
In April this year, the Ministry of Economic Development (MED) published a discussion paper proposing important 
changes to the way in which charities are audited.

This is part of an effort by the MED to tackle what it perceives as a problem of fraudulent statements in some parts of 
the sector. 

Through its proposals, the MED says that it wishes not only to promote public confidence and trust in the charitable 
sector, but also to help potential funders and donors to make informed decisions about the charities they support and 
to promote charities’ accountability to the public. 

All admirable goals, but do their proposals address them properly?

Proposed changes
Currently, registered charities are required to include financial statements in annual returns lodged with the Charities 
Commission, but these are not required to be independently audited, unless an audit is required in the charity’s  
Trust Deed. 

The MED therefore proposes that charities spending more than $300,000 a year would have their financial statements 
audited independently, and charities spending between $200,000 and $300,000 would be required to complete an 
audit or assurance engagement.

Our submission
Submissions on the paper close on July 20. Trust Management made a submission to the Ministry that supports the 
view that generally there is a need for an improvement in the quality of the financial statements presented by charities, 
and there is certainly nothing wrong with increased scrutiny. 

However, we had three main issues with the MED’s proposals:

1. The value of an audit has been overstated by the MED, particularly with respect to the  
detection of fraud

 Essentially, in our view, audits are not designed to detect fraud - they just examine whether the accounts are  
‘true and fair’. They are certainly not a magic bullet, as they do not consider whether charities are using their funds 
in accordance with their established purpose. 

 We doubt therefore whether the MED’s conclusion that an assurance of financial statements being automatically of 
benefit to the users of the financial statements is valid.

 Will this new approach reveal fraud? In our experience, auditors will not accept responsibility for the financial 
statements being misstated due to undetected fraud. Indeed, auditor testing in the area of fraud is often very light 
and instead auditors reply on representations from their clients that no frauds have occurred. In fact, auditors 
specifically exclude themselves from any responsibility for the ‘identification of fraud’ in engagement letters and 
audit reports.

 Is charity fraud widespread? While we are aware of some studies that  
suggest fraud within the sector, these studies indicate that the frauds typically  
occur with charities that receive cash donations from the public.

Proposed changes to 
charity audit requirements 
miss the mark

www.trustmanagement.co.nz



2. We believe a distinction should be drawn between those charities which solicit or receive donations 
from the public versus those that do not (i.e. endowments)

 In our view there needs to be some classification between organisations that raise money from the public - i.e. 
charities that have greater accountability to the public - versus those that don’t. 

 With respect to charities which seek donations from the public, auditors often qualify these entities’ audit reports, 
as they are unable to test the completeness of income. 

 As a result, the key issue donors are concerned about is not addressed by the audit report, i.e. did my money 
actually reach the charity?

3. There are other alternatives, such as an “agreed upon procedures” review which should also be 
considered as an alternative to a full audit

 Is there a different approach or focus for an independent review here? One should hope so. If adequate assurances 
can be gained through a review engagement, or agreed upon procedures review at a lesser cost, then charities 
should be encouraged to switch from a full audit to a lesser review.

 Our experiences have shown that the cost of external assurance can be reduced by 60% - 70% when review 
assignments are carried out.

Cost is also a concern

We should not forget the impact of the cost of these proposals on charities, many of whom have been suffering greatly 
over recent years.

The MED draws its bands at $200,000 and $300,000 in spend. Not enormous, when you think of it. The likely $10,000 
cost of an audit is going to be a major expenditure to a charity spending even $300,000. We would question whether it 
is a good spend.

We therefore believe that the tiers are too low.

And, although expenditure may well be the best methodology for determining whether an assurance is required, 
further thought needs to be given to the definition of distributions and grants to beneficiaries of a Charitable Trust as 
expenditure and the impact of including distributions and grants within the Ministry’s bands. 

Who truly benefits?

Finally, take a second to ponder who will really benefit from increased levels and numbers of audits. Will it be charities, 
the general public’s confidence in charities, or auditors? 

Do you have a view on this topic? If so, please do let us know:

Shane Coward  
General Manager Finance  
Trust Management 
DDI: 306 2545 
M: 021 412 032
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