Charities Internal Audit Survey
In September 2006 the Charities Internal Audit Network (CIAN) contacted its member charities and all other top 350 charities to find out how internal audit is operated and resourced in charities. 
The survey covers:

1. How the internal audit function is resourced

2. Risk management

3. The scope of internal audit

4. The reporting structures for internal audit

5. The impact of internal audit and how it could be made more effective

65 responses were received from charities ranging in size from £1m to £300m annual income and with between 14 and 7,000 employees, with a median income of £27m and 500 employees. 31% operate in the UK and overseas with the remainder operating only in the UK. 

Income profile of survey participants
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How the internal audit function is resourced

65% of respondents have an internal audit function and a further 6% carry out limited internal audit work in the areas of finance, health and safety and admin.  

The remaining 29% do not currently carry out any internal audit work. All these charities are at the smaller end of the scale, having annual income under £30m. Just over a third of these charities intend to or are considering introducing an internal audit function. Most are undecided as to how the internal audit function will be resourced, but for those who have decided, twice as many (29%) intend outsourcing as intend employing staff (14%).

Of the charities with an internal audit function, 63% employ dedicated internal audit staff, with the majority of the remainder outsourcing and the rest using staff from other departments, predominantly finance. However the picture is complicated, with 37% of internal audit functions using a mixture of dedicated internal auditors, outsourcing and staff from other departments:

· Half of all internal audit functions with dedicated internal audit staff outsource as well

· A quarter of all internal audit functions make use of staff from other departments, either via secondment or ad hoc arrangements

Larger organisations are more likely to have dedicated internal audit staff, with 83% of £60m+ charities having them. Larger charities also employ more internal audit staff, with an average 3.4 internal audit staff for £60m+ charities compared with an average of 0.8 internal audit staff for charities with annual income under £15m.

The average staffing cost of internal audit functions is £43,000 and 0.15% of charity income. Average staffing costs per full time equivalent employee rise with organisation size, ranging from £35,000 for charities with income under £30m to £54,000 for charities with income over £60m. However internal audit staffing costs as a proportion of overall charity income drop with organisation size. For charities that resource their internal audit functions only with dedicated internal audit staff, the average proportion drops from 0.17% for charities with income under £30m to 0.08% for charities with income over £60m. The overall average is 0.15%

60% of internal audit functions outsource at least some of their internal audit work. Small charities are as likely to outsource as large charities, although large charities outsource more, buying in an average of 47 days per year as opposed to small charities which buy in an average of 30 days per year. The key factor governing the extent of outsourcing is whether or not this is the only way internal audit work is undertaken. Charities that only outsource average 81 outsourced days per year whereas charities that also employ internal audit staff average 36 outsourced days per year.

21% of internal audit functions use staff from other departments to undertake internal audit work. Large charities are more likely to use staff from other departments than small charities, with 31% of large charities using them as opposed to 14% of small charities. Staff are used in a variety of ways. Several charities use staff from within the department being audited but across regions for audits covering areas such as trading, health and safety and programme quality. Several international charities use short-term secondments from various departments to assist on international audits. Finance staff and senior managers are the most likely to be seconded to internal audit for multiple assignments around the organisation.  
Dedicated internal audit staff, outsourcing and use of staff from other departments are the main ways in which internal audit functions are resourced. The use of volunteers appears to be fairly limited, with volunteers being used mainly for shop and small branch audits. However where volunteers are used the number of volunteer days can be considerable, with one respondent using 400 volunteer days per year. 

Only one respondent, an umbrella body, shares internal audit staff with partner charities. This is clearly an arrangement with considerable potential, especially for closely connected or similar charities.

Risk management

All respondents identified an individual or committee as being responsible for risk management. Responsibility for risk management tends to rest with the head of finance or CEO:
	Percentage of respondents

	Head of Finance
	23.1%

	CEO
	20.0%

	Other Director (e.g. HR, corporate affairs, resources, planning)
	18.5%

	Senior Management Team
	16.9%

	Audit/risk committee
	7.7%

	A Trustee (e.g. treasurer, chair of audit committee)
	4.6%

	Head of Internal Audit
	4.6%

	Trustee board
	4.6%


It is only in the smaller charities (income under £15m) that responsibility is held by a trustee or the board of trustees. In most charities with an internal audit function, the internal audit function assists with risk management, though several respondents commented that internal audit could do more.

Charities were asked how well established and embedded their risk management processes are. 

	
	How well established
	How well embedded

	Not at all
	5%
	6%

	Embryonic / in development
	25%
	22%

	Fairly well 
	20%
	40%

	Well 
	32%
	18%

	Very well 
	18%
	14%


Many respondents did not identify how long their risk management processes had been established, but for those that did, the average was 3 years. However it is clear that many charities have had risk management processes in place for much longer than this. 

There does not appear to be any link between how well embedded risk management is and possession of an internal audit function, suggesting that although internal audit functions are often deeply involved with risk management, the risk management function is not dependant on internal audit and can operate perfectly well without it. 

Risk management functions tend to be better established than embedded, especially in larger organisations. Perhaps this is because large charities experience more difficulties than smaller charities in changing organisational culture to one focused on risk. Several respondents commented that risk was well embedded at senior levels or for central functions but not for other levels or functions. 

The scope of internal audit

For 80% of respondents that undertake internal audit work, the scope of internal audit extends to all areas of the organisation. For the remainder, finance was always covered, with health and safety, field operations, trading operations, admin, quality assurance, HR and legislative compliance also noted. 

Large organisations are more likely to cover all areas and the scope of internal audit is also influenced by the way the internal audit function is resourced. 96% of charities that outsource (whether alone or in conjunction with dedicated internal audit staff and/or staff from other departments) cover all areas compared with only 77% of charities with internal audit functions that do no outsourcing of internal audit work. Possibly this is because many charities, particularly small and medium sized ones (income under £60m), lack the resources or skills required to audit all areas and must buy them in.

82% of charities carrying out internal audit work cover areas that pose a strategic risk. The way that internal audit is resourced does not significantly influence the extent to which internal audit work is focused on areas of strategic risk suggesting that charities do use limited internal audit resources to focus on areas of strategic risk. Of the charities that do internal audit work but do not cover areas that pose strategic risk, a third carry out internal audit work without a formal internal audit function. It seems likely that resources are the predominant limiting factor in not being able to cover all areas of strategic risk.

80% of charities carrying out internal audit work undertake operational reviews. Areas covered in operational reviews are predominantly related to direct charitable activities, covering for example: operational impact and effectiveness, critical operating considerations such as child protection and care standards, complaint handling, overseas activities and business planning. Other areas noted as being covered include IT, fundraising, finance, legislative compliance, HR, marketing, outsourced services, stock management, property management, recruitment, training, campaign effectiveness, business purchasing and health and safety.

All respondents undertaking internal audit work check compliance with procedures. Other areas that internal audit is commonly involved with are:

· Internal advice, for example: advising on internal policies, procedures, controls and systems, advice to managers, internal consultancy and membership of cross functional groups in an advisory capacity

· Fraud investigations and special investigations
· Shop & site visits

· Governance: governance reviews and supporting the trustees
· Legislative compliance, predominantly in the areas of data protection, health and safety, CRB checks, gift aid and also assistance with drafting policies and procedures to ensure compliance with legislation

· Checking financial processes such as accounts payable & receivable, payroll, bank accounts, legacies, cash counts, bank reconciliations, payroll records, car insurances and client finances

· Systems & business development: advice on new systems & activities, system specifications for new control systems, assistance with and oversight of tendering processes
· Risk management: risk facilitation, producing and maintaining the risk register

One quarter of internal audit functions have direct responsibility for another function. This usually relates to risk, for example managing the risk register or facilitating the risk management process. Other functions mentioned were money laundering compliance, co-ordination of submission of returns to funders, providing internal audit services to other organisations, loss prevention, health & safety and managing the fraud register.

The reporting structures for internal audit

Most commonly internal audit is line managed by the head of finance (35%) or the CEO (28%) or some other director (12%). Only 7% of respondents reported that their internal audit functions are line managed by a director or head of internal audit. 

In almost all charities with an internal audit function there is an audit committee that the internal audit function reports to. Where there is no separate audit committee, its role is assumed by another committee, usually the finance committee. 

Audit committees meet on average 3 times a year, with audit committees in the largest charities tending to meet 4 times a year. All respondents with an audit committee (or another committee that takes on that role) have an audit plan. 

Two thirds of internal audit plans have a single stage approval process and one third a two stage approval process. In the majority of single stage processes, the internal audit plan is approved by the audit committee or its equivalent. The two stage approval process usually involves final ratification by the audit committee or its equivalent and initial approval by the CEO or senior management team. 

The impact of internal audit and how it could be made more effective

A quarter of respondents with an internal audit function do not measure its effectiveness or are only starting to do so. The measurement of internal audit effectiveness is linked to organisation size. Of the charities with internal audit functions, only 20% of charities with income under £15m measure its effectiveness whereas 92% of charities with income over £60m do so.

Measures used include:
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Requests for IA support

Self assessment 

External audit feedback

Analysis of repeated failing

Line management supervision

External assessment

KPIs

Report turnaround times

User department feedback

Satisfaction surveys

Recommendation takeup

Delivery of audit plan

Not measured

Audit committee review

Measure

Percentage of IA functions


Charities were asked how the effectiveness of internal audit could be improved. 31% suggested that more internal audit staff / resources would improve internal audit’s effectiveness. This comment was made by a higher proportion of small charities than large, suggesting that the resourcing of internal audit is a particular issue in smaller charities.  

Other suggestions were:

· Better quality internal audit staff

· Better quality / more frequent reports by IA

· Use of KPIs and score cards

· Earlier internal audit involvement in change

· Peer review

· Faster implementation of internal audit recommendations

· Better access to the senior management team
· Adopting a more risk based approach in internal audit

· Changing the organisational culture and improving the organisational attitude towards risk management and governance issues
Summary

The survey provides an interesting snapshot of a part of the sector and will be useful for all charities considering or undertaking internal audit work. It suggests that internal audit is widespread in larger charities (income over £30m) and is gaining ground in smaller charities. The employment of dedicated internal audit staff and outsourcing are the ways in which most internal audit functions are resourced. The use of staff from other departments and the use of volunteers are important ways of increasing internal audit’s capacity but are not really adequate on their own.

The resourcing of internal audit is a problem, particularly in smaller charities and in such environments strategic risk is frequently used to focus internal audit’s work. The sharing of internal audit staff between charities is not widespread.

Risk is still seen as a predominantly financial matter in a large number of charities and a significant proportion of charities have only implemented formal risk management policies and procedures relatively recently. Large charities in particular seem to find that developing risk awareness and appropriate risk management strategies throughout the charity is difficult. A sizeable number of charities feel that internal audit should play a bigger role in helping develop risk awareness.

The audit committee and the audit plan play a key role in assessing internal audit’s effectiveness. Larger charities are better at measuring the effectiveness of internal audit and many smaller charities do not measure this or are only starting to do so. 

The survey was conducted for the Charities Internal Audit Network (cianonline.org.uk) by Sayer Vincent, consultants and auditors to the charity sector. CIAN is dedicated to developing excellence in internal audit for charities and providing the opportunity to share skills and experience through networking, meetings, workshops and training.

