RISK ASSESSMENT

The trustees of a charity are responsible
for ensuring that it is managed efficiently
and effectively. This includes ensuring
that the risks facing a charity are identified
and appropriate actions taken to protect
the charity.

Risk Identification

The risks faced by a charity will vary
according to its size and the nature and
complexity of its operations. The risk
assessment process will therefore vary
according to the circumstances of each
charity. The following are examples of the
categories that should be considered and
the types of risk that could arise within
each of those categories:

i) Governance

- the trustees as a group lack the
appropriate skills to manage the
charity effectively.

- one or two individuals dominate the
charity.

- there is a lack of succession
planning for trustees or senior
management.

- lack of clear strategy and direction
for the short, medium and long
term.

- a conflict of interest arises between
the trustee(s) and their personal or
business interests.

- objects drift occurs i.e. over a period
of time the charity gradually
changes its activities and eventually
undertakes activities that are
outside its objects.

ii) Operational

- difficulties are encountered in
fulfilling contractual obligations.

- there is a loss of fee income or fund
raising income.

- over dependence on one individual
for day to day operations.

- a loss of key knowledge when
personnel depart for example when
moving away from the area or
unexpectedly due to an accident or
illness.

- potential problems arising from new
or existing projects and fund raising
activities.

- alack of disaster recovery plans.

i) Financial

- inadequate
systems.

- poor credit control.

- cashflow problems.

- inability to repay borrowings

- mismatch between restricted
income and required expenditure.

- poor returns on investments
resulting from lack of or
inappropriate investment policy.

- inadequate insurance cover for
charity assets.

- inadequate controls over access to
computer systems.
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iv) External Factors

- adverse publicity resulting in the
reputation of the charity suffering.

- changes in the size and
composition of a beneficiary group.

- changes in local or national
government policy and funding.

- disputes with major funders.

- changes to the tax regime.

v) Laws and Regulations

- lack of compliance with appropriate
laws and regulations for example
CRB checks, health and safety
requirements, fund raising,

- changes in operations resulting in
breach of VAT or corporation tax
regulations.

Risk Assessment

Once the risks faced by the charity have
been identified their impact on the charity
should be assessed. This should take into
consideration;
- the likelihood of the event occurring.
- the impact on the charity should the
event occur.

A risk with a high likelihood of occurrence
which would have a major detrimental
effect on the charity, will therefore have a



higher risk grading than a low impact event
with a low probability of occurrence.

Each risk can be given a score from 1 (low)
to 5 (high) for (i) likelihood and (ii) impact.
These scores can then be multiplied to give
a combined score. The higher the score the
greater the risk.

Alternatively the risks may simply be graded
as high, medium or low.

Risk Management

The final step in the risk identification and
management process is to develop a plan
to:

i) take appropriate steps to mitigate the
risks identified.

i) develop a programme for the regular
review of the risks identified. The greater
the risk to the charity the more frequently
a risk and its mitigation should be
reviewed.

iii) ensure that any new risks faced by the
charity are identified and mitigated

promptly.

The Charity Commission has produced
detailed guidance and examples on risk
assessment. This is available from
www.charity-commission.gov.uk/investments/
charrisk.asp or may be requested from
Thomas May & Co.

The Charity Commission has also produced
a report on the most common problems that
it encountered during its compliance work
for the year ended March 2008. ‘Charities
Back on Track’ includes a number of case
studies that illustrate how trustees, often
inadvertently,  failed to  fulfil  their
responsibilities. It is available from the
Charity Commission website www.charity-
commission.gov.uk/news/ track/asp.

Each of our charity clients, if they have not
already done so, are advised to carry out
the risk assessment outlined above. We
would be happy to assist with this, in which
case please contact your engagement
partner or manager.

REDUCTIONS IN BUSINESS RATES AVAILABLE TO CHARITIES

There is a mandatory 80% reduction in
business rates available if a property is used
wholly or mainly for charitable purposes.
The reduction is available regardless of
whether the property is used as an
administration office or directly for charitable
purposes. Charity shops can benefit from
this relief provided that they are wholly or
mainly used for the sale of goods given to
the charity or if the proceeds of the sale of
the goods are used for the purposes of the
charity. Other  non profit ~ making
organisations such as Community Amateur
Sports Clubs may also benefit from this
relief.

In addition to the 80% reduction, a
discretionary 20% reduction is also available
to charities and other non profit making
organisations. This relief has to be applied
for each year and is discretionary. The
criteria for obtaining the additional 20% relief
vary from council to council. Factors they
take into account can include;

- the impact of the organisation on the
local area.

- whether the facilities are available to the
general community.

- whether the facilities include a bar (for
example, a profitable bar at a rugby club
is likely to lead the council to conclude
the club should pay the 20% rates).

If you are not receiving the mandatory 80%
rates reduction and have not applied for the
additional 20% reduction recently you
should contact your local business rates
office.

If you require further information on the
subjects covered in this newsletter please
contact either John Calow, Partner or
Elizabeth Smith, Manager at

Thomas May & Co
Allen House
Newarke Street
Leicester

LE1 5SG

Tel: 0116 2335959
Email:johncalow@thomasmay.co.uk
or elizabethsmith@thomasmay.co.uk

Disclaimer — for information of users This bulletinproduced for information only and no actionwddde taken without seeking the
appropriate advice. Therefore no responsibilityléss occasioned by any person acting or refraifimg action as a result of the material
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