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Welcome to our latest charity newsletter

September saw the Fundraising Regulator publish the names and 
details of investigations into 10 charities and agencies, including 
many household names. This year, the Regulator changed its 
approach saying that, in line with the Charity Commission, it 
would name those involved in investigations. These are the first 
batch of reports to be published since then, with seven out of the 
10 investigations concluding that there had been a breach of the 
Code of Fundraising. So far, so good (or bad).

Reading through the complaints investigated, and their outcomes, 
is a worthwhile exercise. Every charity could probably learn 
something from the findings. However, I question whether it 
is completely fair to share all the information, or indeed name 
the charity in each case, particularly when the findings are 
unsubstantiated.  

To give you a flavour of specific examples where the named 
charity was ultimately exonerated:

1)     A charity set up a direct debit and followed the appropriate 
welcome procedures and refunded the donations when asked 
to do so

2)   A charity was found not to have misinformed the public on the 
availability of face to face services for beneficiaries

3)   A charity correctly removed gift aid from a donation as it wasn’t 
eligible (although didn’t tell the complainant that they had done so)

These examples are generally positive findings of appropriate 
actions by charities. There are others where charities did fall 
short, and I wouldn’t want to trivialise the issues but even here  
the claims are not at the extreme end of fundraising complaints. 
I feel a bit sorry for those that have been cleared of any 
wrongdoing. By appearing in the publication, does being 
complained about unfairly give you a bad name by association?

We can learn from the findings but I question whether we need  
to know the name of the charity in these cases, especially when 
they seem to have followed appropriate processes.

There is a lot going on and no shortage of things to write about, however, in this issue I would like to focus on some recent reporting 
by the Fundraising Regulator.

For a while now, we have become familiar with a heightened regulatory regime which shows no sign of stopping. Remember, the new 
code on fundraising came into effect from 1 October 2019 and requires charities to treat people with respect, explain their cause in 
a way which does not mislead, and is sensitive to people who may be in vulnerable circumstances. I think we would all agree that 
holding organisations to account for poor practices (and worse) is the right thing to do and a ‘name and shame’ culture is part of that 
approach. I am comfortable that by doing so we can all learn from the more 'high profile' scandals to improve what happens within all 
charities. Hopefully, we will be better placed to be more risk aware and prevent similar things happening so that we can continue to 
support the good causes we care about.

D U N C A N  L E S L I E
PA RT N E R  &  H E A D  O F  C H A R I T I E S
duncan.leslie@pkf-francisclark.co.uk

BUT WHERE WILL IT ALL END? 



Building on the firm’s ranking as the top regional audit 
firm for charities in the latest Charity Finance Audit 
Survey, we are now delighted to announce that we act 
for six of the top ten largest South West charities.

For the first time, the recently released Western 
Morning News Annual Business Guide features a 
league table of the top 10 charities in the South West. 
Together, these 10 charities alone support around 
3,000 jobs and make an enormous impact on their 
beneficiaries and the community as a whole.

It seems fitting that in our centenary year, when we 
hope to reach our biggest ever charity fundraising 
total, we should receive this recognition for the work 
we are doing with our not for profit clients. PKF Francis 
Clark is very proud to act as professional advisers to 
some of the best known charities in the region and as 
a firm we are hugely committed to our not for profit 
clients, both large and small.

PKF FRANCIS  CLARK ACTS FOR 
S IX  OF THE TOP 10  LARGEST 
SOUTH WEST CHARIT IES 

S U P P O R T I N G  O U R 
C H O S E N  C H A R I T I E S

To mark our centenary year, we have been supporting two 
children hospice charities, Children’s Hospice South West 
(CHSW) and Julia’s House.

Both charities provide palliative, respite, end-of-life and 
bereavement support for life-limited and terminally-ill children 
and their families. CHSW runs three hospices in North Devon, 
North Somerset and Cornwall, while Julia’s House runs two 
hospices in Devizes and Bournemouth.

CHSW was founded by Jill and Eddie Farwell in 1991 after 
spending many years travelling to a hospice in Oxford with 
their own two life-limited children. They rallied support and 
were able to open Little Bridge House, near Barnstaple, in 
1995, instantly providing support for up to 200 families in the 
South West with life-limited children. The charity’s second 
hospice, Charlton Farm in Wraxall, Somerset, opened its 
doors in April 2007, while the third, Little Harbour in St Austell, 
opened in 2011.

PKF Francis Clark’s Poole and Salisbury offices will be 
collaborating to raise funds for Julia’s House, a charity based 
in Dorset and Wiltshire that is dedicated to bringing comfort 
and care to families across the two counties.

Funds raised throughout the year will be equally split 
between the two charities and as part of the centenary 
celebrations, the firm has pledged to match the fundraising 
efforts.

So far this year, our offices have carried out a number of 
activities including skydives, monthly dress-down days, 
payday breakfasts, a corporate netball tournament, 5k runs, 
bake offs, a 100 minute cycle challenge, sweepstakes, cream 
teas and raffles.



G R O U P  T H I N K I N G

WHY SHOULD WE SET UP A SUBSIDIARY? 

Non-charitable activities  
To protect the charitable tax status of the charity, trading activity 
should be routed through a subsidiary (although there is an 
exemption if trading income is less than £80,000, if your total 
income is over £320,000).

 Charitable activity outside the specific objects of the charity 
Activities which might fall within the definition in the Charities Act 
2011 may still be outside the charities existing objects and may 
need to be routed through a subsidiary in the short term (until the 
objects are revised as appropriate).

Manage risk  
Even where activities fall within the existing charitable objects, 
it may be necessary to ring-fence a particular activity or project 
through a subsidiary if the financial consequences of failure could 
significantly impact other existing activities.

Protect VAT position  
It may be necessary to route a supply through a subsidiary to 
protect the input VAT recovery position in the charity (separate 
VAT registrations).

HOW WILL THE TRADING SUBSIDIARY BE FUNDED?

Subsidiaries are rarely self-financing in the short term and will 
need some level of initial working capital. The charity will need to 
consider whether short/medium term (loan) or longer term (share 
capital) funding is needed.

CC35 trustees trading and tax, sets out the requirements that 
Trustees have to follow in order to make an investment (loan or 
share capital) in a subsidiary - this has to be justifiable as does 
any other investment of charity assets - e.g. loans usually need to 
be made at a market rate of interest. 

Loans should be formalised through a loan agreement setting out 
terms, interest, repayment, any security given by the subsidiary, 
and (where appropriate) any loan covenants.

The charity is not permitted to gift funds to the subsidiary or 
settle its debts (nor should it guarantee the debts of subsidiary). 

ACTIVITY BETWEEN THE CHARITY AND SUBSIDIARY 

A subsidiary may provide services to the charity or run activities 
on its behalf. We recommend that a service level agreement is 
put in place to formalise the arrangements between entities, 
including the basis of charging, which needs to be justifiable on 
normal commercial terms. 

For convenience, the charity and subsidiary may use shared 
services (e.g. one payroll operated by the charity covering 
both entities) with costs being recharged as appropriate. CC35 
requires a charity to make fair charges for use of its buildings, 
staff or assets by the subsidiary.

VAT - unless there is a group registration, the subsidiary and 
charity usually need to account for output tax on supplies as 
normal (e.g. supply of staff). Recovery of this VAT will depend on 
the VAT status of the ‘customer’ and care needs to be given not 
to create irrecoverable VAT. However, the use of joint contracts 
of employment, for example, can sometimes mitigate such issues. 
Group VAT registration may be the answer, but not if it impacts 
overall input VAT recovery. Group VAT registration also means 
joint and several liability for VAT due. 

External funders (e.g. grant providers) may not always understand 
the group structure (or even recognise that there is one). It may 
be necessary to seek permission of the funder to transfer funds 
between group entities. 

WHAT ABOUT GOVERNANCE?

 The directors of the subsidiary have their own duties under S172 
CA 2006 in relation to that subsidiary. It is not inconceivable 
that there could be conflicts of interest between the charity and 
subsidiary (particularly if boards have different risk appetites). 

Whilst the charity, as the member/shareholder of the subsidiary, 
ultimately has power to remove subsidiary directors, it is preferable 
to formalise the governance arrangements for dealing with 
potential conflicts at the outset.

A charity may look to protect its interests by appointing a number 
of trustees to the subsidiary board, however those trustees need 
to be mindful of their duties to each entity and the potential 
for conflicts. It may also be beneficial to have one or more 
independent non-execs on the subsidiary board.

Are the objectives of the subsidiary and charity sufficiently 
aligned? Consider benchmarking against the Charity Governance 
Code at both the charity and group level.

Agree how financial/other information will be reported from the 
subsidiary to the charity.

 How should the subsidiary be incorporated - shares, guarantee, 
an LLP? Each entity type has advantages/disadvantages. What 
about a subsidiary charity?

Charitable groups can be a complex area and there can be significant consequences for a charity and its trustees if key issues are not 
properly addressed up-front. We set out below some of the key considerations for charities when thinking about group structures. 



...CORPORATION TAX? 

A trading subsidiary is potentially liable to corporation tax in 
the same way as any other company, however it may opt to 
make a gift aid payment to the charity (within nine months of 
the year end) to mitigate the potential tax liability on its taxable 
profits.

To make a gift aid payment, the subsidiary needs to have 
distributable reserves. Expenditure that is ineligible for 
deduction under corporation tax can cause issues. In particular, 
care needs to be taken when purchasing fixed assets in a 
subsidiary, as ineligible depreciation results in a taxable profit 
which is higher than accounting profit.

The gift aid payment may result in cash not ending up in 
the entity where it is needed. Circular arrangements are not 
permitted however, and any passing back ‘down’ of funds 
received from the subsidiary will need to be done in line with 
the CC35 requirements (which may be potentially difficult to 
justify). 

...REPORTING?

 The thresholds that apply for charity audits also apply to the 
requirement to prepare consolidated financial statements 
(income exceeding £1 million, or exceeding £250,000 and 
gross assets over £3.26 million) which show the results of the 
group as a whole.

Narrative reporting in consolidated financial statements needs 
to be considered carefully, but it is also an opportunity to 
explain to the reader the reasons for the group structure and 
how the subsidiary is ultimately helping the charity to deliver 
on its objectives.

Please get in touch with your usual PKF Francis Clark 
contact to discuss any aspects of charity group structures 
including those outlined in this article. 

NEIL HITCHINGS
DIRECTOR 
neil.hitchings@pkf-francisclark.co.uk



PAY I N G  T R U S T E E S
A central tenant of good governance in 
charities is that trustees should make no 
personal gain from their position, which 
in most circumstances rules out paying 
trustees for undertaking the role. In the 
words of the Charity Commission "The 
concept of unpaid trusteeship has been 
one of the defining characteristics of the 
charitable sector, contributing greatly to 
public confidence in charities". 

But the question is starting to be asked:  
"is this principle still fit for purpose?"  

Trustees are permitted to be reimbursed 
for reasonable expenses and can, within 
constraints, be paid for providing services 
to the charity in other capacities. However, 
here we are looking at trustees being paid 
for their work as a trustee.

If a charity wants to pay a trustee in 
this way it must apply to the Charity 
Commission for express permission to 
do so. We see a number of the largest 
charities paying non-executive trustees 
with Charity Commission permission, so is 
this something that may filter down across 
the sector more widely in the future?

The debate is, in part, triggered by two 
of the hottest topics in the not for profit 
sector at the moment; accountability and 
diversity. 

ACCOUNTABILITY

Recent charity collapses and scandals 
have resulted in an increased focus on 
governance and accountability, with Kids 
Company often quoted as a starting point 
for this. Board members were roundly 
criticised for the lack of challenge and not 
fulfilling their duties.

But what expectations are reasonable 
for someone undertaking a role on a 
voluntary basis? 

Some trustee roles are now quite onerous, 
for example, the time commitment and 
complexity of matters expected to be dealt 
with by a trustee of a large academy trust 
with Board responsibility for an area such 
as HR, are likely to be significant. With 
increasing demands, and the public fall 
out when things go wrong, there may be 
a risk that charities will be unable to find 
sufficient suitable candidates to take on 
the roles on an unpaid basis.

DIVERSITY

We recently surveyed our charity clients 
and the majority of trustees are retired 
and of above average income. This could, 
in part be, because other people who 
would broaden the diversity of the board 
cannot afford to give the time without 
financial compensation. Perhaps a paid 
role position would engage people who 
had previously not considered taking on 
a trusteeship but have valuable skills or 
insights to bring to the charity.

WHY NOT PAY TRUSTEES?

Given the pressures on accountability and 
diversity and the increasing instances of 
larger charities taking this step, why would 
the sector not wish to make a fundamental 
shift in this area? Under the current rules 
the motivation of trustees is not really in 
question. Whilst some may get involved 
to gain experience for their CV or to tick 
a corporate social responsibility box at 
work, the vast majority of trustees are 
involved in causes close to their hearts, 
motivated by furthering the work of the 
charity. Allowing payment could muddy 
the perception of those motivations, and 
in addition:

•   It could result in a ‘two tier’ charity 
world, where those charities with  
lots of funding are able to attract 
trustees through payment,  
leaving charities with tighter  
funding struggling to recruit

•   It is easy to see that rates could  
easily escalate over time, even if 
payments started at a relatively  
modest rate

•   How would donors feel about  
Trustees being paid? The proportion  
of donations reaching the charities 
beneficiaries is a key concern for  
donors and it may make the funding 
pitch more difficult if trustees are paid

•   For those charities that rely on 
volunteers more generally for delivering 
their purpose, is it reasonable for 
trustees to ask people to volunteer in 
other roles if they will not volunteer 
themselves?

•   Whilst payment may attract more 
candidates, it is likely there are many 
other factors that result in the lack 
of diversity, and other steps such as 
timings of meeting, advertising and 
process of the trustee recruitment 
process and creating a less daunting 
environment may have more impact. 
Payment may not resolve the diversity 
challenges.

Whilst the increasing responsibility of the 
role is, in some cases, making it harder 
for charities to recruit suitable trustees, 
there is concern in much of the sector that 
professionalising the role could have a 
negative impact overall. 

If you have particular circumstances it is 
worth remembering that you can apply to 
the Charity Commission to pay a trustee 
(for example in a turnaround position) but 
a wider change is probably unlikely in the 
near future.

SHARON AUSTEN 
PARTNER 
sharon.austen@pkf-francisclark.co.uk



IR35 IMPLICATIONS OF 
PERSONAL SERVICE 
COMPANIES ENGAGED 
BY NOT FOR PROFIT 
ORGANISATIONS 

If a not for profit organisation 
engages with either self-
employed contractors or the 
personal service companies of 
contractors, there is a risk that 
HMRC may ask to review the 
working practices to establish 
whether there is an employment 
relationship between the 
parties. The risks associated 
with engaging self-employed 
individuals is long standing, but 
historically the risk by engaging 
with personal service companies 
was not the organisation's, but the 
personal service company itself.

New legislation is being 
introduced from 6 April 2020, 
and whilst most of the press focus 
has been on profit motivated 
companies, these changes also 
apply to charities and not for profit 
organisations. The new legislation 
will mean that under certain 
circumstances the responsibility 
for determining the IR35 will shift 
to the not for profit organisation. 

If the not for profit organisation 
is considered not to be small 
then the responsibility to 
determine the IR35 position of 
the personal service company, 
as well as the responsibility to 
withhold any tax due, rests with 
the not for profit organisation. 
The definition of small is based 
on the audit threshold, if the not 
for profit organisation is either 
a UK or overseas company or 
LLP. Broadly, if two of the three 
below criteria are met then 
the organisation will not be 
considered small and will be 
within the scope of the new rules;

•   Annual turnover - not more than 
£10.2 million

•   Balance sheet total - not more 
than £5.1 million

•   Number of employees - not 
more than 50

The draft legislation proposes that 
a simplified test for non-company/
LLP unincorporated entities, such 
as partnerships, will apply to the 
organisation if it has turnover 
exceeding £10.2 million. 

With six months until the 
legislation is due to take effect, 
steps should be taken now to 
ensure;

•   The contractor population is 
being identified

•   Sufficient processes and 
procedures are in place to 
gather the information needed 
to make an informed IR35 
decision

•   Who within the organisation 
is best placed to make that 
decision 

•   What steps need to be taken 
once a decision is reached 

If you have any concerns on 
the impact of the proposed 
legislation, please do not 
hesitate to get in touch with Scott 
Campbell or Kayleigh Everson for 
further advice and support. 

SCOTT CAMPBELL 
TAX SENIOR MANAGER 
scott.campbell@pkf-francisclark.co.uk

KAYLEIGH EVERSON 
TAX MANAGER 
kayleigh.everson@pkf-francisclark.co.uk

IR35 - terminology used to 
determine the employment 
status of contractors who are 
engaged via their own personal 
service company.





T H E  N AT I O N A L  M A R I N E  A Q U A R I U M

Located on the eastern side of Sutton Harbour 
and facing Plymouth’s historic Elizabethan 
Barbican quarter is the National Marine Aquarium 
(NMA), the largest aquarium in the UK.

Now over 20 years old, this long-standing PKF 
Francis Clark client houses over 4,000 marine 
animals and has around 280,000 visitors each 
year, making it one of the most significant 
attractions in the South West. 

The NMA is far more than just a tourist attraction. 
Run by the Ocean Conservation Trust, a charity 
which aims to connect people with the ocean, 
the NMA is dedicated to research, education 
and conservation. It was conceived as a natural 
progression from the world renowned marine 
research already performed in Plymouth and 
research remains a major activity at the NMA itself.

There is an outstanding team who use the marine 
environment as an engaging platform to capture 
the imagination of learners of all ages. They have 
forged a reputation for excellence in informal 
education delivering fun and interactive learning 
experiences both in the aquarium and in schools, 
with a programme which has been developed to 
support curriculum-based learning at all levels. 
Alongside this, there is also an outreach learning 
programme bringing the Charity’s message to all 
parts of the UK.

The Ocean Conservation Trust has a global reach 
and a clear mission focused on protecting and 
restoring the world’s oceans. Its unique approach 
encourages positive behaviour changes that will 
help people to understand the wonders of the 
ocean, while the NMA tells the story of the ocean 
and the challenges it faces, through a journey 
around the world.

Ocean Conservation Trust and NMA Chief 
Executive, Roger Maslin, conveys the passion for 
the ocean that drives the charity’s work. He said: 
“We are an ocean conservation charity doing a 
huge amount of good work all around the world.

“We have a lot of exciting plans, not just to 
improve the aquarium itself as a fantastic mecca 

for everyone to come and visit. We have got 
this amazing conservation project all about this 
wonderful grass call seagrass which sequesters 
up to 35 times more carbon than rainforests do.”

Inside the NMA itself, its spectacular Aquarium 
zones include:

•    Exploring the marine life in and around 
Plymouth Sound

•   A British Coasts zone highlighting sustainable 
fishing, marine protected areas and the 
importance of seagrass as well as the potential 
of renewable energy from the ocean

•   An Atlantic Ocean Zone boasting the largest 
and deepest aquarium tank in the UK at an 
impressive 2.5 million litres capacity and with 
some very big sharks to match

•   The Blue Planet Zone, an Australian inspired 
650,000 litre Great Barrier Reef exhibit 
showcasing some of the most colourful fish 
found in the ocean

The National Marine Aquarium has been a client 
of PKF Francis Clark for 10 years. Not only have 
we provided audit services but we have assisted 
with analysis on Gift Aid and restructuring plans 
to make the most out of the charity. “The recent 
support of our fundraising activities included 
not only how to shape the programme but also 
being a supporter of the event itself. We raised 
over £60,000 that night and their help was very 
instrumental in making it a great success.” said 
Roger.

“We wanted a professional and stable partner 
which is really important for our own governance. 
PKF Francis Clark is a tried and tested firm who 
offered many things over and above auditing. It 
is very useful having a trusted friend to discuss 
ideas with.

 “We are very much looking forward to a very 
exciting future and a long-term partnership with 
PKF Francis Clark.”

C A S E  S T U D Y



N E W  C H A R I T Y  C O M M I S S I O N  “ R E V I TA L I S I N G  T R U S T S ”  
P R O G R A M M E  G U I D A N C E  I S  L A U N C H E D

As part of the Government’s Civil Society Strategy this amount 
was identified as being held (unutilised) in dormant charity 
accounts. As a result, the Revitalising Trusts programme was 
launched late last year and so far £10 million has already been 
released.

The programme aims to help charities who find it hard to spend 
their income on public benefit. As well as support with this, 
trustees can also get assistance from the programme if they are 
finding it hard to:

• Recruit new trustees
• Identify beneficiaries
• Find time to run the charity

There are various options open to a charity which finds itself in 
this situation, these could include:

• Transferring its assets to another charity
• Closing down, or ‘winding up’
• Changing its purposes to continue working more effectively

If you think your charity could be assisted by the programme you 
can get in touch with either UK Community Foundations (UKCF) 
or the Charity Commission. Alternatively, your charity may directly 
receive emails if it has not spent any money in the past five years 
or has spent less than 30% of its income in the past five years. 
The Commission has in fact written to over 1,000 charities in this 
situation, asking them to seek support.

If you have any queries relating to the above, or other questions 
regarding your charity, please get in touch with one of our 
specialists within the sector.

The Commission has recently issued guidance for inactive or ineffective charities and it hopes to release a total of £20 million into the 
sector by March 2020. 

LOUISE BRIDGETT 
DIRECTOR 
louise.bridgett@pkf-francisclark.co.uk



C Y B E R  S E C U R I T Y  I N  C H A R I T I E S

Last year, over one in five UK charities (22%)* experienced a 
cyber security breach, with almost 40% of those experiencing 
breaches as often as once a month. It is clear that when it 
comes to cyber-attacks, charities are no exception. A key risk 
for charities lies in the amount of personal data that they are 
processing which, in many cases, is also considered sensitive 
or ‘special category’ data. Loss or theft of this kind of data can 
have serious implications under GDPR and post-Brexit, the 
Data Protection Act 2018. Time and productivity can also be 
lost in the event of a breach as staff may be unable to work 
or have to spend time to help in dealing with the situation. On 
top of these there is also the potential reputational damage 
which can have a massive impact on the performance of 
charities which rely on trust.

The kinds of threats that charities are facing aren’t usually too 
sophisticated. A lot of cyber-attacks rely on exploiting people 
and manipulating them through methods such as phishing 
in order to defraud their victims. Charities relying on people 
getting in touch with them and supporting them and so tend 
to provide an ideal target which is more trusting when it 
comes to inputting account information. Phishing is the most 
common form of cyber-attack and the number of phishing 
attacks actually increased over 2018**. It is a low-skilled 
attack that is popular due to the minimal amount of effort 
required to carry it out alongside potentially high rewards.

Fortunately, there are new resources becoming available to 
charities free of charge. The Government’s National Cyber 
Security Centre (NCSC) has created a wealth of resources, 
including toolkits for boards and trustees, to help charitable 
organisations gain the insight that they need to protect 
themselves. They aim to break down some of the myths 

surrounding cyber security and provide easily accessible 
content that can be understood by everyone, raising the 
overall level of security across all charities and businesses. By 
following the NCSC's 10 steps to cyber security, organisations 
can help negate up to 80% of common cyber-attacks against 
them. There are also accreditations such as Cyber Essentials 
(a government backed scheme) designed to assess the 
application of cyber security controls in an easy to follow 
framework that allows organisations to both ensure that they 
maintain a high standard when it comes to protecting data, 
and showcasing this to others which can help to build trust.

PKF Francis Clark works with businesses and charities alike to 
deliver both training and technical support for cyber security. 
Keeping your people up to date can be just as critical as 
keeping your systems up to date as they are the gatekeepers 
when it comes to attacks like phishing. Cyber security can, at 
times, seem overwhelming, with new incidents appearing on 
the news being almost part of the daily routine.

If you have any concerns regarding cyber security or data 
protection, please feel free to get in touch with us for a chat  
at cyber@pkf-francisclark.co.uk, we’d be happy to help.

* Cyber Breaches Survey 2019
** Proofpoint Phishing Survey 2019

PETER LANNON 
CYBER PROTECTION ADVISER 
peter.lannon@pkf-francisclark.co.uk



It is no secret that these are difficult times 
for many charities. Sadly, right now a 
charity that has operated for almost 200 
years has been forced to close and placed 
into voluntary liquidation.

WHY DO CHARITIES BECOME 
INSOLVENT?

Charities can often become insolvent for 
reasons beyond their control, such as the 
withdrawal of government grants, falls in 
investment values, prospective donors 
simply giving less due to the present 
economic climate, or for unexpected 
reasons such as pension deficits (which 
affected the charity People Can, who went 
into administration seven years ago with a 
pension deficit of £17 million). 

There are two principal tests to determine 
whether any entity is insolvent:
1.   The entity cannot pay its debts as they 

fall due
2.  The value of the entity’s liabilities 

exceed the value of its assets

Of these two tests, a charity’s cash flow 
position is paramount. Any charity (or 
business) must obtain clear and reliable 
financial information, with regular cash 
flow forecasts. There have been charities 
that were balance sheet solvent on the 
accounts (due to assets such as buildings) 
but were simply running out of cash to 
operate. 

WHAT SHOULD A CHARITY DO IF 
FACING INSOLVENCY? 

It is important for trustees to explore 
different options and be ready to make 
difficult decisions at an early stage. These 
could be (but not limited to):
• Reduce future spending plans
• Cut down (or stop) some activities
• Seek alternative revenue sources
• Call an emergency appeal
• Diversify
• Downsize
•  Dispose of property or other assets 

(especially if related to an activity that 
could be cut or reduced)

•  Collaborate or merge with another 
charity with a similar aim

•  Discuss the charity finances with the 
bank advisers, particularly if secured 
loans are held against property

•  Review existing borrowing or loan 
facilities

• Potentially seek new facilities
•  Very importantly - plan for the 

consequences if the above are not 
successful and what the next steps 
should be. In the correct circumstances, 
this could be a pragmatic way to 
ensuring the charity's objectives 
continue for its beneficiaries

CAN A CHARITY STILL OPERATE 
WHEN INSOLVENT?

Should insolvency impend, it is important 
to remember the trustees' duties and 
focus should be transferred towards 
the creditors. Sometimes, charities can 
continue to operate but only with extreme 
care and appropriate advice.

ARE TRUSTEES PERSONALLY 
LIABLE FOR CHARITY DEBTS IN 
INSOLVENCY?

Trustees overseeing the objectives and 
finances of unincorporated associations 
or charitable trusts may face the risk of 
finding themselves personally responsible 
for the debts, should the body face 
insolvency.

Those trustees, in certain circumstances, 
may wish to consider taking out directors 
and officers (D&O) or trustee insurance. If 
a charity is unincorporated, the trustees 
may wish to take advice on converting to 
an incorporated entity.

However, directors of an incorporated 
charity (as with any company) have a duty 
to make sure they are not continuing to 
trade if there is no hope of recovery. They 
can even be ordered to contribute to 
the assets in a liquidation if they traded 
'wrongfully', i.e. trading when insolvent 
liquidation was unavoidable. 

Trustees could also be held liable for 
Insolvency Act offences if they continued 
to pay beneficiaries when there were 
outstanding creditors, or paid one 
particular creditor ahead of others. 
Therefore, trustees should address 
potential problems early to lessen loss to 
creditors and protect their own positions.

If you have any queries relating to 
this article, please contact one of our 
insolvency practitioners.

C H A L L E N G I N G  T I M E S

NICK HARRIS 
DIRECTOR 
nicholas.harris@pkf-francisclark.co.uk





T H E  I M PA C T  P E N S I O N S  H A V E  O N  C H A R I T I E S 

RECOGNITION IN THE FINANCIAL STATEMENTS 

The Charities SORP (FRS 102) requires defined benefit pension 
scheme liabilities to be reflected on the balance sheet and the 
movement in the year, including the actuarial gain/(loss) to be 
adjusted through the Statement of Financial Activities. As  
charities continue to report large pension scheme deficits, the 
significant liability can be alarming to untrained eyes.  

Whilst the year-end balance sheet position can be cause for 
concern, the more pressing matter that requires ongoing  
attention is the immediate effect on the entities cash flow, due to 
significant contribution rates which are usually above  
that suffered on defined contribution schemes. Employer 
contributions are determined by a tri-annual valuation of the 
scheme and are influenced by assumptions and investment 
performance that are outside of the entities control.

It is increasingly important that the trustees are communicating the 
associated risks, challenges and actions taken to combat these 
issues in their Trustees Report.

RESERVES POLICY AND ASSESSING GOING CONCERN

When assessing going concern, the organisation needs to 
consider its ability to meet the required payments and the impact 
on their cash flows. These should be factored into budgets and 
projections and may impact the reserves policy.

When setting the reserves policy and assessing going concern, 
trustees should consider the following;

•   Do current cash levels (when considering cash flow forecasts) 
provide sufficient assurance that the entity can meet its cash 
outflows with regard to the pension scheme? 

•   The unrestricted surplus for the year, and the impact that the 
year-end actuarial adjustments has on this number

•   Does the entity have net current assets and has the balance 
sheet position (excluding the defined benefit pension  
scheme) been considered?

Many charities will report a negative reserves position as a result 
of defined benefit pension scheme liabilities. The liability is 
driven by actuarial assumptions which vary each year, and reflect 
a snapshot at the year end. Therefore, the Trustees Report needs 
to include narrative to explain this.

Charities and academies are facing increasing challenges in managing and meeting obligations under defined benefit pension 
schemes. The impact of these schemes is significant.



RECENT CASES

Lloyds GMP

This case was concerned primarily with the 
requirement to equalise pension benefits for the 
effects of unequal Guaranteed Minimum Pensions 
(GMPs). The High Court ruled that a practice 
which allowed male and female pensions to rise at 
different rates was discriminatory. It ordered that 
arrears be paid to members whose GMPs were not 
treated equally.

McCloud

Pension changes made by the Government meant 
that younger judges and firefighters were moved 
to a defined benefit pension scheme that they 
claimed left them worse off. In 2018, the courts 
ruled in favour of the judges and firefighters and the 
Government will resume back payment of pension 
contributions.

These cases may impact future actuarial valuations 
of defined benefit pension schemes.

ACADEMIES FUNDING

The Government assessed the total cost to schools 
of the increase in employer contributions to the 
Teachers Pension Scheme from September 2019 to 
March 2020 to be £848 million and will be providing 
some funding through grant and supplementary 
funding. No funding will be available to independent 
schools.

SAM THORPE 
ASSISTANT MANAGER 
samantha.thorpe@pkf-francisclark.co.uk

Email, while being an efficient method of communication, is 
not inherently secure. It is the simplicity of email that makes 
it so widely used but this also means that an email is only 
as secure as the password on your email account and the 
sophistication of your email provider.

For instance, while most business solutions attempt to add 
a level of encryption around an email, many consumer (free) 
email systems do not accept such encryption. This makes 
them prime targets for 'man-in-the-middle' attacks, where an 
email can get intercepted and changed.

Consequently we strongly encourage that clients remain 
vigilant and cautious when opening any emails, attachments 
or links and especially when responding to any requests for 
your bank account details.

We recommend that you contact our office to verify our 
account details before transferring funds to our account or 
to HMRC.

We will not accept responsibility if you transfer money into 
an incorrect bank account.

CAN I TRUST LINKS IN EMAILS?

The link shown within an email may not always take you to 
the location it says it will. Most email applications will allow 
you to hover over a link and inspect the true destination, 
although this does not work on Smartphones. You should be 
able to identify the domain name (e.g. bbc.co.uk) as being 
relevant; if not then it may be an indicator that the link is 
malicious.

If in doubt verify the link separately via Google or by ringing 
the organisation directly, using a known number and not one 
given on the email.

EMAIL CYBER ATTACKS ARE SYMPTOMATIC OF A 
WIDER TREND

In today’s increasingly complex technological environment, 
new security challenges are constantly arising, making 
it harder for businesses to protect valuable intellectual 
property and business information against theft, damage 
and misuse. Cyber-crime is an ongoing critical business risk 
and though technology evolves to protect businesses, cyber 
criminals develop new ways to steal assets and identities 
and interrupt business activities.

WHAT CAN I DO TO PROTECT MY BUSINESS?

If your business was targeted today, would your cyber 
security protocols be sufficient to protect your valuable and 
sensitive company information? If you’re not sure, then the 
chances are that your business is not doing everything it can 
to avoid being a victim of the latest cyber scams.

However, there are practical ways that businesses can 
reduce the risk of cyber attacks and we can work with you to 
implement and maintain robust cyber security policies and 
procedures.

Contact our team of experts at cyber@pkf-francisclark.co.uk 
for further information and guidance.

E M A I L  C Y B E R  
AT TA C K S

It is important that entities perform regular reviews of 
the cash resources available to meet pension scheme 
payments and that the Trustees report contains 
adequate disclosure. Due consideration must be 
given to pension scheme requirements in setting the 
reserves policy and assessing going concern.
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CAN WE  
BE FRANK 
WITH YOU?
It is a time of huge uncertainty, with the world on  
the brink of previously unthinkable change. No-one 
knows exactly what the future will bring.
In the midst of all this, one man quietly sets up his  
own business in Devon, with an ambition to help  
others thrive in the midst of this very modern world. 
The year is 1919. The man is our founder, Mr Francis  
S Clark. He’s ‘Frank’ to everyone who knows him. 
One hundred years later and the world is as  
uncertain now as it was then. Huge challenges  
and opportunities are on the horizon just as they  
were a century ago.
We’re still here because we still share Frank’s original 
ambition, and those of the thousands of businesses 
we’ve helped since he started work a century ago. 
Talk to us if you’d like to be one of them. 

pkf-francisclark.co.uk


