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making a gain or causing a loss or risk

of loss (of money or other property)

to another.

The Act also creates a new offence of

obtaining services dishonestly and of

possessing, making and supplying articles

for use in frauds. The Fraud Act 2006 is

available from www.legislation.gov.uk. 

In Scotland, fraud is dealt with under

common law and can be committed when

someone achieves a practical result by the

means of a false pretence with an intention

to deceive. The crime of ‘uttering’ occurs

when someone tenders ‘as genuine’ a

forged document with the intention to

prejudice (defraud) another person.   

Fraud against charities
According to latest estimates, fraud costs

registered charities in England, Wales and

Scotland approximately £1.1 billion a year

or 1.7% of their annual income.1

Fraud and financial crime (which can

include bribery and corruption, money

laundering, and theft, as well as other

crimes) can occur at any point within the

charity’s operations from income

Overview
The purpose of this factsheet is to:

• provide an overview of the nature and
extent of fraud committed against
charities in the UK; 

• summarise the main legal and regulatory
requirements for registered charities to
have internal controls in place to manage
the risk of fraud and financial crime; 

• explain the role of the internal auditor
in providing assurance over the
management of fraud risk; and

• direct readers to further sources of best
practice guidance and advice.  

This factsheet is primarily aimed at internal
auditors working within the charity sector,
but it will also be useful to others
(including staff and volunteers) working
within the not-for-profit sector with
responsibility for organisational oversight
of risk management and internal control. 

Introduction
Charities form an important part of the
not-for-profit sector in the UK. The sector
comprises a diverse range of non-
governmental organisations that do not
distribute surplus funds to their owners
or shareholders and include (but are not
limited to) voluntary and community
groups, social enterprises and charities
(both registered and unregistered).

There are approximately 186,000 charities
registered with the Charity Commission 
for England and Wales and the Office
of the Scottish Charity Regulator. These

charities (and their trustees) must comply

with a number of legal and/or regulatory

requirements set out in charity law and

other relevant legislation where applicable.

For example, charitable companies must

also comply with company law.

This factsheet considers the obligations that

rest upon registered charities. However,

some charities in England, Wales and

Northern Ireland are not required to be

registered with a charity regulator. These

charities do not need to meet the same

requirements although it is considered

good practice for them to do so. 

What is fraud?

Fraud is the deliberate use of deception

and dishonesty to deprive, disadvantage

or cause a loss (usually financial) to another

person or party.

Under the Fraud Act 2006, fraud can be

committed in one of three ways in

England, Wales and Northern Ireland, by:

• false representation;

• failure to disclose information; and

• abuse of position with the intention of

Fraud and charities: the role of internal audit
Internal audit can play a valuable role in providing assurance over the adequacy of fraud risk
management in charities. Organisations that are not large enough to have a dedicated internal
audit function can also benefit from considering fraud and financial crime from the internal
auditor’s perspective. 

Country Status of charities

England and Wales In England and Wales charities with an annual income of less than
£5,000 do not need to register. www.charity-commission.gov.uk.

Northern Ireland In Northern Ireland charities are not yet registered. Registration
is due to commence in 2013. www.charitycommissionni.org.uk.

Scotland In Scotland all charities must be registered with the Office of the
Scottish Charity Regulator. www.oscr.org.uk.

1 National Fraud Authority (2012) Annual Fraud Indicator. www.homeoffice.gov.uk. 
2 National Fraud Authority (2012) Annual Fraud Indicator. www.homeoffice.gov.uk. 
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generation through to the disbursement
of charitable funds. However, the types of
fraud and levels of exposure differ between
charities, and charities need to be aware of
the risks to which they may be vulnerable.

Fraud can be committed by:

• someone involved in the charity
(‘internal’ fraud)

• a person or persons not directly involved
in it (‘external’ fraud), or 

• a combination of both in collusion with
one another. 

The main types of reported fraud and
financial crime affecting the sector are
set out in chapter three of the Charity
Commission’s Compliance Toolkit: Protecting
charities from harm. Recent research has
found that the most common types of
fraud are payment fraud, employee/
volunteer fraud, and cyber-enabled fraud.2

Trustee duties
Trustees of registered charities have ultimate
responsibility for the governance of the
charity, its management and administration.
The roles and responsibilities of charity
trustees are set out in the Charity
Commission’s The Essential Trustee:
What you need to know (CC3) and the
Office of the Scottish Charity Regulator’s
Guidance for Charity Trustees.

Trustees have a duty to safeguard their
charity – its funds, assets and other property
– against fraud and financial crime as well
as other forms of misuse and abuse to
ensure its resources are used for its charitable
purposes and intended beneficiaries.
As part of this, trustees are expected to:

• review, assess and manage the risks
arising from fraud and financial crime; 

• make a statement about risk
management in their trustees’ annual
report and/or include a description of
their principal risks (where applicable); 

• report known or suspected incidences of
fraud and financial crime to Action Fraud
or the police as well as to the relevant
charity regulator (where applicable).

Trustees may delegate some aspects of
fraud risk management to staff and/or
volunteers, such as the internal audit
function where one exists, but remain
collectively responsible for it. 

The charity sector has issued guidance on

Charity Fraud: A guide for the trustees and
managers of small charities, available from
www.cfg.org.uk. Further guidance is also
available from the relevant charity
regulator. 

Fraud risk management
Previous research commissioned by the
Fraud Advisory Panel found that almost half
of all detected fraud is discovered through
a charity’s internal controls or audit
processes.3 Yet a significant proportion of
charities surveyed (particularly smaller
ones) did not have any common anti-fraud
policies and procedures in place – such
as an anti-fraud policy, a risk register that
included fraud or a fraud response plan.

Establishing a framework for fraud risk
management and a robust system of
internal financial control can help charities
to reduce the risk of loss through fraud and
financial crime. The key elements of good
fraud risk management are:

• prevention

• detection

• response.

The Charity Commission has issued
guidance on Internal Financial Controls for
Charities (CC8) and Charities and Risk
Management: A guide for trustees (CC26)
including a self-assessment checklist, a risk
management model and a risk register
template. Chapter three of its Compliance
Toolkit: Protecting charities from harm also
provides practical advice on fraud risk
management and how to deal with actual
and suspected fraud. All are available from
www.charity-commission.gov.uk.

The Institute of Internal Auditors, American
Institute of Certified Public Accountants
and Association of Certified Fraud
Examiners have published guidance on
Managing the Business Risk of Fraud:
A practical guide, available from
www.aicpa.org. 

The Fraud Advisory Panel has issued a
series of Fraud Facts covering fraud risk
management, fraud detection, fraud
indicators and fraud response plans,
available from
www.fraudadvisorypanel.org.  

The Charities Internal Audit Network
(CIAN) has issued a Guideline Fraud
Response Plan which sets out a
recommended approach for conducting

fraud investigations, available from
www.cianonline.org.uk.

Role of internal audit
The role and responsibilities of the internal
auditor in relation to fraud are set out in
the International Standards for Professional
Practice of Internal Auditing 1210.A2,
1220.A1, 2060, 2120.A2 and 2210.A2.
Supplementary guidance is contained in
the Chartered Institute of Internal Auditors’
Fraud Position Statement.

It is not the primary role of the internal
auditor to detect fraud. According to the
Fraud Position Statement the role of the
internal auditor should be to provide
‘independent assurance on the
effectiveness of the processes put in place
by management to manage the risk of
fraud.’4

Internal auditors must, therefore, exercise
due professional care by evaluating the
potential for the occurrence of fraud and
how it is managed as part of every audit.
This may include the review of fraud
prevention controls and detection
processes and making recommendations
about how to improve these with particular
regard to the charity’s internal financial
controls and risk management processes. 

Internal auditors are also sometimes
expected to perform additional activities
that are ancillary to their primary role and
responsibilities in respect of fraud, such as
managing or leading investigations into
allegations of suspected fraud. This may be
particularly the case where no dedicated
fraud function exists within the
organisation. 

In these circumstances internal auditors
should be mindful of standard 1210.A2,
which states ‘internal auditors must have

3 Fraud Advisory Panel (2009) Fraud in the Charitable Sector. www.fraudadvisorypanel.org.
4 Chartered Institute of Internal Auditors (2003) Fraud Position Statement.

Charities can sometimes be used by
others as a vehicle to commit fraud
against donors and beneficiaries.
Charities that work with vulnerable
people should be aware of s4 of the
Fraud Act 2006 (‘fraud by abuse of
position’) and consider the risk of
financial abuse to their beneficiaries and
how to safeguard against this. Also see
the Charity Commission’s Strategy for
Dealing with Safeguarding Children and
Vulnerable Adults Issues in Charities,
available from www.charity-
commission.gov.uk.
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sufficient knowledge to evaluate the risk
of fraud and the manner in which it is
managed by the organisation, but are not
expected to have the expertise of a person
whose primary responsibility is detecting
and investigating fraud’. 

Internal auditors should ask themselves a
number of key questions when assessing
their level of knowledge about fraud and
the risks it poses to their organisation.
For example:

• Do you understand what behaviour
constitutes a ‘fraud’ and what the
common ‘red flag’ indicators (financial,
behavioural and procedural) are? 

• Do you ensure that management
monitor the level and extent of fraud
committed against the organisation?

• Do you periodically review and assess
the fraud risks affecting the organisation,
especially during change or new
implementation projects?

• Do you assess the level of training
provided to trustees and staff to raise
awareness of fraud issues?

• Do you have a clear strategy for auditing
fraud? Does it form part of a formal fraud
audit programme and is it included
within the scope of every audit
undertaken?

• Do you take into account the IIA
international standards and the IIA UK
position paper on fraud?

Further guidance is available from
www.iia.org.uk and www.theiia.org. 

Further information

Association of Charitable Foundations

www.acf.org.uk

Charities Internal Audit Network

www.cianonline.org.uk

Charity Commission for England and Wales

www.charity-commission.gov.uk

Charity Commission for Northern Ireland

www.charitycommissionni.org.uk

Chartered Institute of Internal Auditors

www.iia.org.uk 

Fraud Advisory Panel

www.fraudadvisorypanel.org 

Office of the Scottish Charity Regulator

www.oscr.org.uk

The Institute of Internal Auditors

www.theiia.org

Fraud Advisory Panel, Chartered Accountants’ Hall, PO Box 433, Moorgate Place, London, EC2P 2BJ.
Tel: 020 7920 8721, Fax: 020 7920 8545, Email: info@fraudadvisorypanel.org.
Registered Charity No. 1108863
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