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Keeping Your Charity on the Right Track
Your month to month plan to better governance

Internal Audit/Internal 
Controls Reviews  8

Month
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Larking Gowen

What are internal controls?

How long has it been 
since your last review?

Do you need an internal 
controls review?

Has there been a 
change in risk?

Trustees have duties to safeguard charity assets 
and to ensure the best application of resources, 
and a good system of internal control is key to this. 
Sound internal controls reduce, but cannot eliminate 
entirely, the risk of loss through theft, fraud, bad 
decisions, error etc. 

In many charities, internal controls are well 
documented, however this exercise may have 
been undertaken a number of years ago, and not 
subsequently checked or updated.  

Since 2015, the annual return to the Charity 
Commission has included a tick box confirmation 
that the charity has considered its internal controls 
systems within the year. The fact that a charity 
has answered ‘No’ to this question will not be in 
the public domain, but may put you on the Charity 
Commission’s radar, especially if you answer ‘No’ 
on more than one consecutive occasion.  

If it has been more than a year since your last 
review, now might be the time to do one.  

An annual review is best practice and is expected 
by the Charity Commission, so the default answer 
is probably yes you need an annual review. The 
nature of the review will depend upon the size of the 
charity and its activities and complexity. For many 
charities, this is a routine process and follows similar 
procedures each year.  

Guidance from the Charity Commission (CC8) 
includes a checklist of matters to consider, however 
whilst it is a good starting point, this is a prescriptive 
list and is not a one size fits all solution. New 
activities, rapid growth, new income streams, and 
changes in staff all bring with them new risks which 
may indicate that a change in methodology and 
scope is required.  

When considering internal controls, risk should drive 
the discussion. Charities should update their risk 
register annually, therefore shortly after this would be 
a good time to consider how risks have changed and 
whether there are any potential gaps in controls.  
 
New offices or branches for example need closer 
supervision. If there are new income streams and 
activities there may be a need to control the relevant 
income and expenditure in a different way. Staff 
changes could mean that new employees are not 
fully aware of their responsibilities with regards to 
internal controls, in which case they may not be 
implementing them as intended.   

The internal controls review will be most efficient 
where it is tailored to the specific risks identified.

Sound 
internal 
controls 
reduce, 
but cannot 
eliminate 
entirely, the 
risk of loss 
through theft, 
fraud, bad 
decisions, 
error etc.
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What should an internal 
review cover?

Would you benefit from an 
internal audit department?

What do you do 
with the results?

Do you need to review 
everything each year?

Who is best to do this?

The internal control review should not just cover 
finance but also operations and governance. For 
example, it may cover trustee training, quality of 
records and information provided to trustees and 
controls over the detection and prevention of fraud.      

An internal control review should always cover any 
area of known weakness, for instance if there is a 
staff shortage which may reduce the capacity for 
segregation of duties.  

If your structure is complex then it may be worth 
considering having an internal audit function. 
This can be staffed by your own staff or can be 
outsourced. In practice, internal audit departments 
tend to be found only in larger charities. 

If you decide to appoint an internal audit function, 
you will need to consider an annual work plan which 
focuses on risk. This may form part of a three year 
cycle for example.   

In order to be fully objective, the internal audit 
function should be independent of the finance function 
and should report to the CEO and the Trustees.

Recommendations arising from the review should 
be formed into an action plan which should be 
reported on, or followed up, at each board or finance 
committee meeting. This will ensure that the exercise 
enables your organisation to improve and evolve its 
controls over time. 

You will also be able to tick the relevant box on your 
annual return to the Charity Commission. 

You should decide if you want to review all areas 
of control annually (e.g. bank accounts, income 
recognition, expenses, credit card controls, payroll, 
controls over fixed assets etc.), or whether you 
would prefer to review on a completely risk based 
approach (only looking at areas identified in the risk 
assessment) or a combination of the two (e.g. risk 
areas plus other areas on a revolving basis). It will 
be necessary to come up with a scheme of work 
which is agreed between senior management and 
the Trustees.   

It can be done in house by a member of the finance 
team, or a peer from another department.

Another option is to use an external consultant. This 
could be your external auditor or others with relevant 
experience. Although this may result in a cash outlay, 
you will not be diverting your own staff resources for 
a sustained period of time. Another benefit of using 
an external consultant is that they bring experience 
of best practice which they have seen elsewhere.    

Checklist for the month

Ensure they are familiar with the Charity Commissions guidance 
on internal controls – CC8 Internal financial controls for charities 
www.gov.uk/government/publications/internal-financial-controls-
for-charities-cc8

Review the documentation of their internal controls and ensure 
it is up-to-date. 

Review their risk register and ensure the internal controls in place 
are appropriate to manage the risks identified. 

Ensure that consideration of the monitoring and review of internal 
controls is included as a board meeting agenda point at least 
annually. This process will drive the review you undertake.  

Document the process, including within board minutes.

If you have any questions arising from this article or 
would like to speak to a member of our team about 
how we can help. Please get in touch with your local 
MHA member firm.

Where can I get 
more information?

More information on the Charity Commission guidance can be found in 
their publication CC8 – Internal Financial Controls for Charities. This can 
be downloaded from the Charity Commission website 

www.gov.uk/government/organisations/charity-commission

along with their suggested checklist.   

Any charity needs to establish appropriate internal controls and then 
monitor them. We recommend that all charities: 


