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SCOPE OF THE INQUIRY

MEMBERS OF THE INQUIRY PANEL

The National Council for Voluntary
Organisations (NCVO) set up this Inquiry to:

« explore the arguments about what are
appropriate levels of pay for charity senior
executives and how these levels should be
arrived at

« explore the relationship between salary levels
and public trust and confidence in the sector as
awhole

« produce definitive guidelines for charity
trustees, informed by abroad debate on the
issues involved, to take into account when
setting salaries.

The Inquiry’s task was to assist charity trustees
in exercising their responsibility for setting the
pay of their senior executives.

When the Inquirybegan, it became clear that it
needed to extend its remit to include making
good practice recommendations about the
process charity trustees should follow in setting
payin today’s context and how they should
explain these decisions.

The Inquiry’s definition of a charity covers all
those organisations operating in England and
Wales that meet the legal definition of charity.!

All except two of the 18 members of the Inquiry
are independent of NCVO and were specifically
appointed to provide a diverse range of views.
The membership includes trustees and
representatives from arange of large and small
charities, as well as remuneration and HR
specialists.

¢ Lord (Charles) Allen of Kensington CBE,
outgoing Chairman of the British Red Cross,
Chairman of the Olympic Legacy charity ‘Join
In’ and Global Radio Group. (Replaced during
the Inquiry by David Bernstein CBE, incoming
Chairman of the British Red Cross. Former
chair of the Football Association, Wembley
Stadium and Manchester City FC.)

e Sir John Baker CBE, Former Chair of the Senior
Salaries Review Body (SSRB) and subsequent
chair of an Independent Review into
parliamentary pay, pensions and allowances.

¢ Nick Brooks, Partner and Head of not-for-profit
sector group ataccountancy firm Kingston
Smith.

* Andrew Dent CVO, Chair of the volunteering
charity Reach.

» Sacha Deshmukh, Deputy Chair of Citizens
Advice (England and Wales), CEO of Smart
Meter Central Delivery Body and Director of
Consumer Futures.

* Bruce Gordon, NCVO Honorary Treasurer and
Chairman of the Honorary Treasurers’ Forum,
representing the Treasurers of all the big
charitiesin the UK.

e Martyn Lewis CBE (Chair), Former BBC and
ITV newscaster, Chair of NCVO, YouthNet,
Families of the Fallen and the Queen’s Award
for Voluntary Service, and President of United
Response.

* Alice Maynard, Chair of Scope and Founding
Director of Future Inclusion, which ensures
effective governance practices are embedded in
organisations.

e Alan Parker, Chair of Save The Children, and
Founder and Chairman of Brunswick Group.

¢ Lord (Andrew) Phillips of Sudbury OBE,
Long-time charity campaigner, who has
founded six charities including the Citizenship
Foundation and the Solicitors Pro Bono Group
(LawWorks) of both of which he is now
President. Also founder of charity firm Bates
Wells Braithwaite. Ex- Chancellor of the
University of Essex.

David Sheepshanks CBE, Chair of UK Sport,
and of UK Community Foundations, which
links philanthropists and other donors to
local charities across the UK through a single
access point.

Michael Smyth CBE, chairs three charities
including Community Links, the innovative
east London social enterprise; he was for many
years apartner at Clifford Chance andisa
member of the Press Complaints Commission
and visiting professor at Queen Mary
University of London.

Professor Gillian Stamp, Founder of Bioss
International, works globally as a sounding
board for chairmen, chief executives, senior
civil servants and senior staff of organisations
bothlarge and small, including social
entrepreneurs and voluntary organisations. A
Fellow of the Windsor Leadership Trust, she
was an adviser to arecent committee on reform
of the Civil Service.

John Stewart, Chair of Guide Dogs and Legal &
General, with extensive senior management
and business experience across arange of FTSE
100 companies.

e lan Theodoreson, Chief Finance Officer of the
Church of England, and Chairman of the
Charity Finance Group, whose aim is to ‘inspire
the development of a financially confident,
dynamic and trustworthy charity sector’.

» John Wood, Legal Board member of the Charity
Commission from 2008 to 2014, and a
consultant at the law firm Herbert Smith.

e Mark Wood, Director of the RAC, Chairman of
the Trustees at the NSPCC and Chief Executive
at JLT Employee Benefits.

e Vicky Wright, Deputy Chair of RNLI and
immediate past President of CIPD (Chartered
Institute of Personnel and Development), the
professional body of the HR community.

* Rosie Chapman, (Secretariat) - An
independent charity advisor. She was formerly
Director of Policy and Effectiveness at the
Charity Commission, and is a Fellow of the
Institute of Chartered Secretaries and
Administrators and current trustee of the
Charity Finance Group.

All of the Inquiry Panel members servedin a
voluntary capacity.

THE CHARITY
COMMISSION

The Charity Commission has acted as an
observer to the Inquiry, and given evidence from
their case work as well as comment based on
theirregulatory experience. The regulator
supports the Inquiry’s findings and report.

Back to contents
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CHAIR’

INTRODUCTION

WHY THIS INQUIRY
HAS CALLED FOR ‘TWO
CLICKS TO CLARITY’
ON CHARITY SENIOR
EXECUTIVE PAY

This Inquiry was established in summer 2013
and has spent the months since going over the
evidence on executive pay and listening to the
views of hundreds of people with an opinion on
how charities should approach setting the pay of
their senior staff.

The Inquiry heard four main viewpoints on high
payin the charity sector, all of them strongly held
and vigorously expressed:

1. that nobody who works for a charity should
ever be paid

2. that pay for a small, top tier of managersis
acceptable provided as many other people as
possible are volunteers

3. that working for a charity is a special vocation
and the highest paid should accept much less
than they could command in the public and
private sectors — what is known as the ‘charity
discount’

4.that charities should be well run on efficient
business lines — and if that means high pay at
the top, then so be it — this being the view of
major philanthropists, companies and
foundations that carry out detailed analysis of
acharity’s finances (including pay levels)
before deciding on very substantial donations

that can run into six or seven figures.

Itisclearthatin the hugely diverse voluntary
sector one size does not fit all. There are many
different types of charities contributing to
societyin awide variety of ways. They are faced
with different challenges of organisation and
service delivery, particularly as they grow. And,
in the last two decades, many overlaps have
developed between the public, private and
voluntary sectors.

* Datasuggests thata third of allincome for
general charities now comes from government
contracts for provision of services.

* Some charities argue that they take few or no
donations from the general public, or that their
salarybill is more than covered by profits from
their trading activities.

* Research and medical charities, especially
those working to find cures for illnesses, have to
compete on the open market for the best
scientists.

On the other hand, itis a givenin the charity
sector that any judgement of pay levels should
take into account the values and purpose of each
particular charity. Donors expect this, and the
Inquiry feltitimportant to remind trustees that
this should be at the forefront of their minds as
they decide paylevels.

Making the right choices on the charity pay front
can be difficult for both trustees and donors.
This is not helped by some public perceptions
that are clearly out of date. For example, when
we examined the calls for a ‘charity discount’ we

saw evidence that this discount already exists for
the vast majority of paid charity leaders, giving
them on average between 25% and 45% less pay
than they could command elsewhere.

So we thought it helpful to bring together, in the
body of our report, the statistics that reveal
much about the UK’s charity landscape as it is
now, rather than how it might have been
perceived in the past. Some may find a few
surprises here, such as the following examples.

* There are almost 161,000 registered general
charities in England and Wales, with an annual
income of just over £39 billion - more than the
UK defence budget.

* Almosthalfthis income went to just 533 major
charities, each with an annual revenue of over
£10 million.

 Of all registered charities, 91% have no paid
staff at all; they are run entirely by volunteers.

* The remaining 9% provide jobs for around
800,000 people - a substantial contribution to
the employment figures.

* Fewer than 1% of charities employ amember of
staff earning £60,000 or more.

Because of the sheer diversity of size and purpose
of charities, the Inquiry thought it inappropriate
torecommend a maximum figure for top level
pay. We felt the issue was best addressed by
moving down the twin tracks of guidance and
transparency — detailed guidance for trustees,
who have the clear responsibility for pay policy;
and a much higher level of transparency to easily
and speedily inform those existing and would-be

donors for whom pay levels are a major factor in
their giving.

Our main recommendations are:

« that, as good practice, all charities that employ
staff should consider publishing the precise
remuneration, job titles and the names of their
highest-paid people, and that those charities
with a gross income of over £500,000 should
actually adopt such a policy

« that this should be accompanied by asummary
of the arguments used by the board of trustees
tojustify the amounts involved and explain
how they reflect the charity’s ethos and values

« that all this information should be brought
together, not only within the (sometimes
hard-to-access) annual accounts, but also on
the charity’s website no more than two clicks
away from its home page.

I call this ‘two clicks to clarity’. It would give
donors speedy access to not only the actual
amounts involved, but also the thinking behind
them to better inform donors’ giving decisions.
Some will accept the explanations; others will
not. The point is that this new transparency puts
power firmly in the hands of the donors. It also
puts proper pressure on trustees to justify
publicly how their decisions on high-level pay
square with their legal obligation to give
constant priority to the bestinterests of the
charity and its beneficiaries.

Back to contents
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CHAIR’S
INTRODUCTION

We are delighted that our proposals have the
support of the Charity Commission, and that
some major charities are already starting to
move in this direction. However, above all, we
hope this enhanced transparency will have the
backing of the millions of donors across the
country, who should no longer have to dig around
like detectives to unearth the financial facts to
inform their choice of charities to support.

T am hugely grateful to the many people who

helped this Inquiry:

* more than 400 people or organisations who
took the trouble to put forward a wide range of
arguments

* the larger charities who put us in touch with
some of the people who wrote directly to them
to complain about pay levels

* the highly articulate, informed and diligent
Inquiry panel members, whose breadth of
views and lack of restraint in expressing them
ensured avigorous debate, as well as, I believe,
sound conclusions

* the NCVO support team, who provided
invaluable high-quality research and advice

* the indefatigable Rosie Chapman who did the
‘heavy lifting’ that shaped this report.

Martyn Lewis CBE
Inquiry Chairman

Back to contents



This Inquiry was set up following a series of
media stories highlighting chief executive payin
some large charities. The Inquiry Panel was
specifically appointed to represent and gather a
diverse range of views and explore different
perspectives on levels of senior staff
remuneration in charities.

The charity sector undertakes a huge range of
activities. It includes many different types of
charity. They range from village halls;
playgroups and hospital radios run largely, and
often exclusively, by volunteers through to
household names such as national medical
research charities, international development
charities, museums and art galleries, as well as
hospitals, religious organisations and
independent schools charities. The nature of
what they do and the breadth of their operation
inevitably determines how they are organised
and the type of staff they employ.

However, all charities are governed by the same
legal requirement (explained on page 9): that
they exist exclusively for public benefit. In all
cases, their trustees are ultimately accountable
for decisions about pay. This provides the context
for the Inquiry’s findings and has shaped all of its
recommendations.

The Inquiry has tried to balance quite divergent
views, ranging from those who think that
charities should be entirely led and run by

volunteers to those who believe the pay of senior
staffin charities needs to be consistent with
their peersin other sectorsin order to attract
and retain professional expertise to deliver the
charity’s aims. While the Inquiry’s findings and
recommendations may not reflect the views of
everyone who contributed, the full range of
views have been considered.

Examples of high pay have dominated some of
the headlines, but the evidence shows that the
vast majority of charities do not have any paid
staffand, in those that do, the salaries quoted by
the mediaare not typical.

The Inquiry recognises the evidence that the
charity sector pays significantly less than other
sectors for comparable senior roles. Most
charities’ remuneration strategies are
essentially designed to attract and retain people
who are already motivated and committed to
charities’ work.

Certain charities cannot operate effectively
without employing highly professional and
skilled staff. In fact, the nature and complexity of
many charities makes this increasingly
necessary. However, the Inquiry also believes
thatcharities that depart from paying a salary
that reflects their charitable context should have
good and sound reasons for doing so. They should
also be able to explain their approach and
rationale.

Charities with audited accounts already publish
the number of staff whose remuneration is
£60,000 or more, in salarybands of £10,000. The
Inquiry recommends that these charities go
further, and develop and publish aremuneration
statement explaining their pay strategy and
stating the individual remuneration of their
highest-paid staff by position and name. The
Inquiry believes that giving trustees the tools
and confidence to agree and explain the pay of
their senior staff will improve public
understanding and confidence in charities.

The Inquiry’s report and findings are supported
by the Charity Commission.
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EXECUTIVE SUMMARY

AND RECOMMENDATIONS

RECOMMENDATION ONE:
PRINCIPLES FOR SETTING CHARITY REMUNERATION (PAGE 21)

The Inquiry recommends that the following
principles for setting charity remuneration are
adopted as good practice by all charities that
employ staff. These principles should be
interpreted according to their particular
circumstances. The principles should apply
where a charity’s trustees consider it necessary
to hire paid staffto carry out the charity’s work
and help fulfil its exclusive charitable purposes:

1. The overall goal of a charity’s pay policy should
be to offer fair pay to attract and keep
appropriately-qualified staff to lead, manage,
supportand/or deliver the charity’s aims. This
should always be consistent with the charity’s
aims and recognise that for certain charities,
particularly those with avolunteer ethos, it is
possible to attract senior executives at a
discount to public sector or private sector
market rates.

2. Trustees are ultimately responsible for setting
remuneration levels for the charity’s senior
staff. Trustees should clearly identify these
senior staff, who will typically, although not
always, be part of the charity’s executive and/
or senior management team.

3. To set the pay and rewards properly for these
staffrequires informed judgements as well as
adherence to the charity’s governance and
constitutional arrangements.

4.Indeciding top levels of pay and rewards
trustees should consider:

a.the purposes, aims and values of the charity
and its beneficiary needs

b. how this impacts on overall pay policy for all
employees, and for the senior staffin
particular, including whether a ‘discount’
compared with pay for similar roles in other
sectors is appropriate

c.the types of skills, experiences and
competencies that the charity needs from its
senior staff, the specific scope of these roles
and the link to pay

d. the charity’s current business plan and how
the implementation of this plan may affect the
number of senior staffit needs to employ or
recruit and the nature of these roles

e. the charity’s ability to pay - this includes the
cost to the charity of raising pay, and whether
itis sustainable, and how appropriate the level
of pay, and any pay increase, is in the context of
the charity, as measured against the needs of
its charitable purposes and beneficiaries

f. their assessment of the charity’s performance
and the senior staffs’ performance against
expectations, in both the short and long term

g. appropriate available information on pay
policies and practices in other organisations
that can help make the decision on whether a
level of pay is fair and reasonable

h. the nature of the wider ‘employment offer’
they can make to potential employees, where
pay is one part of a package that includes
personal development, personal fulfilment
and association with the public benefit
delivered

i.the charity’s trackrecord in attracting and
retaining committed and motivated employees

j-thelikely impact on and views of beneficiaries,
donors, funders, volunteers and potential
volunteers, where appropriate

k. therelationship between the policy and
practice for the pay of senior staff and that of
the charity’s whole workforce.

Back to contents
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EXECUTIVE SUMMARY

AND RECOMMENDATIONS

RECOMMENDATION
TWO: A
REMUNERATION
POLICY (PAGE 22)

The Inquiry recommends that, as good practice,
all charities that employ staff should consider
adopting aremuneration policy and all charities
with independently audited accounts (currently
those with a gross income of over £500,000)
should adopt such a policy.

RECOMMENDATION
THREE; THE ESTEEM
AND VALUE ATTACHED
TO WORKING FOR A
CHARITY (PAGE 23)

The Inquiry recommends that charities consider
the esteem and the value - financial or otherwise
- derived by employees from working for a
charity and the impact this may have on setting
levels of remuneration for senior staffand others
throughout the organisation. Where applicable
the approach should be made availablein a
charity’s remuneration statement.

RECOMMENDATION
FOUR: CHARITY
REMUNERATION
RATIOS (PAGE 26)

The Inquiry recommends that charities with an
income of above £500,000 consider the use of
remuneration ratios (the relationship expressed
as amultiple between the highest pay to median
payinanorganisationisregarded as the most
reliable measure) as a helpful tool to assistin
their approach to pay; for example in helping to
identify the impact of pay decisions on
individuals and the appropriate distribution of
anyincrease in payroll spend across the whole
charity each year.

RECOMMENDATION
FIVE: PUBLISHING AN
ANNUAL STATEMENT
(PAGE 28)

The Inquiry recommends that, as good practice,

all charities with independently audited

accounts should:

« publish an annual statement explaining their
charity’s ethos and policy on remuneration

« explain how this impacts on the delivery of
their charitable purposes

 report the actual remuneration, roles and
names of individual, highest-paid staff, as
defined by the charity.

For some charities, the definition might include
the chief executives and any staffin leadership
positions who report directly to them.

Additionally, if an individual, whatever their
level, earns more than the chief executive this
should be disclosed.

Where acharity has astructure thatincludes
subsidiary trading companies, these will appear
in the charity’s consolidated accounts. The
Inquiry considers any staff employed within
such a company, or companies, to be within the
remit of this report’s recommendations if they
meet the charity’s definition of their highest-
paid staff.

Inall cases, the definition and disclosure should
include the charity’s chief executive, irrespective
ofhisor hersalary.

The term remuneration’ includes the total
financial rewards made, or available, to an
employee. (see the definition in the Glossaryin
Appendix C).

In addition to the remuneration disclosures that
charities are required to include as anote to their
accounts, as good practice the charity’s
remuneration statement should be:

¢ included within its Trustee Annual Report

* published in a prominent area of the charity’s
website, no more than two clicks away from the
homepage and alongside the remuneration,
roles and names of the highest-paid
individuals. Thisis to ensure ease of access.

Below the charity audit threshold, other
charities are encouraged to adopt a similar
approach and, in all cases, to report the salary of
their chief executive.

Back to contents
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CONTE

The summer of 2013 saw a series of media stories
highlighting chief executive pay in some
charities, in turn triggering a strong reaction
from some members of the public, including
donors. Itis, of course, right and proper for the
media to scrutinise charities, which play an
important partin UK publiclife. Yet these
stories were hardly new. The last 15 years have
seen the spotlight turned on levels of charity pay
atregular intervals, both in the UK and
elsewhere. Each time, the sector has responded
with a range of guides recommending ways in
which charity trustees should set pay levels for
their chief executives and senior staff.’’

While the basic principles for setting pay may not
have fundamentally changed since these reports
were published, public expectations certainly
have. Calls for greater transparency and
disclosure have led to requirements for both
listed companies and public bodies to publish
more information about how they reward their
senior staff.’

For charities, which are funded wholly or partly
by public money in the form of donations and tax
reliefs, the additional pressure to tell the public
how their money is spent has clear implications
for how they explain their pay decisions to
donors, beneficiaries and the public.

Charities should have a head start here. They
have historically succeeded in raising money for
the causes they work for, and in speaking up for
their beneficiaries, largely because of the
compelling case they make about their
beneficiaries’ needs to potential donors, funders
and opinion formers. The Inquiry argues that
charities should use these same skills to explain
what they need to run effective organisations
and how that defines their approach to
remuneration.

The parallels that are often drawn between
private and charity sector pay determination
have significant limitations. Setting pay in large
publiclimited companies is the responsibility of
remuneration committees of boards who have
clear accountability to shareholders for the
short-and long-term financial performance of
the business. Recent legislation has given
shareholders specific powers to hold abinding
vote on certain aspects of executive
remuneration. In extreme cases board members
canbe removed by the shareholdersif they are
not satisfied with their performance.

By contrast, and fundamental to this Inquiry, is
the fact thatall charities are legally different to
other entities.

Charity lawis unique in our legal system. It is
firmly founded on certain values. Central to
those is the requirement of exclusive public
benefitboth as regards the purposes of every
charity and also the means by which the same
may be pursued. The Common Law, buttressed
by statute law, is absolute about that.

All charities accordingly share some common
characteristics that must be observed by
trustees when they consider pay. They must be
completely independent in formulating their
policy and decisions, and their decisions must
be reached solely on the basis of the best
interests of the charity and its beneficiaries.

Trustees exemplify the voluntary nature of the
charity and are thus themselves unpaid, except
in the rare cases where remuneration is
authorised.

This, in brief, is the legal basis upon which this
reportisbased.

The decisions charity trustees take are not
simply business or managerial; they are
judgements about the best means of achieving
the charity’s purposes and beneficiary needs.
Inevitably, charities’ purposes and how these are
most efficiently delivered, along with their values
and ethos, affect their considerations about pay
and the balance between the need for paid
employees and reliance on volunteers.

Yet there are some similarities between the
private, public and charitable sectors. Charities
alsoincreasingly employ professionally qualified
staffto deliver their services, and they expect
them to share acommitment to the charity’s
charitable aims and ethos and meet performance
targets. They stress the importance of
demonstrating value for moneyin acquiring and
deploying resources. The modern-day demands
on charities also include expectations of efficient
and effective delivery of their aims.

Within the charitable sector, there is ahuge
range of activities undertaken by different types
of charity. However, all charities are governed by
the legal reality: that they exist exclusively for
public benefit. This provides the context for the
Inquiry’s findings and it has shaped all of its
recommendations.

Back to contents



This section briefly reviews the available
evidence on employment and remuneration in
the voluntary sector. It draws upon charities’
own annual reports and accounts, salary surveys
and the Office for National Statistics’ Labour
Force Survey. These are summarised below.

Only a small proportion of the charity sector
employs staff. Using NCVO’s ‘general charities’
definition (which excludes, for example,
independent schools, fee-paying hospitals and
government agencies with charitable status), it
is estimated that only 9% of organisations
employ paid staff. Of these charities, 91% are
solely reliant on volunteers.

Nevertheless, the charity sectoris a major
source of employment. It is estimated that
‘general charities’ employ 800,000 staffata
cost of £14.4 billion to the sector.

Charities publish data on the number of staff
earning £60,000 or more. Using the ‘general
charities’ definition, it is estimated that 7,100
staff earned £60,000 or more in 2011; of these,
1,100 earned £100,000 or more. Itis estimated
thatin all UK registered charities, 15,000 staff
earned £60,000 or more in 2011; of these, 2,700
earned £100,000 or more.

Fewer than 1% of UK charitiesin 2011 are
estimated to have employed a member of staff
earning £60,000 or more.

Surveys consistently report that senior pay in
charities is lower than for comparable roles in
other sectors. Senior salaries in charities are
estimated to be 25% lower than comparable
rolesin the private sectors, widening to about

45% when bonuses and longer-term financial
incentives are included.

Conversely, evidence indicates that at lower
levels, pay is more likely to be comparable to
rolesin other sectors.

Charities in the UK are incredibly diverse. They
range from the largest household-name charities
with annual incomes of over £100 million to the
smallest unregistered community groups,
covering a wide range of charitable purposes
from the relief of poverty to the advancement of
animal welfare. They include organisations that
self-define as ‘social enterprises’, those that
fundraise from the general public and a number
of public bodies that benefit from charitable
status.

For the public atlarge, registered charities are
perhaps the most recognisable manifestation of
the voluntary sector. Charitable organisations
arerequired to register with the Charity
Commission for England and Wales if their
income is over £5,000 a year; numerous small,
unregistered charities also exist. By contrast, all
charitable organisations based in Scotland and
Northern Ireland are expected to register with
the Office of the Scottish Charities Regulator
(OSCR) and The Charity Commission for
Northern Ireland (CCNI), respectively.

At December 2013, according to the Charity
Commission for England and Wales, their
register contained 163,709 charities with an

income of £61.4 billion." OSCR reports that
23,351 charities were registered in 2011 with an
income of at least £9.4 billion."# CCNI
estimates between 7,000 and 12,000 charities
operate under its jurisdiction."i

Combining these registers suggests that there
are almost 200,000 registered charities in the
UK, with a total income of at least £70 billion.
However, as many of these organisations might
not be recognised as charities by the public, a
narrower definition is also useful.

NCVO and the Third Sector Research Centre
(TSRC) produce estimates of the size, scope and
income for a subset of registered charities, which
have been termed the ‘general charities’. The
definition uses public registers as a starting point
but excludes charities in certain categories:
moribund organisations (ones that have not
submitted returns for three years); government
bodies with charitable status (such as the Arts
Council or sector skills councils); charitable
housing associations; independent schools and
hospitals; and primarily religious organisations.
The definition also excludes academy schools
and most universities, as most of these charities
are subject to separate regulatory and reporting
requirements.* Finally, it includes charities in
Scotland and Northern Ireland.

Housing associations
Independent schools
Government bodies
Subsidiaries
NHS charities
Independant hospitals
JVE
Inactive and duplicate organisations
Faith groups
Trade associations
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AN OVERVIEW OF
THE EVIDENCE

Althoughitis not perfect, the ‘general charities’
definition is more likely to accord with public
perception of the ‘charity sector’. Because itis a
subset of all registered charities, it removes a
large number of organisations and a significant
proportion of the income reported by charity
regulators. As such, NCVO/TSRC estimate that
there were 161,266 general charities in the UK
with atotal income of £39.2 billion and a current
expenditure of £38.0 billionin 2011/12. Almost
halfof thisincome accrued to 533 major
charities, each with an annual revenue of more
than £10m.x

The general public are important stakeholders:
NCVO/TSRC estimate that gifts, legacies,
purchases (such as membership fees) and other
fundraised contributions accounted for £17.4
billion (44% of the total income) in 2011/12.
Much of this is given freely, based on trust.

These ‘general charities’ are also substantial
suppliers of services to the state; in 2011/12,
£13.7 billion of their income was obtained
through this route. Importantly, this income was
increasingly in the form of contract payments for
delivering services and it has driven much of the
growth in the charity sector over the last two
decades. Ithasbeen argued this has also driven
growth in employment and the
‘professionalisation’ of the charitable sector.®

PAID STAFF AND VOLUNTEERS
IN THE CHARITY SECTOR

The vast majority of all charities rely entirely
upon the work of volunteers and do not employ
any staff at all. There are estimated tobe 12.6
million people in England formally volunteering
once amonth (some of whom volunteer outside of
the charitable sector). Evidence suggests that
over 900,000 people volunteer specifically as
charity trustees.

According to their accounts, the 17,000 general
charities in the UK that employed staff spent
£14.4 billion on staff costs in 2011/12, employing
anestimated 532,000 full time equivalent (FTE)
staff. Almost all organisations with an income of
£1m or more employed paid staff.

NCVO believes that the Labour Force Survey, a
large-scale survey of households, provides a
more reliable estimate of how many people work
in the wider ‘voluntary sector’. Using this source,
NCVO/TSRC estimate that the voluntary sector
employed 793,000 staffin 2012, equivalent to
approximately 630,000 FTE staff, and
approximately 2% of the UK workforce. The
Labour Force Survey also shows that 60% of paid
employees are employed in health and social care
organisations.

Table 1 Table 2

General charities 2011/12: Lessthan £10k- £100k- £1m- £10m+  Total General charities 2011/12: Less than £10k-

by income £10k £100k £1m £10m by income £10k £100k

Number of organisations 82,391 52,815 21,257 4,270 533 161,266 Staff: FTE estimate 4,599 13,110 91,579 151,206 271,866 532,360
Proportion of organisations (%) 51.1 32.8 13.2 2.6 0.3 100.0 Staff costs (£m million) 6.4 221.6 2,362.7 4,878.3 6,960.3 14,4294
Income (£million) 228.5 1,856.1 6,544.2 11,821.5 18,798.8 39,249.1 Organisations with staff 749 2,612 9,733 3,675 459 17,228
Proportion of income (%) 0.6 4.7 16.7 30.1 479 100.0 % of organisations with staff 0.9 4.9 45.8 86.1 86.1 10.7

Back to contents
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REMUNERATION IN THE CHARITY SECTOR

Evidence from numerous sources indicates that,
at most levels, employees in the charity sector
are paid less than their counterpartsin the
public or private sectors. The evidence is not
conclusive about the size of any discount, how
that discount varies (for example, with
seniority), why any discount operates and the
impact of adiscount on recruitment, retention
and motivation (the so-called ‘warm glow
theory’ coined by the economist James
Andreoni*i),

Itisimportant tonote at this point that the
comparison of similar roles and salaries in
different sectors is not without problems.
Benchmark surveys are, by definition, based on
self-selecting samples, whilst similar-sized
organisations may operate very differently.
Nevertheless, anumber of broad statements can
be made from areading of the literature:

¢ Data from the Labour Force Survey suggests
that over the period 1998-2007, wages in the
voluntary sector have risen more quickly than
inthe public and private sectors. As aresult,
differentials have narrowed or, in some areas,
no longer exist.*"

*Differentials between charity employees’
salaries and their equivalents in comparably
sized private and public sector organisations
appear to be greatest at the most senior levels.
Recently published research by the management
consultancy, Hay Group, shows that the base
salaries of charity chief executives are up to 25%
less than their private-sector peers in equivalently
sized organisations. This gap widens
considerably to about 45% when bonuses and
longer-term financial incentives are included.

« Conversely, evidence suggests that differentials
are least likely to exist at lower responsibility
levels.

The human resources and benchmarking
company, XpertHR, produces regular salary
surveys. Table 3 compares its 2013 Voluntary
Sector Salary Survey (VSSS) with its National
Management Salary Survey (NMSS) for
organisations turning over £25m or less, to
illustrate differentials. Differentials are greater
iflarger companies in the NMSS are included.
The VSSS sample is largely composed of charities
with a turnover of £1m or more.

Table 3
Responsibility
level

Director

Senior function
head

Function head

Department
manager

Professional level 4
Professional level 3
Professional level 2
Professional level 1

Entrylevel - trainee
professional

NMSS VSSS VSSSasa
% of NMSS

Median(£) Average(£) | Median(£) Average (£)

110,011
90,000

69,156
57,500

40,600
33,200
27,540
20,000
16,814

114,663
87,428

68,540
55,719

40,940
33,352
27,491
20,575
17,385

79,226
61,500

50,737
41,299

36,600
31,670
26,004
19,568
15,607

80,072
62,340

51,426
41,805

37,098
31,956
26,370
19,686
16,099

72
68.3

73.4
71.8

90.1
95.4
944
97.8
92.8

69.8
71.3

75
75

90.6
95.8
95.9
95.7
92.6

Back to contents
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Oterindusiey mrvepspresentsimilar REMUNERATION OF STAFF EARNING
information showing changes insalary AT LEAST £60,000/YEAR

differentials over time between Croner’s own

charity survey and the private sector (see Charities required to produce audited accounts Itisimportant to note that these estimates are
Table 4). must also report the number of staff paid for all registered charities in the UK not just the
£60,000 or more a year, in bands of £10,000.* general charities subset: that is, theyinclude
Table 4 NCVO/TSRC have used arepresentative sample  employees working in statutorybodies with
Responsibility level 1990 1995 2000 2005 2009 otf a;;(.lited e;lcl(::)ougt%to' estti}Ilr'late total I;Iucn\l;t();rs of chfliritable tftatufs, tp}fivite ds.chools and hospitals
staffin each band. Using this source, and anumber of other bodies.
LE0 - L Sl Sl S a2l TSRC estimate that 15,000 employees in all
Other directors -20.9 -11.7 -12.6 -18.8 -17.5 registered charities in the UK were paid at least
Head of function -15.9 -18.2 -20.1 -15.7 -15.6 £60,000in 2011.
Senior manager -13.1 -13.4 -16.8 -13.4 -13.9
Middle manager 141 7.6 13 107 9.6 Table 5
Junior manager 0.7 -1.8 -5.2 -39 4.6 Registered charities: number of staff by salary bands
Trainee manager/supervisor 0.21 5.9 3.3 2.7 1 Charitybyincome | £60k-£100k £100k-£250k | £250k+
£500k-£1m 335 16 0 352
£1lm-£5m 2,119 176 1 2,296
£5m-£10m 1,670 283 1 1,954
£10m-£100m 5,399 946 14 6,359
£100m+ 2,744 1,199 38 3,981
Total 12,266 2,621 55 14,942

*These are estimates extrapolated from a sample: the Inquiry suggests rounding totals up/down to the nearest 100.

Back to contents
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Using NCVO’s narrower general charities subset
(Table 6), it is estimated that 7,100 employees
earned £60,000 or more in 2011. Infact, a
majority of those earning £60,000 or more were
employed in ‘non-general charities’.

Table 6

General charities: number of staff by salary bands
Charitybyincome | £60k-£100k m £250k+
252 7 0 259

To summarise the analysis of employees by
salaryband in England and Wales:

¢ 1.2% of staff employed by general charities were
paid £60,000 or more in 2011; 0.2% of the
workforce were paid £100,000 or more.

*Assuming the Labour Force Survey-based
estimates of workforce (793,000) are accurate,
and assuming the public are interested in all
registered charities, then those earning

TYPES OF CHARITIES
THAT ARE MOST AND
LEAST LIKELY TO PAY
HIGHER SALARIES

The NCVO/TSRC analysis shows that of all
registered charities those most likely to pay staff
£60,000 or more are:

£500k-£1m £60,000+1in 2911 were equn{alent to ,1'9% ofthe | educational charities, principally independent

£1m-£5m 1,228 93 1 1,322 wotl;i?force. Thlsgompares.wnllf 4‘5,% in the schools: the latter constitute 9% of registered
publicsectorand over 6%in the private charities with a turnover above £500,000, but

£5m-£10m 774 129 1 904 sector.®™ account for 27% of those that have at least one

£10m-£100m 1,936 329 3 2,268 » More than two-thirds of staff earning employee paid over £60,000;

s00ms 2

Total 6,064 1,050 31 7,145 * nursing homes and residential health-care

*These are estimates extrapolated from a sample: the Inquiry suggests rounding totals up/down to the nearest 100

° Table 7 shows the number of charities paying
salaries of £60,000 or more to one or more of
their employees. Less than 1% of UK registered
charities employ amember of staffearning

providers; and

* medical research and general research
charities.

Table 7 £60,000 or more; the same is true for the Religious charities are least likely to pay staff
Number of organisations £60k- £100k- £150k- £250k+ Total general charities subset. £60,000 or more.
£100k £150k £250k (estimate)
Registered charities 2,693 820 212 24 2,745
General charities 1,319 320 82 9 1,329

Back to contents



Since August 2013, NCVO and the Inquiry have
received a total of 423 comments on senior
executive pay, comprising:

54 letters and emails from members of the
public, submitted via the Inquiry’s dedicated
email address

104 comments from charities responding to an
email NCVO sent to its members in August
2013

227 replies from charities to a survey the
Inquiry circulated to NCVO members in
November 2013

38 comments on two blogs about chief
executive salaries posted by NCVO’s director
of public policy.

The Inquiry also spoke to anumber of
organisations and individuals who have an
interest in the remuneration of senior staff of

charities (see Appendix B).

This section summarises all of these views.

The public contribute a significant proportion of
the charity sector’s overall income, whether
through individual donations, covenants,
legacies or membership subscriptions. They are a
significant stakeholder.®ii Unlike company
shareholders, charity donors do not expect a
financial ‘return’ on donations.** Instead, their
expectations tend to centre on how effectively
charities use their donations. They also
increasingly pay attention to how charities
measure and describe their impact (their social
return).

The debate about the pay of senior staffin
charities has periodically re-surfaced over the
years. Recent research found that the top
concern of people polled about charities was that
they spent too much on executive salaries, with
42 % of respondents citing this concern.™
However, the Inquiry is not aware of any
evidence of the debate influencing the long-term
behaviour of the majority of donors or levels of
public trust in charity.®

With that caveat, the Inquiry canvassed a wide
range of views on the pay of senior staffin
charities through articles in The Independent
and The Daily Telegraph.®i The Inquiry
received 54 submissions via this route.

Many of the NCVO members who responded to
the Inquiry (see box below and Appendix A) said
that they regularly donate to charity. The
evidence from all of these donors reflected four
distinct views.



16 Report of the Inquiry into Charity Senior Executive Pay

WHAT PEOPLE
SAID ABOUT PAY

THE FOUR VIEWS ABOUT CHARITY
PAY AND CHARITY EMPLOYMENT

1. VOLUNTEERS ONLY 3. APPLYING THE CHARITY CONTEXT

TO CHARITY PAY

€¢ Insimple terms - no pay at all, only
allowances. Talking to an unpaid helper in my
local charity shop I was amazed to discover that
senior charity workers were being paid. I naively
thought, for example, that when a senior
executive retired [from business] their
contribution to charity would be through
similar unpaid work through their favourite
charity.

99 Email from a donor to the Inquiry

€ ¢ Charity executives should be inspired by the
values of the charity and should not expect pay
commensurate with acommercial or private
sectorrole.

92 Donor and member of a charity
remuneration committee

2. VOLUNTEER-CENTRIC

€¢I feel that for large charities, fees in the
£100,000/£125,000 range are tolerable, but not
where a previously retired person is involved as
he/she will have already provided for their
retirement.

92 Donor

€¢ CEO salaries should be capped. The public do
not donate to pay for excessive salaries and
anything over £50,000 would be seen as such.
92 Donor

4. RECOGNISING THE ROLE OF
PROFESSIONAL STAFF IN ACHIEVING
CHARITABLE OUTCOMES

€€ Some [grant-making trusts] increasingly
scrutinise executive pay over £60,000 and can
withhold funding if they are dissatisfied and
consider pay levels excessive. We need to be able
to convince them that pay is fair to executives
and to donors.

J) Charity trustee

More generally, funders said that they valued
charities’ increasing use of professional staff to
help drive improvements in efficiency and
effectiveness.

€€ There should be different principles. Large
charities are managing large amounts of money,
sometimes more than £300 million ayear. Itis
essential to have very experienced and skilled
managers and senior executives. The difference
between these charities and charities with no or
few paid staffis huge.

99 Charity trustee, donor and employee

Back to contents
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THE VIEWS OF
FORMER DONORS

The Inquiry spoke to anumber of people who had
stopped donating to specific charities because
they felt the chief executive’s pay was too high.

Some of these donors also highlighted a
perception of dissonance between charities’
fundraising messages about their users’ needs
and how much they paid their senior staff.

‘Itis simply avarice. There has tobe abrake on
the increasing pay gap between highest and
lowest salaries. I don’t accept the complexity
argument, and disagree that you have to pay
more to get the best. There mustbe plenty of
well-qualified people who would work for far less.
Why not reduce the amount on offer the next
time top jobs become vacant?’ Former donor toa
large charity

COMPARING THE
VIEWS OF DONORS
AND THE PUBLIC WITH
INFORMATION

FROM OTHER SOURCES

A 2012 survey asked people what factors they
considered important in deciding to support a
charity. Respondents suggested a variety of
information, but an overwhelming 76% said
details of the salaries of a charity’s senior staff
were important to their making a decision.

The Inquiry has found plenty of evidence that
the public’s perception of charities does not
always match the reality. Some of the people

responding to the Inquiry thought, erroneously,
that charities do not report anything about the
salaries that they pay their senior staff.
Information is in the public domain but clearly
many people have either not sought this
information or been unable to find it in annual
reports or online or simply assumed no such
information exists. Discoverability is clearly a
key issue.

Research also suggests that the public’s
understanding of the term ‘charity’ is far
narrower than the legal definition.* While the
legal definition includes many institutions such
as schools, the arts and medical research
institutions - all of which require specialist staff
- the public perception remains that charities
are largely run on avoluntarybasis and do not
require full-time professional and technical staff
to manage and deliver their aims.

The public also tend to view the charity sector as
homogenous, which in turn influences
perceptions. Contemplating the private sector,
nobody would, for example, compare the pay of a
local shop owner to the chief executive of Tesco,
nor anaccountant handling abusiness with a
turnover of £100,000 to a finance director
responsible for international income and
expenditure of over £100 million.

Despite the partial knowledge of the sector as a
whole, public levels of trust and confidence in
charities remain high. The most recent survey
measuring the public’s trust and confidence in
charities showed the public giving charities an
average score of 6.4 out of amaximum of 10, with
over a third giving a score of between 8 and 10.*"
Those who gave low trust and confidence scores
also expressed concern that charities ‘spend too
much of their funds on salaries/administration’
and that they ‘waste money’ " Asone

commentator said, ‘Trust hangs precariouslyin
the balance waiting for a big scandal to break, or
more prosaically for the public to realise that
charity workers are not volunteers but paid
professionals.” Vil

BENEFICIARIES’
EXPECTATIONS

Beneficiaries — the users of a charity’s services
- are often the silent voice in the debate about
charities’ highest-paid staff.

Beneficiaries are entitled to the best service that the
charity can provide. The notion of relying on ‘charity’
has been replaced by expectations of a professionally
delivered service. Like other ‘consumers’,
beneficiaries now assume that they will receive a
‘good’ service, whoever provides it Vi

The Inquiry has not found any evidence to show
that beneficiaries have a particular view on pay.
Instead, the quality of service appears tobe the
crucial factor when beneficiaries decide whether
or not their needs have been met.

Volunteers play a vital role in the majority of charities and
will continue to do; it is a role that beneficiaries value. Yet
some charities cannot deliver their responsibilities
without paid staff, for example, because of regulatory or
clinical expectations or to guarantee services that need to
be delivered consistently to professional standards.

Service commissioners’ requirements reinforce
those of beneficiaries. Forexample,asthe
government outsources more services to the
charity sector, such as academy schools and social,
employability and medical care services, it does so
with the expectation that these services will be
delivered professionally.

Back to contents
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CHARITIES’ VIEWS

A summary of these responses is included in
Appendix A. Whilst the responses showed a wide
range of views, a particularly strong theme was
recognition that charities needed tobe more
transparent about their salaries.

Another theme was the expectation that
charities should be fair in the way they treat staff
atalllevels, including in their remuneration
policies. Some charity employees, responding to
the surveyin a personal capacity, also said they
saw their work as avocation, accepting that their
earning potential would never match thatin
other sectors at similar levels.

Others said that people should be properly
rewarded for the work they do.

€€ Charities are businesses...we just have
different outcomes, different bottom lines. Why
shouldn’t we reward people for doing good?’

9 Lord Victor Adebowale, Chief Executive,
Turning Point™*

The Inquiry also heard from charities that said
they had to pay at a certain level to retain the
professional staffthey needed and that their
finance model was competitively tendered.

€€ The recent Public Administration Select
Committee session on charity chief executive
pay heard evidence from Charles Wake, the
Chair of St Andrew’s Healthcare, which is the
UK’slargest charity providing specialist mental
healthcare services. Mr Wake explained that his
charity was a trading charity [ie it did not rely on
donations or grants], which was managedina
business-like manner and did not fundraise. He
also explained that St Andrew’s chief executive
would earn much more as a consultantin the

independent and private sector.** The charity’s
biggest concern was how it would be able to
attract and retain somebody of the existing chief
executive’s calibre. The charity had a
remuneration committee and outside
professionals who advised it on executive pay.
99 Charles Wake, Chair of St Andrew’s
Healthcare, talking at the Public
Administration Select Committee on 10
December 2014 i

Ahospice in Cornwall delivers end-of-life care.
Two of its senior staff are medical clinicians
whose payislinked to NHS pay scales. Both are
paid significantly more than the charity’s chief
executive.

Some charities told the Inquiry that the
commissioners of their services had neutral
views on pay, although in some cases clinical or
commissioners’ requirements might affect
remuneration levels of some senior staff. The
Inquiry was also told that charities’ pay -
especially at lower levels - was sometimes
influenced by competitive tendering for public
service contracts.

Martyn Lewis CBE, the Chair of the Inquiry, also
invited the trustee chairs of large charities to
give their views. A representative response from
the chair of one of these charities was as follows:

€¢ Ourlarge charities are exceedingly complex
organisations in which leading staff have
far-reaching and multi-functional roles in which
there are major requirements not only for
charitable operations, strategy and delivery — but
also for the safety of a great many people and
property; for financial management involving
the highest standards of excellence and probity;
for effective management across alarge staffand
volunteer base with wide-ranging expertise; and

for development and innovation in what is now a
very fast-moving world. While we must, of
course, dispense our funds - including salaries
—with our charitable intent absolutely to the
fore, our organisations must attract leaders of
the highest possible calibre in whatis a
competitive employment market.

Inthe end, our charitable objects and
performance depends on us employing the best
possible people — and my experience from over
30years’working alongside charities is that the
paybackin our capability outweighs our salary
expenditure many-fold.

9 Chair, RSPB

Smaller charities asked the Inquiry to be
proportionate in its recommendations and to be
mindful of the need to avoid burdening small
charities with additional requirements, it

Anumber of respondents, largely working for
smaller charities, argued that the issue of high
pay only applied to arelatively small number of
charities, largely located in London and the
south east. A small number of these respondents
also felt very strongly that the pay of senior staff
was too high in larger charities and that this was
out of step with charity values.

€€ ..It’s crucially important to see charity sector
workers paid appropriately. But we need to
acknowledge...that our sectoris categorically
different to the profit-led sector, and that
different standards should apply; standards
which have our ethics at their core. Many of us
hold to the (inherently reasonable and
justifiable) belief that means significant pay
moderation at senior levels, junior pay that
provides adecent standard of living, and afocus
on maintaining the strength of front-line
services.

NCVO [should] state a strong position based on
specified normative values, then test the validity
of that position honestly, thoroughly and openly,
based on the context of those values.

J) David Hoghton-Carter commenting on
Karl Wilding’s blog, ‘Executive pay: what’s
the magic formula?> v

Back to contents
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Others said that ‘high’ pay was anirrelevant or
secondary issue; what was more important to
them was seeking sufficient funds to deliver their
charity’s aims and to secure its future.

The Inquiry heard from some charities that
believed salaries at the top of charities were
accelerating away from the bottom; a pattern
they sawin other sectors. They felt this trend was
worse where charity remuneration committees
focused only on senior executive salaries. Others
told the Inquiry they were as concerned about
the gap between the top and bottom salariesina
charity, as they were about chief executives’ pay.
The Inquiry also heard that ratios varied
dramatically within the charitable sector,
particularly where care workers and others on
minimum wage terms were employed. However,
several people also warned of the dangers and
perverse incentives attached to setting fixed
ratios between the highest and lowest-paid
employeesin acharity.

The Inquirybelieves that low payis an issue that
is worth investigating, although it is outside the
scope of this Inquiry.

CONCLUSIONS

Havinglooked at all of the evidence the Inquiry
has concluded that:

* the nature of charity and charity values are a
fundamental part of the decisions regarding
pay for all employees, particularly senior staff

* there are many drivers affecting senior staff
pay and attitudes towards this; there is no one
size or model that is appropriate to all

* most of the public, and some donors, have a
partial understanding of charity senior pay
levels, the role played by senior charity
employees and the process for determining
their pay

» whilst some donors have some strongly held
views, many appear, by their continued
donations, to recognise the value provided by
employing paid professional staff; charities
have not helped themselves in the way that they
have communicated their remuneration
decisions. That is why the Inquiry calls for
more transparent reporting and explanation of
senior staff pay, alongside better
communication of individual salaries and
remuneration policies.

These conclusions form the basis for our
recommendations and key principles for
charities to consider in deciding the
remuneration of their senior staff.

Back to contents
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CHARITIES’ CHARACTERISTICS
AND VALUES INFLUENCING PAY DECISIONS

The legal characteristics common to all
charities, described on page 30, influence their
pay decisions. However, the way charities deliver
their purposes for the public benefit varies
significantly. The majority of individual charities
involve volunteers in raising funds and
delivering their purposes. However, as described
in the evidence section of the report, charities as
awhole increasingly earn much of their income
through payments for delivering services.

Each charity’s pattern of funding and activities
is fundamental to its approach in deciding its pay
policy and practice. Thus each charity trustee
body needs to develop and implement a pay
policy that supports the success of its charity,
and policies will vary from one charity to
another.

Some charity trustees believe that the voluntary
principle is the bedrock of their charity and that
paying any staff goes against this principle. They
use volunteers because they feel that this
approach is the most effective and appropriate
way of delivering their charitable purposes.

Trustees of other charities believe that the
nature and breadth of their operations means it
isnecessary to pay some or all of their staff rates

that are competitive with other sectorsif the
charity is tobe able to achieve its charitable
purposes professionally and effectively. This
applies particularly, but not exclusively, to the
growing number of charities delivering services
paid for through local authority or government
funds, some of which win contracts against
competition from commercial providers or as
partners with, or sub-contractors for, them.
These charities are particularly prevalentin the
social care, health, employability, housing and
education sectors. Charities involved in these
areas say that they need to attract people with
the right skills and experience to administer
these contracts and the standards of delivery
expected within them. They also say that they
need to pay competitive rates in order to do so.

Some trustee boards adopt a hybrid model. They
seek to combine charitable principles,
volunteering and philanthropy with a
professional and business-like approach
supported by a paid workforce to deliver
increased public benefit. In many cases a core of
employed staff has allowed such charities to
expand. Thisisbecause the staff have enabled
the charities to be more efficient in delivering

services, to increase their fundraising capacity
where applicable, and to substantially improve
the reach and achievement of their work. These
charities say that a mix of paid employee
resource and volunteer engagement has led to
improvement in benefit felt by donors (as they
see more benefit delivered), volunteers (whose
efforts are better focused) and beneficiaries
(who receive improved outcomes).

No one model is right or wrong; the best model
will depend upon the circumstances of each
charity.

Back to contents
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KEY PRINCIPLES RECOMMENDATION ONE:
— PRINCIPLES FOR SETTING CHARITY REMUNERATION

Charities told the Inquiry they would like to see
it deliver common remuneration principles that
should apply to all registered charities. The
following recommendations are good practice
guidance for setting remuneration, particularly
inrelation to the pay of senior staff. They aim to
reflect the sector’s diversity and recognise that
the way that principles and good practices are
applied will vary between charities.

4. g.

Back to contents
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ESTABLISHING A REMUNERATION POLICY

RECOMMENDATION
TWO:

A REMUNERATION
POLICY

The charity’s purposes, ethos and achievements,
as well asitsincome and activities, will inform its
overall remuneration policy and how it is
implemented.

For smaller or less complex charities, the
remuneration policy may be relatively
straightforward: stating the process it follows
when setting remuneration, including the role of
trustees, and taking into account the charity’s
income and aims. It may refer, for example, to
whether the charity uses an external benchmark
when setting pay, such as the minimum wage, the
‘Living Wage’ or local authority pay scales.

Guidance on setting pay for senior staffin
charities can be found on page 30.

Back to contents
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SALARY LIMITS

The Inquirybelieves it is neither possible nor
desirable to recommend a general salary ‘cap’ or
benchmark for the highest-paid charity staff.
This is because there are simply too many
different types and sizes of charities to take into
account theirlabour market needs and the
resources required for delivering their different
missions. A cap could create perverse practical
outcomes, such as apportioning a bigger element
of remuneration into ‘non-salary’ benefits, or
create obstacles to recruiting the appropriate
leaders and managers for charities in complex
areas such as health, international development
and education.

Itis therole of trustees to set the pay of senior
staff and to agree the charity’s overall
remuneration policy.

The charity sector is diverse and the Inquiry
does not think it benefits donors and
beneficiaries to set artificial limits on the
structure and levels of remuneration within
charities; this must continue to be left to trustee
boards. Itis also ultimately the responsibility of
donors to satisfy themselves on questions of pay.
They cannot ‘outsource’ their decision to the
Charity Commission, NCVO or another charity.
But this means that charities must make areal
effort to enable donors to understand their pay
policies and levels of pay.

THE CHARITY CONTEXT AND PERCEIVED
REWARDS INHERENT IN WORKING FOR A

CHARITY

The Inquiry recommends that charities
consider the esteem and the value - financial or
otherwise — derived by employees from working
for a charity and the impact this may have on
setting levels of remuneration for senior staff
and others throughout the organisation. Where
applicable, the approach should be made
available in aremuneration statement.

The evidence discussed earlier in the report
indicates that charity staff, particularly senior
staff working in charities with a volunteering
and/or campaigning mission, are paid
significantly less than their skills and experience
would command in the private or public sectors.

Inparticular, trustees of those charities that are
funded primarily by donations and philanthropy
can generally attract and retain key talent for
their charity at lower rates than those paid for
comparably qualified and experienced people in
the private sector. The difference, or ‘discount’,
generally reflects the ‘charity context’ or
perceived rewards inherent in working for a
charity for which an executive has high levels of
commitment and passion. The Inquiry thinks
that this view is consistent with the charity
context, and an attribute that can enhance the
already high levels of public trust and confidence
inthe sector.
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CASE STUDY:

CASE STUDY:
MEDECINS SANS MARY’S MEALS
FRONTIERES/

DOCTORS WITHOUT ¢
BORDERS UK

13

99 Extract from the notes to Médecins Sans
Frontiéres’ annual accounts for the year
ending 31 December 2012

29 Magnus MacFarlane-Barrow, chief
executive of Mary’s Meals talking at the
Public Administration Select Committee
on 10 December 2014

CASE STUDY:
OXFAM

(13

99 Chair of Oxfam in aletter to the Inquiry

Other charities told the Inquiry that it was not
always appropriate, or possible, to pay senior
staffin charities less than equivalent roles in
other sectors. The Inquiry does not think that it
is helpful or desirable to provide an aspirational
figure for charities considering whether to apply
a‘charity discount’ as part of their remuneration
policy. This will depend entirely on the charity’s
values, its beneficiary needs, the environment in
which it works and the individuals it employs and
their roles and responsibilities.

Back to contents
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SETTING PAY: THE VALUE
OF WORKING FOR A CHARITY

The Inquiry also heard from some charities that
said thatifindividuals were offered salaries with
too big a ‘charity discount’, too many suitable
and qualified people could be deterred from
applying for roles. For example, the Inquiry was
told of two areas where a ‘charity discount’
would be likely to seriously restrict the
availability of appropriately qualified candidates
for key professional roles:

« Specific, high-level skill areas in support
functions with overall skilled labour shortages;
these included finance and technology and,
within the charity sector itself, fundraising.

 Charities that are generally financed through
competitively contracted service provision,
and/or paid fees, where there is also direct
competition for scarce talent with the private
or public sectors, for example in health care and
education.

This may also apply to chief executive roles in
particular types of charity.

€¢ We do not believe there can be a charity
discountinthe education sector. Market forces
prevail. In fundraising charities, much will
depend on size and scope.

99 Top 15 charity

The Inquiry concludes that much of the evidence
shows the charity sector pays less than other
sectors for comparable senior roles and that
salarynumbers in charities are not extreme. It
also believes that charities that pay the same
levels as other sectors should have good and clear
reasons for doing so and be able to explain their
approach and rationale.

THE USE OF
BONUS PAYMENTS

Bonuses are included within the definition of
remuneration (see Glossary). In practice there
appear to be very few charities that pay bonuses
to their senior staff. The Inquiry believes that it
should not normally be necessary to incentivise
senior staffin a charity through an explicit
incentive bonus payment. The charity sector’s
remuneration strategyis essentially to attract
and retain people who are already motivated,
therefore incentive payments should be rare. Ifa
charity does wish to pay abonus to its senior staff
then trustees should be clear, explain their
reasoning and regularly review their approach.

THE RELATIONSHIP
BETWEEN THE PAY
OF SENIOR STAFF
AND THE CHARITY’S
OTHER WORKFORCE

A charity’s remuneration policy needs to have a
clearrationale across its entire workforce. The
relationship between different levels and
structure of pay within the organisation needs
tobe monitored and understood.

Whatever the intangible benefits of working for a
charity, all staff should be paid at or above the
minimum wage (having regard to their age) . i
Pay levels of more junior staff, for example, mean
that paying a ‘reduced’ salary, because of the
‘value’ of working for a charity, is unlikely to be
applicable.

Back to contents
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THE USE OF REMUNERATION RATIOS

The Inquiry recommends that charities with an
income of above £500,000 consider the use of
remuneration ratios (the multiple between the
highest pay to median payin an organisation is
regarded as the most reliable measure) as a
helpful tool to assist in their approach to pay;
for example in helping to identify the impact of
pay decisions on individuals and the
appropriate distribution of any increase in
payroll spend across the whole charity each
year. Where charities choose to use such ratios,
they should also use them to help explain,
within their remuneration statement, their
approach to pay.

Ratios, or the multiple between the highest to
lowest salary or highest to median salary, are
sometimes used to help understand and explain
how the pay of senior staff relates to the pay of
the wider workforce in an organisation. This is
also known as ‘pay dispersion’.

Ratios are not always helpful. There is not a pay
ratio thatisright for all charities or indeed
within particular sub-sectors, as charities
operate in very different ways. Neither does the
Inquiry recommend a ‘cap’ or limit on the gap
between the highest- and lowest-paid members
of staff, as this would be too mechanistic and
would create perverse outcomes. For example,
organisations might outsource their lowest-paid
staff. The Inquiry heard of one instance where a
charity had asalaryratio of1:12, with a cleaner
being the lowest-paid member of staff. If the
charity outsourced its cleaners its ratio would be
reduced to1:8.

Another example is a charity that is growing,
which means it may not have a stable pay
structure from year to year. If, say, a charity
doublesin size between one year and the next, it
may mean higher pay for its chief executive and
senior staff and the employment of more staffat
juniorlevels. Aratio that ‘increases’ may
therefore simplybe a sign of organisational
success.

In other sectors the ratio of highest to median
earnings of an organisation’s workforce has been
adopted as a suitable benchmark for
organisations to use.*ii The median
remuneration of an organisation is defined as the
total remuneration of those staff lying in the
middle of the linear distribution of the total staff,

excluding the highest paid employee. The
calculationisbased on annualised, FTE
remuneration. The rationale given for adopting
this multiple is that median earnings are more
representative of the pay of the whole of an
organisation’s employees and will not be
significantly affected by large or small salaries
that may skew an average (mean), and a multiple
based upon median earnings is less sensitive to
changes in the bottom of the workforce
structure, and therefore less susceptible to
manipulation.®xx

Trustees should use their judgement in setting
appropriate levels of pay across the whole
organisation. However, considering the use of
ratios, including whether to publish them, can
actas abeneficial prompt to trustee boards or
remuneration committees. Looking at ratios can
help trustees to review the impact of pay
decisions on individuals and consider the
appropriate distribution of any increase in
payroll spend across the whole charity each year.
Ratios can also help to identify and track the
impact that differential pay policies and pay
outcomes have on employees, their internal
relationships and their lives.

Back to contents



27 Report of the Inquiry into Charity Senior Executive Pay

TRANSPARENCY

IN REPORTING

REMUNERATION

People already have high levels of trust in
charities.¥ Charities excel at telling compelling,
interesting and informative stories about their
beneficiaries, which inspire the public to donate
and organisations to fund them. Charities are
expertsin the art of clarity and persuasion, and
people and organisations respond generously,
inherently trusting in their work.

Given donors’ legitimate concerns about where
their money is going and wider concerns about
pay policies and costs, charities should not shy
away from more open communication of senior
staff pay levels and pay polices. The Inquiry
found very few examples of this open
communication in charities’ annual reports or
on their websites.

Most large charities must follow the Accounting
and Reporting by Charities: Statement of
Recommended Practice 2005 (Charities SORP)
framework when preparing their accounts. X
Currently charities with, essentially, an income
of more than £500,000 have to show in their
annual accounts the number of staff whose
remunerationis £60,000 or more, in salary
bands of £10,000, or explain why they do not and
risk a qualified audit statement. ¥t

Other sectors have broughtinincreased
transparency requirements as part of their
accountability to shareholders or to citizens
more broadly. it

The Inquiry believes more is required of
charities and that charities’ unique role and
relationship with their donors, beneficiaries and
the public means that they should achieve the
very highest standards of transparency and
accountability.

REPORTING
CHANGES AHEAD

The SORP Committee recently consulted on
changes to the reporting framework for
charities, including those on reporting
remuneration. Specifically, the consultation
included a proposed change to the Charities
SORP torequire charities to publish their senior
executives’ aggregate remuneration as anote to
their annual accounts. The proposal also reflects
the Financial Reporting Council’s new
requirement, under the new Financial Reporting
Standard, requiring all entities using this
standard (ie not just charities) to disclose this
information in the notes to their accounts.

Asaresult,the SORP Committee is proposing
that:

°the Financial Reporting Council agrees
changes to the Charities SORP, which will
require larger charities to disclose their
remuneration policy in their trustee annual
report”

* thebanding disclosure is retained and
extended to become arequirement for all
charities who prepare accounts (ie not just
larger charities).

It has not supported the identification of the role
and pay of the charity’s highest-paid employee.

Atthe time of writing the Financial Reporting
Council’s response to the new SORP proposals is
awaited.

The SORP Committee’s proposals are helpful,
particularly in the current climate. Yet the
Inquirybelieves that charities should achieve
the veryhighest standards of transparency and
accountability. Rather than publishing the
minimum required, charities should embrace
accountability and transparency in reporting
their remuneration policies and practices. The
information they produce on remuneration
should be clearly accessible to the public.

Back to contents
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TRANSPARENCY IN

REPORTING REMUNERATION

RECOMMENDATION FIVE:
PUBLISHING AN ANNUAL STATEMENT

Charities should also use their annual
remuneration statements to explain clearly the
challenges they face in delivering some services
and why they need specialist people to enable
them to do so, and some already do.

A charity’s annual accounts will include the
audited remuneration figures. So, for example, if
someone starts ajob halfway through the year,
only their half-year salary will be recorded. The
charity’s website entry could however include
the current figures on an annualised basis.

Itisup toeach charity to decide how many people
to include within their definition of their
charity’s highest-paid staff. The Financial
Reporting Council’s definition of key
management personnel, as adapted for charities,
provides a helpful starting point for charities:

‘Those persons to which the trustees delegate
day-to-day authority and responsibility for
managing, planning and directing the activities
ofthe charity; and often described as the senior
management team.’

Back to contents



CFG (Charity Finance Group) is committed to
ensuring that we pay our staff fairly and in a way
which ensures we attract and retain the right
skills to have the greatest impact in delivering
our charitable objectives.

In accordance with the SORP CFG discloses:

all payments to trustees (no trustees receive
‘pay’)

the number of staff in receipt of more that
£60,000 and above (in bands of £10,000)

pensions and other benefits.

CFGhas aremuneration committee, which
meets annually, is comprised of the CFG Chair,
Vice-Chair, Treasurer and one other (who shall
be appointed by the Chair), which sets the pay for
all staff. The CEO is in attendance for the
meeting (leaving for the discussion regarding the
CEO’s remuneration) and no members of the
executive are members of the committee.

The main responsibilities of the Committee
are to:

review the CFG salarybanding againstan
agreed independent market benchmarking tool
(currently CCH Charity Salary survey) and
make such amendments as are appropriate to
ensure that CFG salaries remain competitive

determine the remuneration package of the
Chief Executive

approve the annual percentage increase in the
payroll for all staff (which can be zero) taking
into account RPI as at 31 December for the
previous year

approve any consolidated pay awards and staff
salary increases outside of the annual review
process as recommended from time to time by
the Chief Executive

approve any non-consolidated pay awards
(bonus) as recommended by the Chief
Executive

determine pension arrangements

ensure that contractual terms on termination
are fair to the individual and the charity, that
poor performance is not rewarded and a duty to
mitigate lossisrecognised.

In determining CFG’s remuneration policy the
remuneration committee takes into account all
factors which are deemed necessary. The
objective of the policy is to ensure that the Chief
Executive and staffteam are provided with
appropriate incentives to encourage enhanced
performance and are, in a fair and responsible
manner, rewarded for their individual
contributions to the success of the Charity. The
appropriateness and relevance of the
remuneration policy is reviewed annually
including reference to comparisons with other
charities ensuring CFG remains sensitive to the
broaderissues e.g. pay and employment
conditions elsewhere.

We aim to recruit, subject to experience, at the
lower-medium point within aband, providing
scope to be rewarded for excellence. We do not
employ interns without pay and we aim to pay
the living wage for all our staff. We support the
Charityworks programme and host two
Charityworks graduates within our staff team.

Delivery of CFG’s charitable vision and purpose
is primarily dependent on our staff which is the
largest single element of charitable expenditure.
In 2012-13 CFG awarded staffa1.5% cost of
living upliftin salary. One member of staff earns
more than £60,000 per annum (being
remunerated between £80,000 and £90,000).

Our Annual Reports can be found here:
www.cfg.org.uk/about-us/annual-reports.aspx

Extract from Charity Finance Group’s website!


www.cfg.org.uk/about-us/annual-reports.aspx

The trustees of all charities that employ staff
should satisfy themselves that the charity
complies with all relevant employment law, the
pay of the individuals is affordable given the level
ofincome and the approach to decidinglevels of
payis aligned with the charity’s purposes, aims
and the needs of its beneficiaries.

Charities have anumber of common
characteristics that influence pay decisions.

Charities can undertake arange of activities
and services but they must all, by law, exist to
advance their exclusively charitable objects for
the public benefit.

Charities do not make profits; any surplus
funds a charity holds are dedicated toits
charitable work.

Charities must be independent, and the
trustees must make decisions (including pay
decisions) solely in the best interests of the
charity.

However, the way charities deliver their
purposes for the public benefit varies
significantly. A charity’s individual
characteristics are fundamental to the way they
approach pay policy and pay practice. Each
charity trustee body needs to develop and
implement a pay policy that supports the success
of their charity. Policies will therefore vary from
one charity to another.

The Inquiry recommends that all charities that
employ staff adopt the following principles as good
practice for setting charity remuneration.
Charities should interpret them according to their
own circumstances and apply them when trustees
consideritnecessaryto hire paid staffto carry out
the charity’s work and fulfil its exclusive charitable
purposes.

The overall goal of a charity’s pay policy should be
to offer fair pay to attract and keep appropriately
qualified stafftolead, manage, supportand/or
deliver the charity’s aims. This should be always
consistent with the charity’s aims and recognise
that for certain charities, particularly those with
avolunteer ethos, itis possible to attract senior
executives at adiscount to public sector or
private sector market rates.

Trustees are ultimately responsible for setting
remuneration levels for the charity’s senior staff.
Trustees should clearly identify these senior
staff, who will typically, although not always, be
partofthe charity’s executive and /or senior
management team.

Informed judgements, as well as adherence to
the charity’s governance and constitutional
arrangements, should be used to set the pay and
rewards properly for these staff.

Indeciding top levels of pay and rewards trustees
should consider:

the purposes, aims and values of the charity
andit’sbeneficiaryneeds

how this impacts on overall pay policy for all
employees, and for the senior staffin
particular, including whether a ‘discount’
compared with pay for similar roles in other
sectorsis appropriate

the types of skills, experiences and
competencies that the charity needs fromits
senior staff, the specific scope of these roles
and the link to pay

the charity’s current business plan and how
the implementation of this plan may affect the
number of senior staff the charity needs to
employ or recruit and the nature of these roles

the charity’s ability to pay - thisincludes the
cost to the charity of raising pay, and whether it
is sustainable, and how appropriate the level of
pay, and any pay increase, is in the context of
the charity, as measured against the needs of
its charitable purposes and beneficiaries

their assessment of the charity’s performance
and the senior staff’s performance against
expectations,inboth shortand long term

appropriate available information on pay
policies and practices in other organisations
that caninform the decision on whether alevel
of pay is fair and reasonable

the nature of the wider ‘employment offer’
they can make to potential employees, where
payis one part of a package that includes
personal development, personal fulfilment
and association with the public benefit
delivered

the charity’s track record in attractingand
retaining committed and motivated employees

the likely impact on, and views of, beneficiaries,
donors, funders, volunteers and potential
volunteers, where appropriate

therelationship between the policy and
practice for the pay of senior staff and that of
the charity’s whole workforce.



Insmaller charities, the task of researching and
agreeing recommended remuneration levels
may fall to the board at large.

Larger charities may find using the board
process unwieldy and decide it is more effective
to set up a specific remuneration committee to
oversee the policy and process. This decision will
depend on the size of the charity and its type of
activities. For some, this point may arrive when
20 to 30 staff are employed and the charity’s
turnover is £1 million; for others it may be when
the charity employs over 100 people. Larger
charities sometimes use independent committee
members both to bring specialist skills to the
committee and to provide an impartial
perspective.

The charity’s purposes, values and
achievements, as well as its income and
activities, will inform the development and
implementation of its overall remuneration
policy.

A smaller or less complex charity may develop a
relatively straightforward policy describing the
process followed when setting remuneration,
including the role of trustees and the charity’s
income and aims. It could refer, for example, to

whether the charity sets paylevels using an
external benchmark such as the minimum wage,
the Living Wage or local authority pay scales.

As good practice, charities with an income of
more than £500,000, and with independently
audited accounts, should adopt a formal
remuneration policy.

The scope of particular senior executive roles
will reflect the charity’s size and complexity, as
well as the specific technical skill sets,
competencies, breadth and depth of knowledge
therole requires. The largest charities may need
specific skills, experience or particular
specialisms; these roles may command a
remuneration premium as aresult of their
scarcity or the specific high technical value that
they add. For example, charities may need
executives with international leadership
experience, specific high levels of technical
knowledge (such as in specific branches of
medicine, emergency aid in dangerous locations)
or investment management. In some cases, there
isaninternational market for such talent that
may be taken into consideration.

A charity’s size and complexity cannot on their
own justify what maybe perceived as high
salaries. Leaders of smaller charities, for
example, carrying out functions previously run
as government functions can face greater
challenges and organisational complexity than
those of long-established, well-endowed

charities with a settled cohort of skilled senior
staffalready in place.

While trustees may decide to make exceptions to
the charity’s pay policy for exceptional
individuals, they should be careful that this does
not become an unnecessary general practice to
attract and retain senior staff.

The majority of charities do not incentivise
senior staff through use of variable
remuneration or bonuses linked directly to
achievement of short-term performance goals.
For many charities this would contravene their
ethos where their staff’s main motivation for
achieving organisational goalsis adeep
commitment to the charity’s aims. However,
trustees should set goals for senior staffto
deliver the charity’s aims and be able to review
achievement of those goals on aregular basis.

Performance should be part of the decision-
making process when reviewing the
remuneration of senior staff.

Remuneration is typically reviewed annually in
charities. Asinin the private or public sectors,
however, itis not usual for charities to guarantee
anincrease in remuneration to all or any
employees.

When making changes to individual senior staff
salaries, trustees need to be clear on why any
increaseis awarded, and take account of the
effects of the pay policy at levels below senior
management, when making their decisions.

When charities seek external sources of
information to help decide their own senior staff
pay, they should bear in mind the nature of the
charity, the senior staffroles, the size and
complexity of the organisation and the labour
markets in which they operate. Small charities
may require very little information and already
use rates of pay that are linked to external
comparators such as local authority, NHS or
academic pay scales.

Forlarger charities awider pool of intelligence
may be relevant. Such intelligence should be
used with care and alongside other relevant
internal information including recruitment and
voluntary turnover information.

Some charities find it helpful to use specialist
firms to provide advice on comparative salaries.
These firms include Agenda Consulting, Croner,
Hays Group and XPertHR.' This list should not
beregarded as exclusive or an endorsement.

1. See www.agendaconsulting.co.uk/benchmarking/
people_count_third_sector/index.php
www.croner.co.uk/croner/jsp/CronerHome.do?cache=fals
e&channelld=-238414,
www.haygroup.com/uk/and
www.xperthr.co.uk/why-choose-xperthr/ (all accessed
April 2014).



If market intelligence has significantly informed
the decision to make a pay award to senior staff,
the charity’s published remuneration statement
should clearly state the comparator group and
the basis of comparison used.

Trustees should consider the risks of
overreliance on market information in setting
remuneration levels for senior staff. They should
be aware that in the private sector the use of
executive pay market information is widely
believed to have driven up executive pay levels.
While there is evidence of an active labour
market within the charity sector at senior levels,
the sector generally has relatively high retention
rates for these roles.

Anumber of charities have a policy of ‘growing
their own’ leaders as one means of countering
upward salary pressures. Othersinvestin
succession planning and leadership development
to keep specificindividuals and so reduce the
risk of damage to the charity of their leaving,.

Indeciding a charity’s overall remuneration
strategy and specific levels of pay for senior staff,
trustees will need to consider:

the benefit to the charity that such
remunerated positions will bring

the cost to the charity of increasing
remuneration levels

the overall consequences of increasing pay,
particularly at senior levels, in terms of
employee, donor and beneficiary perceptions

whetheritis affordable, including the longer

term implications perhaps based upon arisk
assessment of future income and expenditure

the appropriateness of the pay in the context of
the charity and its beneficiaries’ needs.

A charity’s remuneration policy needs to have a
clearrationale across its entire workforce. The
relationship between different levels of pay and
pay structures in the charity needs tobe
monitored, understood and explainable. Ratios,
or the multiple between the highest to lowest
salaryor highest to median salary, are
sometimes used to help understand and explain
how the pay of senior staff relates to the pay of
the wider workforce in an organisation. This is
also known as ‘pay dispersion’.

Ratios can be auseful tool for charities to use and
to help explain their approach to pay. Where
charities choose to use ratios they might also use
them to help explain, within their remuneration
statement, their approach to pay.

Ratios can help to recognise and track the impact
that differential pay policies and pay outcomes
have on employees, their internal relationships
and theirlives.

Considering and publishing pay ratios could also
provide a helpful prompt to help trustee boards
or their remuneration committees to review
annually the impact of pay decisions for the
whole charity and to consider the appropriate

distribution of any increase in payroll spend.

Inother sectors, the ratio of highest-to-median
earnings of an organisation’s workforce has been
adopted as a suitable benchmark. The median
remuneration of an organisation is defined as the
total remuneration of those stafflying in the
middle of the linear distribution of the total
staff, excluding the highest-paid employee. The
calculationisbased on annualised, FTE
remuneration. The rationale given for adopting
this multiple is that median earnings are more
representative of the pay of the whole of an
organisation’s employees and will not be
significantly affected by large or small salaries
that may skew an average (mean) and a multiple
based upon median earnings is less sensitive to
changes in the bottom of the workforce
structure, and therefore less susceptible to
manipulation.

The cost ofliving and both a charity’s and an
individual’s performance will all affect how
much remuneration levels change over time.

Ifacharityis prioritising improving pay for the
lowest paid, needs to adapt to changesin the
minimum wage or wants to adopt the Living
Wage, senior staff may receive alower salary
increase than othersin the organisation. The
costs of such decisions will clearly have an
impact on the amount of money available to fund
any additional salary increases.



As good practice, all large charities should
publish an annual statement explaining its
remuneration ethos and policy and how this
impacts on the delivery of its charitable
purposes; as well as the actual remuneration,
roles and names of individual highest-paid staff.

Itisup to each charity to define their highest-
paid staffand the Financial Reporting Council’s
definition of key management personnel, as
adapted for charities, provides a helpful starting
point for charities:

‘Those persons to which the trustees delegate
day-to-day authority and responsibility for
managing, planning and directing the activities
of the charity; and often described as the senior
management team.’

For some charities the definition might include
the chief executives and any staffin leadership
positions who report directly to them. If an
individual of any level earns more than the chief
executive, this should be disclosed.

Where acharity has a structure thatincludes
subsidiary trading companies, these will appear
in the charity’s consolidated accounts. Any staff
employed within such companies, who also fit
within the criteria for key management
personnel, or the charity’s highest-paid
individual, should also be included in the
charity’sreport and statement of its senior staff
remuneration.

In all cases, the definition and disclosure should
include the charity’s chief executive, irrespective
ofhis or hersalary.

The term ‘remuneration’ includes the total
financial rewards made, or available, to an
employee. (See the definition in the Glossary at
the end of this guidance.)

In addition to the remuneration disclosures that
charities are required to include as a note to their
accounts, as good practice the charity’s
remuneration statement should be:

included within its Trustee Annual Report

published in a prominent area of the charity’s
website no more than two clicks away from the
homepage. Thisisto ensure ease of access.

Below this charity audit threshold, other
charities should consider adopting a similar
approach and, in all cases, report the salary of
their chief executive.

Charities can also use their annual remuneration
statements to explain clearly the complexity and
challenges they face in delivering some services
and why they need specialist people to enable
them to do so.

Acharity’sannual accounts willinclude the audited
remuneration figures. So, forexample, if someone
startsajobhalfwaythrough the year, only their
half-yearsalarywillbe recorded. The charity’s
website entry could, however, include the current
figures.

Thereis strong anecdotal evidence to suggest that
publication of comparative datain other sectorshas
inflated salaries, with individualsusing the
information to attempt to leapfrog’ others. However,
collecting and publishing aggregate information
about senior executive remuneration helps public
understanding and accountability, and the benefits
willusually outweigh potential downsides.



Thisis awider group of charities than those
found on the Charity Commission’s register
because it includes organisations such as
academy schools, which are subject to separate
regulatory arrangements.
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For example, legislative reforms that took
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astatement by the chair of the
remuneration committee

the company’s policy on directors’
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the year.)
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update_2012-13.pdf (accessed April
2014).

Ipsos MORI (2012) Public Perceptions of
Charity: Areport for the Charities Act 2006
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government/consultations/charities-act-
2006-review (accessed April 2014).
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Scottish charity regulator, are authorised by
the Financial Reporting Council as the
SORP-making body for charities. To assist
them in fulfilling that role they have
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Committee — and they act on the
Committee’s recommendations. The
recommendations of the SORP Committee
are also tested through extensive
consultation before recommendations are
finalised and published.

Charity Commission (2008) Accounting and
Reporting by Charities: Statement and
Recommended Practice Charities SORP
2005 (2nd edition). London: Charity
Commission, paragraphs 234-238.

For example Hutton, W. (2011) Hutton
Review of Fair Pay in the Public Sector: Final
Report. London: HM Treasury, http://
webarchive.nationalarchives.gov.
uk/20130129110402/http:/www.hm-
treasury.gov.uk/indreview_willhutton_
fairpay.htm (accessed April 2014), which
led toincreased transparency
requirements of local authorities
contained in Section 40 of the Localism Act
2011. The Enterprise and Regulatory
Reform Act 2013, Large and Medium-sized

Companies and Groups (Accounts and
Reports Amendment) Regulations 2013
and related amendments to the Companies
Act 2006 impose new obligations on listed
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The Financial Reporting Council is the
body that ultimately authorises and issues
the charities SORP. All entities reporting
under the new Financial Reporting
Standard (FRS102) will need to make this
disclosure in the notes to their accounts
(not the trustee annual report). See
paragraph 33.6 of FRS102. This standard
applies to periods commencing on or after 1
January 2015. The SORP consultation
reflects thisrequirement.

Defined as those charities with
independently audited accounts (currently
charities with a gross income of more than
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APPENDIX A

SUMMARY OF RESPONSES BY NCVO MEMBERS TO
A SURVEY ON SENIOR EXECUTIVE REMUNERATION

Inautumn 2013, 227 NCVO members completed
asurvey and submitted it via the Inquiry’s
dedicated email address. The followingis a
summary of the recurring themesin the
responses from these NCVO member
organisations to the questions. Some of the
responses were by trustees on behalf of the
charity; others came from staff.

Q1. Key principles for setting salaries -
is there a core set?

Ofthe 160,000 registered charities, only 20,000
are employers. Are there particular values that
charities should abide by when setting the
salaries of their senior executives? Is it possible,
or desirable, to propose common principles that
trustees can apply irrespective of the size of the
charity? Or should different principles apply to
larger and smaller charities?

There was no majority view or consensus on this
question. The responses reflected a wide range of
views, including the following.

« Itisdifficult to set acommon set of principles
for all types of charity.

» Payshould be determined by the charity’s
budget, complexity, staff size, risk (financial,
client group etc), location, areain which itis
working (eg anti-poverty charities) and
demands on the individual.

* Charities mustbe able to justify their pay levels
morally and intellectually.

« Salaries should be related to principles. An
executive’s salary should appear ‘reasonable’. A

cap of £100,000 should be the norm.

« The principle of accepting areduced salary for
working for a charity may no longer be valid.
Being a charityis not arelevant factor when
setting salaries and trustees should seek to
attract the best people for the job.

The sector needs to be more comfortable with
greater levels of transparency (see question 4
below for suggestions that were made.)

The sector should be prepared to defend the
salaries it pays, especially as charities are an
easy target. Most charity staff are not overpaid,
although one or two executives may be.

The main motivation for working in the sector
should not be income-led.

» Large charities are equivalent to some large
businesses and need to pay accordingly.

Q2. Comparisons with others

Isit possible, or desirable, to compare senior
executive salaries with other sectors? Oris the
sector unique? Is there, or should there be, an
expectation that charity senior executives be
paid alower salary (a ‘charity discount’) than
they might expectin asimilarrole in another
sector? Or does such an approach affect the
quality of service that beneficiaries receive?

Responses were evenly spread, reflecting three
broad positions.

 Charities are unique, and have unique values,
therefore a ‘discount’ should apply if charities
are toremain connected to their cause and

users. Toworkin a charityis avocation. Other
sectors pay too much.

 Acharity ‘discount’ should apply, but it should
not be excessive.

» There is no reason why the pay of charity chief
executives should be different to other sectors.
People should be paid according to the skills
and expertise theybring. To do otherwise runs
therisk of not getting the right people for the
job.

Q3. The role of benchmarking and ratios in

setting senior executives’ salaries

¢ There was alot of interest in the potential use
of ratios; this was arecurring theme of many of
the responses. There were avariety of views on
what might be ‘acceptable ratios’ with
suggestions ranging from 1:3.5 through to 1:20.
However, several of the responses argued for a
ratio benchmark of1:8 to 1:10, because this
ratio was seen as the equivalent of the gap
between the Living Wage and a salary of
£100,000. There was a lot of support for using
ratios as abenchmark, which some people
suggested as mirroring the Scandinavian
approach to pay.

There was overwhelming support for
benchmarking, with the caveat that while
benchmarking techniques should contribute
to decisions on pay, they should not determine
these decisions.

Q4. Transparency

Should charities be required to be more
transparent about what individual senior
executives are paid?

Responses to this question were broadly split
between the following views.

* Amajority view that it is fundamental that
charities are transparent about the levels of
pay their senior executives receive, with a few
respondents suggesting that this should also
include publishing individual job descriptions
and responsibilities. Several of these
respondents also stressed the important role
that charities needed to play in educating the
public about charity salaries.

The view amongst a significant minority that
the existing requirements to publish salary
detailsin £10,000 bands above £60,000 went
far enough and that publishing any more
details would just encourage criticism by the
public. A public education exercise was seen as
being required before any further disclosure
was introduced.

Aview expressed by afew respondents that, in
addition to greater transparency on senior
executive pay, charities should publish more
information about the salaries of their
lowest-paid staff.

The comment by a few people that
transparency requirements should be the same
across the public, private and charity sectors
—-no more or less.
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Q5. Role of public perception

What should be the role of public perception,
beneficiaries’ views and donors’ opinions in
determining the salaries of senior executives?

* Many replies said that trustees should be
mindful of all stakeholders’ perceptionsin
determining remuneration policy. However,
these respondents also said that charities
should ensure that public perception was not
the dominantinfluence on salary setting for
senior executives in the charity sector or, as
many argued, of any influence.

Trustees’ responsibility for setting senior
executive salaries was seen as paramount, with
many arguing that pay could not be set by
reference to public opinion.

Adistinction was also drawn in some replies
between the role of donors - who fund charities
-and the public more generally.

Therole of charities in educating the public was
seen asvital by several respondents. These
respondents saw a big gap between the public’s
perception of what charities do, including how
much their staff should and do earn, and the
reality. A fewresponses developed this theme
by saying that charities have to be able to
explain and account for their practice and
actions, which nowadays includes executive

pay.

Q6. Other comments

Do you have any other thoughts on pay in the
charity sector?

The Inquiry also received other comments
relating to remuneration.

» Afewrespondents expressed the view that
while some senior executives’ pay is clearly too
high and they had been shocked by the figures,
most charity workers were not overpaid.

* Some charities’ salaries have got out of hand
and so the introduction of a pay structure for
the charity sector would be very helpful.

* Thereis insufficient understanding, in the
country as a whole, about the volunteer/
employee divide.

¢ There is a geographical north-south divide on
pay;itisnotanissueinthenorth. Payisa
London-centric agenda.

* The sector needs to do more to defend itself; it
isaneasytarget.

* This debate reflects a political agendaandisa
distraction.

» The sector has exercised considerable restraint
compared with the private sector.

¢ Introducing a Charter Mark for terms and
conditions could be helpful.
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APPENDIX C
GLOSSARY

This report uses the following definitions within
the charity context.

Allowances may include regional pay premia,
other special payments on joining the
organisation and any cash allowances paid, for
example, in lieu of participation in an employer
pension scheme. These are generally taxable.

Benefitin kind includes goods or services
available to the individual, such as acompany
car, health care or child care vouchers. Generally
these are taxable.

Bonus is avariable cash amount that may be paid
linked to performance of the individual, team or
organisation. Bonus may be paid weekly,
monthlyor annually, at a varyinglevel, or not
paid atall.

Pensionincludes defined benefit and defined
contribution plans.

Salary (or base salary) is the individual’s
contractual fixed annual cash earnings. This
may be expressed as an annual, monthly, weekly
or hourly rate of fixed pre-tax earnings.

Severance arrangements include an
enhancement contractual or discretionary
payment over and above the statutory
redundancy payments to which an employee is
eligible. Note: this is not included in calculation
of total remuneration on an annual basis, but
should be considered as part of pay policy.

Total Remuneration (or pay) consists of the
total financial rewards made, or available, to an
employee. These may be in the form of cash or
benefits in kind and include pension
arrangements. (The Charities SORP and HM
Revenue and Customs use the term ‘emolument’
to describe total remuneration, and the new
accounting standard uses the phrase ‘short-term
employee benefits’.)
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