AUDIT TAX ADVISORY

Forensic Accounting
Not for Profit

Although charities are particularly vulnerable targets for fraudsters,
many of the threats faced by charities can be significantly mitigated
by a well-functioning board of Trustees that proactively defends their
organisation against the threat of fraud.

In fact, Trustees of charities have a number of legal duties
geared towards this very purpose, for example:

1
To identify, prevent and
record to the Charity
Commission conflicts
of interest, e.g. financial
benefits.

3

2
To manage their
charity’s resources
responsibly.

To comply with their
charity’s governing
document and with
the law.

4
To act with
reasonable care
and skill.

Many Trustees, however, do not come from a legal background, and so are often unaware of
their statutory duties.
Even when Trustees are aware of their duties, they often delegate them to a third party in the belief that someone else
will take care of them. Some of the above responsibilities, however, are non-transferrable, and the general failure of
the Board of Trustees to discharge their responsibilities adequately leaves the door open for potential fraudsters.

At MHA, we regularly offer our clients tailor
made advice to minimise the chance of a
fraud occurring.
In addition to being familiar with their legal duties,
we advise that Trustees familiarise themselves with
the controls being used by their organisations to
counteract the threat of fraud.
We understand that not-for-profits operate tight budgets,
and can be reluctant to set aside funds dedicated to
deterring fraud.

Now, for tomorrow

The good news is that many effective control methods
do not cost anything. Such controls include:
•

Implementing segregation of duties so that no one person
has sole responsibility for the charity’s finances.

•

Implementing dual controls wherever possible, e.g. double
sign off for bank payments.

•

Regularly reviewing that suppliers’ standing data has not
been altered as to fraudulently redirect amounts due to
them elsewhere.

•

Preparing monthly management accounts and gaining an
understanding of what constitutes “normal” performance.
Any significant variances between budgeted performance
and actual performance should be investigated.

The Board of Trustees sometimes lack financial experience, which presents a problem in
terms of enforcing the above safeguards. If the level of financial expertise required is not
available internally within a charity, the Board of Trustees should consider paying for external
expertise in order to protect both the charity and themselves personally.
Even with robust control mechanisms in place, however,
it can be very difficult to fully eliminate the threat of fraud.
For this reason, those involved with smaller charities,
if they have not already done so, are strongly advised to
incorporate their organisation in order to limit the personal
liability of the Trustees to potential frauds. Once a fraud
has occurred, there are a number of further steps you can
take to mitigate the fallout.

The first few days after a fraud has been discovered are
a critical juncture, and how you react could determine
whether your charity will be able to survive the fraud and
continue to trade or will be forced to close. Your first
response should be to ensure that the charity’s funds
are secure, and not subject to further fraudulent activity.
Thereafter, you should report the fraud to the relevant
authorities (police, Charity Commission etc). Following
these initial steps, it may be advisable to seek legal help.

In the event of a fraud, we can assist with the following:

£

Reviewing systems and controls to ensure
they are robust to reduce the opportunity
for a fraud to reoccur.

Analysing large volumes of transactions
over several years in order to identify
suspicious activity.

Liaising with the Charity Commission,
Police, computer forensics and legal
professionals.
Detailing our findings in an expert report
that can be used during prosecution in
a court of law for both civil and criminal
cases.

£

Quantifying the method and scale of
the fraud, and identifying the perpetrators
involved.
Liaising with HMRC to negotiate a
settlement of any liabilities arising.

Assigning each case an expert witness
who is trained to testify in court when
required.
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