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CHARITY COMMISSION CONCERN OVER QUALITY OF FINANCIAL STATEMENTS
Following research undertaken by the Charity Commission, they have concluded that only half of the financial statements filed by 
charities registered with them meet an acceptable minimum benchmark.  Their Press Release states:

“A new study published by the Charity Commission, has found that only around half of charity accounts reviewed met the 
regulator’s external scrutiny benchmark.  This follows reviews of the quality of charity accounts which show that auditors and 
independent examiners are failing to identify significant failings in charity accounts.

A sample of 296 charities’ accounts have been assessed against a new external scrutiny benchmark developed by the 
Commission to determine whether a minimum standard of scrutiny by auditors and independent examiners has been met.  
Compliance with the benchmark does not amount to full compliance with the requirements of the Charities SORP; the 
benchmark is about ensuring that the basic requirements have been met, making today’s findings particularly concerning.

Failings included incomplete reporting of related party transactions; of 77 cases in which these were not properly disclosed, 
although in all likelihood an oversight, none were reported to the Commission by auditors or independent examiners.  This raises 
additional concerns that the failure by trustees to manage conflicts of interest is also being under-reported.

Accounts reviewed by an auditor met the benchmark more frequently than those reviewed by an independent examiner.  
Although qualified examiners performed better, only 44% of accounts submitted by qualified examiners met the benchmark. Just 
18% of unqualified examiners met the benchmark.

The regulator is working closely with ICAEW and ACCA to improve their members’ awareness of charity reporting and accounting 
requirements.  It has passed details of accounting practitioners that failed to meet the benchmark to their relevant professional 
bodies so that they can assist them.

The Commission is making its benchmark available on GOV.UK and expects those scrutinising charity accounts to make use of it 
and trustees and those interested in charity accounts to be aware of it.”

It should be noted that utilisation of relevant documentation within the HAT Charities Manual will ensure that this benchmark is 
fully complied with.
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https://www.gov.uk/government/news/charity-regulator-concerned-by-quality-of-external-scrutiny-of-charity-accounts?utm_source=f5f6ade7-ed0a-4c4b-922c-5078d1c62171&utm_medium=email&utm_campaign=govuk-notifications&utm_content=daily
https://www.gov.uk/government/publications/accounts-monitoring-review-auditors-and-independent-examiners-compliance-with-their-responsibilities
https://www.gov.uk/government/publications/a-benchmark-for-the-external-scrutiny-of-charity-accounts
https://www.gov.uk/government/publications/a-benchmark-for-the-external-scrutiny-of-charity-accounts
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CHARITY COMMISSION BENCHMARK FOR CHARITY ACCOUNTS  
As noted above, the Charity Commission has established a new benchmark, setting out the minimum criteria which charity 
accounts need to comply with.  On publishing their benchmark, they stated:

“We have developed this external scrutiny benchmark to help achieve our aim of ensuring that all audits and independent 
examinations meet a minimum standard, thereby assuring the public that they can read the accounts with confidence.  The 
benchmark gives trustees and the reader or user of charity accounts a way of checking that the basics will have been covered.

In holding charities to account we will use the benchmark as part of our regulatory work to identify any shortcomings to trustees 
and advise trustees as to what action must be taken.  This action may include appointing a new independent examiner or auditor, 
arranging another external scrutiny and the resubmission of the accounts.  Also, where an auditor or examiner is qualified, we 
may notify their professional body of the shortcomings that we have identified in that individual’s work.

Initially we plan to work in partnership with professional bodies to raise awareness of their members of the charity reporting, 
accounting and external scrutiny framework so that their members are equipped to fully meet the requirements and to help 
professional bodies understand the training needs of the person concerned and the incidence of a lack of competence across 
their membership so that they can take action to help their members perform well and drive up standards.

We retain the discretion to use non-compliance with the benchmark alone or in combination with other matters as the basis to 
raise a formal complaint with that person’s professional body.”

THE EXTERNAL SCRUTINY BENCHMARK
The Charity Commission have made the external scrutiny benchmark available online, and it is expected that independent 
examiners and auditors make use of this.

The benchmark comprises of just fifteen criteria, with nine of them applying to all accounts, with an additional six criteria 
applying solely just to accruals accounts, and are as follows: 

TRUSTEES’ ANNUAL REPORT
 » For registered charities, is there a trustees’ annual report or, if a company, a combined trustees’ annual report and directors’ 

report.

EXTERNAL SCRUTINY REPORT
 » Is there an independent examination report or audit report;

 »  Is there an audit report if an audit is required by the charity’s size; and

 »  Is the external scrutiny report worded correctly with reference made to the correct legislation.

THE ACCOUNTS
 »  Is there a receipts and payments account or a statement of financial activities;

 »  Is there a statement of assets and liabilities or a balance sheet;

 »  Are the accounts internally consistent, i.e. the closing funds balance within the receipts and payments account, or statement 
of financial activities is consistent with the statement of assets and liabilities or balance sheet;

 » Do the accounts add up correctly; and

 » Are unrestricted and restricted funds clearly identified. 

IF ACCRUALS ACCOUNTS ARE PREPARED
 » Are the accounts prepared on an accruals basis, if required by the charity’s size or because it is a company;

 »  Does the accounting policies note states that the accounts have been prepared under the correct Charities SORP;

 »  Do the notes disclose all of the required related party transactions as required by the Charities SORP;

https://www.gov.uk/government/publications/a-benchmark-for-the-external-scrutiny-of-charity-accounts
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 »  Does the statement of financial activities either incorporate an income and expenditure account or is there a separate income 
and expenditure account, if the charity is a company;

 » Have consolidated accounts been prepared if applicable and required by the charity’s size; and

 »  Is there a cash flow statement, if required by the charity’s size.

UPDATED CHARITY COMMISSION GUIDANCE FOR TRUSTEES ON HOW TO SELECT AN 
INDEPENDENT EXAMINER
The Charity Commission has updated its ‘Independent examination of charity accounts: guidance for trustees (CC31)’, to make it 
more accessible to trustees.  Its Press Release accompanying the update states:

“Where a charity’s annual income is over £25,000, the trustees must arrange for an independent person or accountancy firm to 
carry out either an audit or an independent examination of their charity’s accounts.  The purpose of this is to give the trustees, 
and those who support or fund the charity, some independent assurance that the charity’s money has been properly accounted 
for and accounting records kept.  The trustees of most charities are able to choose to have an independent examination instead 
of an audit.  Independent examination is a ‘light touch’ scrutiny involving the examiner checking for specific matters only.  
Because it is narrowly defined and does not involve forming an opinion as to whether the accounts are ‘true and fair’, it usually 
costs less than an audit.

It is the trustees’ responsibility to select a competent person who has the necessary skills and knowledge to undertake a 
successful independent examination.  For those charities with an income of more than £250,000, the trustees must check that 
the person is qualified and eligible to act as their examiner.

This guidance gives trustees the information they need to:

 » Check whether their charity can have its accounts independently examined instead of audited;

 »  Appoint a suitable person to carry out the independent examination; and

 »  Prepare for the independent examination.

 
CHARITY COMMISSION ALERT ON CYBER CRIME
The Charity Commission has issued an alert regarding cyber crime and its Press Release states:

“Cyber crime has a number of definitions but will usually involve attacks on, or through, computer systems and networks.  It 
often includes theft of data or disruption of systems to enable further crime.

Dependant on the nature of these crimes, trustees, staff, volunteers and beneficiaries of charities may be adversely affected.  
Negative publicity could also impact on public trust and confidence in not only the charity affected, but the sector as a whole.

The government’s Cyber Security Breaches Survey 2019 revealed that over two thirds of high income charities had recorded 
a cyber breach or attack in 2018.  Of those charities affected, the vast majority (over 80%) had experienced a phishing attack, 
which are fraudulent emails.  With the cost of a breach ranging from £300 to £100,000, charity managers cannot afford to ignore 
the growing threat posed by cyber crime, in all its forms.

The good news is that advice and guidance is widely available to help you take the right steps to protect your charity.  All 
charities should be vigilant to the threat of cyber crime and make sure appropriate defences are in place, including raising 
awareness with their staff and volunteers.

The National Cyber Security Centre (“NCSC”) has produced a useful guide on how to protect from cyber crimes: Cyber Security: 
Small Charity Guide.  For larger charities, detailed advice for trustee boards on improving cyber security is available in the NCSC’s 
new Boards Toolkit.

https://www.gov.uk/government/publications/independent-examination-of-charity-accounts-trustees-cc31
https://www.gov.uk/government/news/alert-for-charities-cyber-crime-and-how-to-report-to-the-charity-commission?utm_source=32331120-d30f-4d53-9fc9-422d4197f72d&utm_medium=email&utm_campaign=govuk-notifications&utm_content=daily
https://www.gov.uk/government/statistics/cyber-security-breaches-survey-2019
https://www.ncsc.gov.uk/collection/charity
https://www.ncsc.gov.uk/collection/charity
https://www.ncsc.gov.uk/collection/board-toolkit


4Back to Table of Contents

Newsletter

Making accountants count

If your charity has fallen victim to cyber crime, or any other type of fraud, you should report it to Action Fraud by calling 0300 
123 2040, or by visiting the Action Fraud website.

Charities should also report fraud to the Charity Commission as a serious incident.  We require prompt, full and frank disclosure 
of incidents.  Serious incident reporting helps us to assess the volume and impact of incidents within charities, and to understand 
the risks facing the sector as a whole.  Where appropriate, we can also provide timely advice and guidance, either to assist 
individual charities and get them back on track, or to warn the wider sector about prevalent threats.”

The NCSC’s Cyber Security: Small Charity Guide provides guidance under the following headings:

1.   Backing up your data:
a. Identify what data you need to back up;
b. Keep your back up separate from your computer;
c. Consider the cloud;
d. Read the NCSC’s cloud security guidance; and
e. Make backing up part of your everyday business.

2.   Protecting your charity from malware:
a. Install and turn on antivirus software;
b. Prevent trustees, volunteers or staff from downloading dodgy apps;
c. Keep all IT equipment and software up to date (patching);
d. Control how USB drives and memory cards can be used; and
e. Switch on your firewall.

3.   Keeping your smartphones and tablets safe:
a. Switch on password protection;
b. Make sure lost or stolen devices can be tracked, locked or wiped;
c. Keep your device up to date;
d. Keep your apps up to date; and
e. Don’t connect to unknown wi-fi hotspots.

4.   Use passwords to protect your data:
a. Make sure you switch on password protection;
a. Use two factor identification for “important” accounts;
b. Avoid using predictable passwords;
c. How to cope with “password overload”; and
d. Change all default passwords.

5.   Avoiding phishing attacks:
a. Configure accounts to reduce the impact of successful attacks;
b. Think about how you operate;
c. Check for the obvious signs of phishing;
d. Report all attacks; and
e. Check your digital footprint.

https://www.actionfraud.police.uk/
https://www.gov.uk/guidance/how-to-report-a-serious-incident-in-your-charity
https://www.ncsc.gov.uk/collection/charity
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EXTENSION TO APPLYING FOR DISPENSATION FROM DISPLAYING TRUSTEE NAMES 
ON THE REGISTER OF CHARITIES
As part of changes to Charity Commission’s online services, trustees using a public display name on the charity register will have 
their full legal name displayed to the public, unless they apply to have it removed (known as a dispensation).

These changes were due to happen on 1 September 2019, but the Charity Commission has extended this to give trustees more 
time to apply for a dispensation if needed.  The changes will now happen from 1 April 2020.

A dispensation can be granted if displaying a legal name to the public could put a person in personal danger.

Further information about display name changes and how to apply for a dispensation is available on the Charity Commission’s 
website.

UPDATED FUNDRAISING REGULATOR’S CODE OF PRACTICE
The Fundraising Regulator has published an improved Code of Fundraising Practice and this comes into effect in October 2019.  
Their Press Release states:

“The changes are designed to make it easier for fundraisers, charities and third-party organisations to understand the standards 
expected of them when fundraising.  The new code is also easier for the public to use, so they can know what to expect from 
ethical fundraising.

The changes include:

 » Adding the rulebooks and legal appendices to the code, so that all standards can be found in one place;

 »  A new structure for better navigation - the standards are in three parts, making it easy to know which ones apply depending 
on the type of fundraising;

 »  Being clear about the differences in law in England and Wales, Northern Ireland and Scotland; and

 »  Transparent, jargon-free language – the Plain English campaign gave the code a Crystal Mark standard.

These changes follow a consultation in autumn 2018, which focused on the style, presentation, clarity and accessibility of the 
current code.

Complaints will continue to be considered against the version of the code in effect at the time of the incident.  This means the 
new code will be used as the basis for making decisions about any incidents that take place from October onwards.

Our website is currently being developed so that the code is easy to navigate online and will be re-launched in October.”

UPDATED CHARITY COMMISSION GUIDANCE ON PAYMENT OF INTEREST ON THE 
SHARE CAPITAL OF REGISTERED SOCIETIES
Registered Societies, (formerly Industrial and Provident Societies (IPS)) are registered with the Financial Conduct Authority (FCA).  
Currently, those that are charities are ‘exempt’ charities, which cannot register with the Charity Commission, but are otherwise 
subject to charity law.  The Charity Commission has updated their guidance, regarding the payment of interest on the share 
capital of IPS, which states:

“The activities of charitable IPSs include such things as redevelopment, regeneration and housing projects.  Some IPSs for the 
benefit of the community receive tax benefits as charities but have the power to pay interest on share capital.

While the rules of industrial and provident societies often make a distinction between interest and dividends, they also indicate 
in many cases that the payment of interest is out of profits and so is clearly a distribution of profits.

The Commission considers that a power to distribute profits is fundamentally incompatible with charitable status.  This is 
because a power of a corporate body to apply its property and assets for the purpose of making profits and devoting the 

https://www.gov.uk/guidance/addresses-and-trustee-names-in-your-charitys-public-details
https://www.fundraisingregulator.org.uk/more-from-us/news/new-fundraising-code-published
https://www.gov.uk/government/publications/exempt-charities-cc23/industrial-and-provident-societies-and-the-payment-of-interest-on-share-capital
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resulting profit to the distribution of dividends among the members is considered by the courts to be incompatible with 
charitable status.

We have looked at the legal framework in this area and discussed it with the FCA and HMRC.  We are now satisfied that there are 
circumstances in which limited payments of interest may be made, which would not amount to a distribution of profits.

The Commission’s position is that a power of a community benefit society to pay interest on shares is not incompatible with 
charitable status, provided that the following features are required by the society’s rules:

1. The interest rate is set at a level which is not in itself a motivation to buy shares and which the charity trustees can justify as 
being in the interests of the charity by reference to available commercial rates for borrowing;

2.  The cost is part of the society’s revenue expenses and met before the surplus is determined;

3.  The rates are declared in advance of the period for which they will become payable, just as for a bank or building society 
account, and never retrospectively;

4.  There is a power to suspend interest payments in the interests of the society;

5.  There is a power of the society to withhold repayment of the shares, either temporarily or indefinitely and to write the value 
down below the nominal £1;

6.  The shareholding does not confer any rights to the underlying assets of the society; and

7. In the event of a solvent dissolution, shareholders cannot be paid more than the nominal value of their shares.

ACADEMIES ACCOUNTS DIRECTION 2018 TO 2019
The Education and Skills Funding Agency (“ESFA”) has updated the Academies Accounts Direction for the financial year ending 31 
August 2019.

The Academies Accounts Direction highlights the main changes as being:

 » “Presenting the model annual report and accounts and the regularity reporting section as annexes to the document rather 
than within the document;

 » Removing the requirement to include dates of payments made regarding non statutory / non-contractual staff severance 
payments;

 » Removing the table in the funds note which showed current year and prior year 12 months combined position as this is not 
required;

 » Including the requirement that a copy of the annual report and financial statements must be sent to every member of the 
company and to every person who is entitled to receive notice of general meetings;

 » Referencing SORP Update Bulletin 2 section 3 covering income recognition for donations to academy trusts from subsidiary 
trading companies clarifying income is only to be accrued where there is a legal obligation to make the payment;

 » Revising the categories of tangible fixed assets to align these with the Sector Annual Report and Accounts, noting that if any 
category does not apply it can be omitted;

 » Including the requirement to disclose the prior year position as a comparative for agency arrangements and events after the 
reporting period; disclose comparative with an update where relevant for contingent liabilities and that comparatives could 
be disclosed if helpful to the reader for guarantees, letters of comfort and indemnities;

 » Clarifying the pensions note that Parliament guarantee regarding LGPS liability relates to academy trusts not individual 
academies.  The TPS element has been updated to reflect that revised employer contribution rates are expected to be 
payable from 1 September 2019;

https://www.gov.uk/guidance/academies-accounts-direction
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/795646/Academies_accounts_direction_2018_to_2019.pdf
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 » Including in accounting policies that where an asset comprises of two or more components which have substantially different 
lives, for example roof, boilers, lifts, each component must be depreciated separately over its useful economic life;

 » Specifying the grants received for capital purposes and that these must be spent on capital projects in line with the terms and 
conditions of the grant;

 » Including the new requirements from 1 April 2019 to report all transactions with related parties to ESFA, obtain approval 
where certain limits apply and include confirmation of this in the related party transactions note;

 » Including the requirement that if an academy trust wishes to recognise the use of premises, where these are given rent-free, 
for a remaining notice period it should reflect the future notional donation as a debtor with a corresponding entry for the 
future rental expense as a creditor;

 » Naming the statements that are included under the heading of “other” in the auditor’s report;

 » Clarifying that irregular expenditure includes all alcohol and any excessive gifts including those purchased from unrestricted 
funds; and

 » Including additional areas to consider when testing governance to support the conclusion on regularity.”

HAT COURSE DATES
To ensure that all members of your team who deal with the preparation and audit of charity financial statements are fully 
trained, the following are included on the HAT CPD programme.  These are:

 »  Charities Update for Auditors & Independent Examiners ~ Tuesday, 8 October 2019; and

 » Introduction to Charities ~ A Practical Guide ~ Wednesday, 4 March 2020.

Both CPD courses will subsequently be rescheduled to run again in Central London, or may alternatively be run, “in-house” at 
firm’s offices on a mutually convenient date.

For details of our charges and availability, please contact Roger Morris at the HAT Office at roger@hatgroup.co.uk.

HAT AUDIT MANUALS
HAT ACADEMIES MANUAL
The HAT Academies Manual has been updated to reflect the requirements of the Academies Accounts Direction 2018 to 2019 
and Academies Financial Handbook 2018, both published by the Education Skills and Funding Agency (ESFA).  A summary of 
the changes made are included in both documents and reflected, where relevant, noted above.  However, it is important that 
assignment teams have access to these documents as the HAT Academies Manual cannot cover all relevant areas and is not a 
substitute for these documents.

HAT is also aware that academies have received letters from the LGPS actuary regarding the impact of the Guaranteed Minimum 
Pension ruling in 2018.  It is understood the ESFA are in the process of issuing additional guidance and will update firms as 
necessary regarding this.

Firms may also find it useful to review the ESFA’s Academies Planning Calendar 2019 to 2020 which contains all key dates and 
deadlines for the current reporting cycle.

When undertaking work in the current year, firms should be aware of the updated ESFA Financial Handbook 2019, which is 
effective from 1 September 2019 and also of the new Academy Chart of Accounts which academies are encouraged to use, again 
from 1 September 2019.  The latter is intended to allow automated transfer of financial data to the ESFA in the future.

http://hatgroup.co.uk/cpd-courses-training.php
https://hatgroup.co.uk/training-course/charities-update-for-auditors-independent-examiners
http://hatgroup.co.uk/training-course.php?title=charities-a-practical-guide
mailto:roger%40hatgroup.co.uk?subject=
https://www.gov.uk/guidance/academies-accounts-direction#academies-accounts-direction-2018-to-2019
https://www.gov.uk/government/publications/academies-financial-handbook
https://www.gov.uk/government/publications/academies-planning-calendar?utm_source=ESFA%20update%2026%2F06%2F19
https://www.gov.uk/government/publications/academies-financial-handbook
https://www.gov.uk/government/publications/academies-chart-of-accounts/guide-to-adopting-the-academies-chart-of-accounts
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IMPORTANT NOTE
With regards to the technical articles in this newsletter, every care has been taken by HAT in the preparation of these articles, 
HAT does not guarantee the accuracy or veracity of any information or opinions.  No responsibility for loss occasioned to any 
person acting or refraining from acting as a result of material contained within these articles can be accepted by the editor, HAT, 
its officers or employees.

This material includes text which is derived from FRC publications.  This material is also copyrighted by the FRC, please see 
below:

© Financial Reporting Council Ltd (FRC).  Adapted and reproduced with the kind permission of the Financial Reporting Council.  
All rights reserved.  For further information, please visit www.frc.org.uk or call +44 (0)20 7492 2300.

http://www.frc.org.uk

