 
There’s also a new language for payroll 
teams to learn, including Full Payment 
Submission (FPS), Employer Payment 
Summary (EPS) and Hash Tags to name 
but a few.

HMRC has written to all employers 
informing them of their RTI start date. 
For those with less than 5,000 employees 
this is in April or May, and for all other 
employers, sometime in June, July or 
August. Employers will report PAYE in 
real time from their first pay day on or 
after their allocated start date, and on or 
before each payment to their employees 
thereafter. This replaces the previous 
annual end of year reporting system 
through forms P35 and P14.

HMRC have been running a pilot scheme 
with employers of all sizes and across 
industries since April 2012, and have 
also worked with a large number of 
payroll providers to ensure that support 
is available for employers. Indications 
are that this has been successful though 
as with auto-enrolment early 
preparation is key.

From what we have seen HMRC is taking 
a pragmatic approach to the introduction 
of RTI, and this will be a relief to many 
employers short on resource and having 
to manage the ‘business as usual’. This is 
evidenced by HMRC’s announcement 
that there will be no in-year late filing 
penalties for the first year.

“Employers must ensure that their 
payroll systems and operations are 
fully prepared and capable of meeting 
the additional requirements placed 
on them”
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PwC’s Charity News continues to be green 
Many of you will have received this edition of Charity News in electronic format; thank you for helping us to reduce our 
impact on the environment. We hope that more of our readers will switch to receiving an electronic copy in the future.  
We will, however, continue to mail printed copies to those of you who prefer this format.

Managing in a Downturn

Managing in the ‘New Normal’ – 
Adapting to uncertainty 
March 2013

Charity News
Lessons to be learnt: learning from 
the mistakes of others 
November 2012

Thriving in the New Normal 
May 2012

Accounting, Tax & Sector Update  
January 2012

Seminars
PwC runs an exclusive seminar 
programme for charities, trustees of 
charities and non-executive directors.  
All our contacts who receive Charity 
News will automatically receive 
invitations to all our charity seminars.

All our seminars will be held at our 
More London or Embankment Place 
offices (addresses below), commence 
 at 4pm and are followed by drinks and 
nibbles. There is no charge for our 
seminars and CPD hours can be claimed.

We are currently planning our next 
seminar, due to be held in Autumn 2013. 
Details to follow soon.

PricewaterhouseCoopers LLP 
7 More London Riverside 
London  
SE1 2RT

PricewaterhouseCoopers LLP 
1 Embankment Place 
London 
WC2N 6RH

Contacts 
If you would like to know more or speak 
to one of our team, please contact:

Liz Hazell 
liz.m.hazell@uk.pwc.com 
020 7804 1235

If you want to enquire about seminars  
or would like to receive Charity News 
electronically, please contact: 

Lawrence Heming 
lawrence.m.heming@uk.pwc.com 
020 7213 4592

Recent charity news and seminars


