pwe

Staying ahead —
spotting warning
signs and building
financial resilience

Third Sector Conference
19 June 2025



Introductions

Daniel Chan

Partner and Charities Leader, PwC
M: 07808 035470
E: daniel.y.chan@pwc.com

PwC Third Sector Conference 2025

David Baxendale

Partner, PwC

M: 07815 290967

E: david.baxendale@pwc.com



1 State of the sector
2 Warning signs

3 How to recognise
and deal with distress

4 Q&A

Agenda

PwC Third Sector Conference 2025



State of the sector
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Warning signs
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What makes a charity vulnerable?

Predictable
income flows

Most comfortable model.

Fixed cost
commitments
Need to track trends
Flexible cost base in income.
Need to understand
reserves policy.
04 Unreliable income

Most vulnerable position.
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What to look out for

Performance decline
* Declining profit/EBITDA.
* Shrinking market.

* New activities that diverge from
strategy/are not funded.

* Macro-pressures (e.g. exposure to
inflation, cost increases).

* Loss of key
customers/donors/suppliers/stakeholders.

Public distress signals

* Media reports (adverse comment
on operations,
performance) programmes).

* Social media.
* Regulatory Scrutiny.

Performance
decline

Weak
balance
sheet

Warning
signs

Public
distress
signals

Personnel
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Weak balance sheet

* Poor liquidity and reserves.
» Decreasing cash position.
* High leverage.

* Manipulating working capital to
generate liquidity.

Personnel
» Loss of key staff/turnover of staff.

« Engagement of board — frequency
and nature of meetings.

* Lack of transparency.

* Inability to prioritise/Shortage
of Resource.



How to recognise and
deal with distress
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Director/Trustees duties

Trustees may be held personally liable if it appears that they allowed the charity to continue trading without taking every precaution
to minimise potential losses to creditors. Each charity must be considered individually on this basis.

What is the position of a Trustee of a charitable company?

» The directors (ie. Trustees) themselves will normally have no personal liability for the company's debts,
because the company has a separate legal identity.

* However, there are certain limited circumstances involving fraud, transactions at an under value, wrongful
trading or breach of trust where directors may face personal liability.

Trustee :

Liability What is the position of a Trustee of a charitable company in the event of an insolvency?

» Adirector can be ordered to contribute to the assets of an insolvent company if it appears that he or she
knew, or ought to have concluded, that there was no reasonable prospect of the charity avoiding the
position where it would be unable to meet all its debts; but continued to do business without taking every

step with a view to minimising potential losses to the charity's creditors.

What is the general duty of a charity Trustee?
» Acting prudently and reasonably in administering the financial affairs of the charity.
» Ensuring prudent financial management and compliance with the law, including insolvency law.

CC12 — Charity Commlss.lo.n advice s an The legal position of charity Trustees in an insolvent situation varies according to the legal structure of
excellent source for Charities and Stakeholders the charity

03

PwC Third Sector Conference 2025 | How to recognise and deal with distress



Best practice for trustees and management team

' Board ' Understand Regular Minutes Professional Reduction of
' meetings | cash position | | updates N B | advice | liability

Remember: Simply stopping
to trade is generally not in the
best interests of creditors (!)
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Best practice for trustees and management team (continued)

' Not incur credit | | Significant ' Connected ' | Conflicts of | Trustaccounts | | Confidentiality | ' Creditor

: || transactions | | parties | interest n » | | pressure

Remember: Simply stopping
to trade is generally not in the
best interests of creditors (!)
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Understanding the recovery curve

During this period it is important to take
swift action to increase options available

External pressures Options available

Comfort
e
% Concern
B Crisis In control
Catastrophe Out of control

Time
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Solutions

Availability of options
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The critical steps for recognising and dealing with financial
challenge and distress

01 02 03 04

Assess the Understand options Leadership and Rigorous and
situation and diagnose available and develop ownership across regular reporting.
the problem. programme of work.  the organisation.

Enhanced governance = Map out and engage Seek support

and communication. with stakeholders. and advice.
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Continually re-evaluate your position

Can we pay any debts as and when
they fall due?
l Y

No issue — continue with the
existing strategy.

Are there sufficient funds available
to support the turnaround?

<—Y START: Are we solvent on a balance sheet basis? i.e. do assets

outweigh liabilities.

Will we run out of cash before we can
consider alternative strategies?

N

Y Is there is a reasonable prospect that the current recovery
' plan can be achieved?

N ‘

N Is it possible to adjust the strategy in order to improve the position

\/

Implement current
turnaround/restructuring plan
with close monitoring by trustees

> for creditors?
v

Explore an alternative strategy — e.g. a more drastic turnaround
or merger
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Insolvency planning is required.

The needs of creditors should
be prioritised.
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PwC

&A
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Thank you

pwc.com

This publication has been prepared for general guidance on matters of interest only, and does not
constitute professional advice. You should not act upon the information contained in this publication
without obtaining specific professional advice. No representation or warranty (express or implied) is given
as to the accuracy or completeness of the information contained in this publication, and, to the extent
permitted by law, PricewaterhouseCoopers LLP, its members, employees and agents do not accept or
assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or
refraining to act, in reliance on the information contained in this publication or for any decision based on
it.

© 2025 PwC UK. All rights reserved. PwC refers to the UK group of member firms and may sometimes

refer to the PwC network. Each member firm is a separate legal entity. Please see www.pwc.com/structure
for further details.



