
Charities Act 2006 Review – Call for Evidence

Reporting and accounting requirements for charities

Issue

The Charities Act 2006 Review is considering whether further changes should be made to the requirements for charities to prepare annual reports and accounts and submit them to the Charity Commission (the Commission). 

Background

Accurate, clear and publicly available information about charities’ finances and activities is essential to ensure public confidence in both individual charities and the charitable sector as a whole. 

All charities, whether or not they are registered with the Commission, must prepare accounts.  They must make their accounts available to anyone on request, and may charge to cover their costs of doing so e.g. photocopying and postage.
A registered charity must send to the Commission some or all (depending on its size) of:

· an annual return (containing key information such as contact and trustee details as well as income and expenditure)   

· its accounts 
· an Annual Report

These are then made available to the public through the Commission’s website (the charity must also make the Annual Report available to anyone who asks for it). 
Charities with an annual income of more than £10,000 are required to send this information to the Commission within ten months from the end of their financial year. Failure to do this results in the charity being “named and shamed” on the Commission’s website.

Annex A summarises the Commission’s guidance about what information should be included in charities’ accounts and Annual Reports and what should be sent to the Commission (“Charity Reporting and Accounting: The essentials April 2009” (CC15b))
. 
Issues the Review will be considering

The first issue to consider is whether the information that charities are required to provide in their accounts and reports meets the needs of the public and other stakeholders.  There is little value in providing detailed information and making it publicly available if the information provided does not answer stakeholders’ questions. 

There is also a significant anomaly with the charity accounting and reporting system. It is estimated that there are around 80,000 unregistered charities in England and Wales. Many have an annual income under £5,000 so are below the registration threshold; others are charities of a type that is “excepted”
, and need only register if their gross annual income is more than £100,000. As unregistered charities, they are not subject to any reporting requirements, so the Commission holds no information about them.  (Further issues around excepted charities are dealt with in a separate Call for Evidence “Charity registration thresholds and excepted charities”.) The Review will consider if and how such anomalies should be removed so as to achieve a more level regulatory playing field.  
There are around 180,000 registered charities and over 70,000 of them have to send their accounts and Annual Report to the Commission every year. On an arithmetic average basis this means that about 280 registered charities need to send their accounts and Annual Report to the Charity Commission every working day. Clearly the Commission cannot, and never has been able to, examine the volume of accounts it receives in any detail.
In these circumstances the Review will consider whether the requirements to submit accounts and Annual Reports to the Commission should be relaxed.  Is the burden (on charities and on the Commission) proportionate, given that members of the public can ask any charity directly for its accounts and its Annual Report? Examples of how the requirements could be relaxed include:

· bringing the submission requirements for accounts and Annual Reports into line with the threshold above which excepted charities must register (i.e. no charity with an income below £100,000 would have to comply with the requirements), or 

· not requiring accounts and Annual Reports to be sent to the Commission if they are already published on a charity’s own website and a link is provided from the charity’s entry on the Register.

An alternative view is that the regulatory costs lie in preparation of charity accounts and reports, that submission of these to the Commission does not present a significant burden, and that it is warranted on the grounds that it ensures accurate and up-to-date information about registered charities is transparent and accessible on the Commission’s website.

Failing to comply with requirements to submit accounts and Annual Reports and accounts within 10 months from the end of a charity’s financial year is a criminal offence. At present the only sanction the Commission uses is “naming and shaming” on its website. The Commission’s Annual Report for 2010-11 records that 84% of charities, accounting for 95% of the income of all registered charities, complied with this requirement. The Review will be considering whether the enforcement of more rigorous sanctions, such as fines or even suspension of charitable status for persistent offenders, could help to push the compliance figures closer to 100%.

Finally, the Review will consider concerns that the format and content of accounts and Annual Reports is too technical and difficult for most members of the general public to understand. This could distance people who might otherwise want to get involved. 

It was with this concern in mind that the Commission introduced the Summary Information Return for charities with an annual income of more than £1 million. It was designed to be an easily accessible summary of the charity’s key aims, activities and achievements. However, it is viewed by many charities as being an additional burden rather than an improvement in their transparency. 

Consequently the Review will be considering how the essential information provided by accounts and Annual Reports can be presented in a way that is more easily understood by the general public without adding to the regulatory burden.

Who should respond?

Anyone can respond, and all responses will be considered.

However, we are particularly interested to hear from charity trustees, charities’ staff who are involved in the preparation of accounts and Annual Reports as well as accountants who work with charities.

Deadline for responses:

The deadline for receiving responses to this call for evidence is 16 April 2012.

How to submit your response:

Please send your response by e-mail to charitiesactreview@cabinet-office.gsi.gov.uk 

Alternatively you can write to:

Charities Act 2006 Review

c/o Office for Civil Society

4/16, HM Treasury

1 Horse Guards Road

London SW1A 2HQ

	Question 1: Do you think that the current thresholds at which charities have to send their accounts and Annual Reports to the Charity Commission are set at the right level? Should smaller charities have to comply, so that their information can be made available to the public as well?  Or should the threshold be raised, so relaxing the requirement for other charities?



	Question 2: If you are a charity, do you think the regulatory burdens around accounts and reports (preparation, scrutiny, and/or submission) are too onerous?  Could the burdens be lightened without putting at risk public confidence in the sector?


	Question 3:
Do charity accounts and Annual Reports provide the information the public and other stakeholders need about a charity? How could the presentation of information be improved?  Do you have any other comments on the preparation of charity accounts and reports?


	Question 4: Is it useful for charity information including accounts and Annual Reports to be available through the Commission’s website?  Have you ever tried to find these documents through the Commission?  Did the information meet your needs?  Is there other information that should be available on the Commission’s website?



	Question 5: Are the scrutiny requirements for charity accounts proportionate and set at the right levels?  Do you have any comments on the requirements for independent examination or audit of accounts, or the various financial thresholds at which different requirements apply?



	Question 6:
Did you know that a charity must provide its accounts and (unless it is unregistered) its Annual Report to any member of the public who asks for it? Have you ever asked a charity for these documents, or looked for them on a charity’s website? If you are a charity, do you make them available on your website, if you have one?  


	Question 7:
Are there other ways to make the information contained in charities accounts and Annual Reports available to the public? For example, should charities publish them on their own website, if they have one?



	Question 8:
What sanctions should there be for charities that fail to submit accounts and Annual Reports to the Commission within ten months of the end of their financial year?  Is “naming and shaming” enough?  What other sanctions would be appropriate, for example fines, suspension of registered charity status, or suspension of access to charity tax exemptions and reliefs?



	Question 9:
Do you have any other comments on the accounting and reporting requirements that apply to charities?




Respondent details:

	Name:
	

	Position:
	

	Organisation Name:
	

	Organisation size (income)
	


	Are you a trustee of a charity?
	Yes  /  No

	Is your organisation a charity?
	Yes / No


What happens next?

· We will acknowledge receipt of all responses, although we cannot provide a detailed response to each individual submission.

· All responses will be considered in forming the report of the review. 

· The aim is for the report of the review to be laid in Parliament and published in July 2012.

The small print:

All information in responses, including personal information, may be subject to publication or disclosure in accordance with the access to information regimes (these are primarily the Freedom of Information Act 2000, the Data Protection Act 1998 and the Environmental Information Regulations 2004). If you want your response to remain confidential, you should explain why confidentiality is necessary and your request will be acceded to only if it is appropriate in the circumstances. An automatic confidentiality disclaimer by your IT system will not, of itself, be regarded as binding on the department. Contributions to the review report will be anonymised if they are quoted, unless we contact you and you give us your permission to use a particular quote.

Individual contributions will not be acknowledged unless specifically requested. 

ANNEX A
TABLE SUMMARISING CHARITY REPORTING AND ACCOUNTING REQUIREMENTS

	Type of charity
	Threshold 
	Type of accounts 
	External Scrutiny* 
	Trustees’ annual report 
	Information to be sent to Commission 

	Registered unincorporated charities 
	Gross income up to £25,000 
	Receipts and payments, or accruals basis in accordance with SORP 
	No requirement 
	Must be prepared but it may be simplified 
	Annual Return
(If income is under £10,000 the requirement is only to notify of changes to basic information on the Register of Charities)

	  
	Gross income between £25,000 and £250,000 
	Receipts and payments, or accruals basis in accordance with SORP. 
	Independent examination or audit by a registered auditor 
	Must be prepared but may be simplified 
	Annual Return 
Annual Report and accounts must be sent within 10 months of financial year end 

	  
	Gross income between £250,000 and £500,000 (and gross assets do not exceed £3,260,000)
	Accruals basis in accordance with SORP
	Independent examination or audit by a registered auditor. 
If gross income exceeds £250,000 an independent examiner must belong to a body specified in the 1993 Act 
	A full Annual Report must be prepared 
	Annual Return 
Annual Report and accounts must be sent within 10 months of financial year end 

	  
	Gross income exceeds £500,000; or gross income exceeds £250,000 and gross assets exceed £3,260,000 
	Accruals basis in accordance with SORP 
	Statutory audit carried out by a registered auditor 
	A full Annual Report must be prepared 
	Annual Return. 
Annual Report and accounts must be sent within 10 months of financial year end. 
Charities with a gross income exceeding £1,000,000 must also complete a Summary Information Return (SIR)

	  
	Where the charity has either charitable or non-charitable subsidiaries and the income of the group exceeds £500,000 
	Accruals basis in accordance with SORP
	Statutory audit carried out by a registered auditor 
	
	The parent charity completes the Annual Return and SIR on a group basis 
Annual Report and accounts must be sent within 10 months of financial year end 
Charities groups with a gross income exceeding £1,000,000 must also complete a SIR (continued)


	Registered Charitable companies 
	· Annual Return requirements are as for unincorporated charities.

· Must prepare directors’ report and accounts under the Companies Acts and file these at Companies House. This means that they cannot prepare their accounts on the receipts and payments basis. 

· Must comply with Annual Report requirements. In practice, the directors’ report is expanded to include information required in the Annual Report 

	Excepted charities (unregistered) 
	· Must produce annual accounts in the same way as an equivalent type of registered charity (company or non company) 

· Copies of accounts must be provided to the public on request, but not sent to the Commission unless requested. 

· Commission can require an Annual Report to be produced in exceptional circumstances 

	Exempt charities (unregistered) 
	· Must keep proper accounting records and prepare accounts 

· Where having to prepare accounts giving a true and fair view, they should follow SORP 2005, unless a specialised SORP applies, for example English universities follow the Higher Education Funding Council for England’s SORP. 

· Must provide copies of accounts to the public on request 

· Audit requirements depend on how charity is constituted and the regulatory regime under which it operates 


� �HYPERLINK "http://www.charitycommission.gov.uk/Publications/cc15b.aspx"�www.charitycommission.gov.uk/Publications/cc15b.aspx� 


� Churches and chapels of some Christian denominations; charitable service funds of the armed forces; scout and guide groups.






