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1.0
INTRODUCTION  
The Department for Social Development (the Department) has responsibility for implementing legislation relating to charities in Northern Ireland. The Department is currently consulting on new regulations for the preparation and scrutiny of accounts as well as the annual reporting of all registered charities in Northern Ireland.  
On 1 September 2015 the Department published the proposed new draft regulations along with a consultation paper setting out its proposals to seek views from all those who are part of, or work with the charity sector.  The consultation period will close at the end of 8 weeks on the 30 October 2015.   The Department anticipates that these new regulations will become effective for all registered charities on or after 1 January 2016.  
2.0
BACKGROUND

While the Charities Act (NI) 2008 (the Charities Act) provides for the preparation and scrutiny of charity accounts, it does not include sufficient detail for an effective accounting and reporting framework for all charities registered in Northern Ireland (NI).  It has always been the intention of the Department to make further regulations covering the accounting and scrutiny requirement for all charities, as outlined when the full consultation on the Charities Act took place in 2006.   
3.0
GENERAL COMMENTS AND OVERVIEW
The new regulations provide for the preparation and scrutiny of charity accounts as well as the content of the annual report.   Aspects of these new regulations will affect all charities regardless of legal structure and whether or not they are stand-alone charities or are parent charities with subsidiaries.  The new proposed rules and the Department’s preferred options may be summarised as follows: 
· Proposed that charities with an income of £100,000 or more will have to prepare accounts on the accruals basis (same as company accounts) which is a major change and cost from the basic receipts and payments basis.  (see para 4.0 for full outline of options) 
· All charities will be required to have their accounts externally scrutinised: 

· Charities with an income under £100,000 – an independent examination by someone that the charity trustees believe has the requisite ability and experience (NICVA believes this threshold should be increased to £250,000, see para 5.0 for more detail) 
· Charities with an income between £100,000 and £500,000 – an independent examination by a qualified person (NICVA believes this threshold should be increased to £250,000- £500,000)

· Charities with an income over £500,000 – a full audit. 
· A new Trustee Annual Report must be completed by all charities detailing activities, achievements and a review of the charity’s financial position. (see para 6.0) 

· The Charities SORP will become mandatory for all charities that prepare their accounts on an accruals basis. (see para 7.0)

· Group accounts must be prepared by charities which have subsidiaries if their combined income is £500,000 or more. (see para 8.0) 

The draft regulations need to be read in conjunction with Part 8 of the Charities Act (NI) 2008  as they refer to various sections of the Charities Act which are being brought into being.  

The Department is also consulting on the accounting and audit thresholds which are laid out in Part 8 of the Charities Act.  It has highlighted that any change to these thresholds will have to be made by Order, rather than by the draft regulations.  

As with other legislative changes, it is useful to benchmark our regulations and practice with those in other jurisdictions.  In relation to charity accounting regulations, it is useful to identify the relatively recent changes in other jurisdictions in the UK given that we’re operating under the same tax system and have similar charity legislation.  
4.0
 PREPARATION OF CHARITY ACCOUNTS 
All charities will have to prepare their accounts on either the accruals basis or the receipts and payments basis: 
· Accruals - Fully accrued accounts allocate the costs or income of a particular activity according to when the liability is incurred or when there is entitlement or certainty about income.  This is not necessarily the date on which money is received or paid out as would be the case with receipts and payments accounts.  They contain a balance sheet, a statement of financial activities and explanatory notes and are prepared in accordance with SORP. 
· Receipts and payments  accounts is a simpler form of accounting that consists of a summary of all money received and paid via the bank and in cash by the charity during its financial year, and a statement giving details of its assets and liabilities at the end of the year.  
Any charity which is incorporated as a company must currently prepare accounts based on the accruals basis.  Charitable companies will continue to prepare their accounts on the accruals basis regardless of income. 
Currently charities which are not companies (eg Associations, Trusts) may prepare their accounts on a receipts and payments basis. This is set to change as a charity’s income will determine what basis it must use in the preparation of accounts when the new regulations come into being.  

Under the new proposals, non-company charities will be permitted to prepare their accounts on a receipts and payments basis along with a statement of assets and liabilities only if their income is below a certain threshold.  The Department has outlined two options for consideration below, but has stated that its preferred option is the £100,000 threshold which is set out in the Charities Act.
Table 1. Options for preparation of accounts for unincorporated charities 
	
	Option of preparing receipts and payments accounts 
	Must prepare accruals accounts 

	Option 1 
	Under £100,000 
	Over £100,000

	Option 2
	Under £250,000
	Over £250,000


While the consultation document, and accompanying regulatory impact assessment, focuses on thresholds for the type of external scrutiny which must be carried out, it does not give much consideration to the negative consequences, or otherwise, of the thresholds for the preparation of accounts other than as part of the options to increase the threshold at which an independent examination by an independent person is required: 
“(This option includes an increase in thresholds for the preparation of accruals accounts, not just scrutiny requirements, meaning charities falling within the income band £100,000 to £250,000 would no longer be required to present a ‘true and fair’ view of the financial position of the charity.)” 
Comments 
NICVA understands that charities which are companies must prepare their accounts on an accruals basis in line with company law and this will not change. We welcome that smaller charities (non-company) will be permitted to prepare their accounts on a receipts and payments basis and will not be subject to the detailed accruals method unless they want to.   The Charity Commission for Northern Ireland has already published guidance on preparing receipts and payments accounts along with a helpful toolkit to help charities. 
We would ask however for an increase in the threshold from £100,000 to £250,000 to allow small to medium sized charities (non-company) to continue to prepare their accounts on a receipts and payments basis for a number of reasons outlined as follows:   

Complexity 

Firstly, accruals accounts are complex and not easily understood by non-  accounting professionals as opposed to receipts and payments accounts which are easier to understand.  This is especially important for many charity trustees who may not have the financial skill required to understand accrued accounts.   
Cost
Secondly, there would be a cost to the charity if it is not able to prepare the accruals accounts in-house as the preparation of accrued accounts is more detailed and complex than receipts and payments accounts.  In addition, accounts prepared on the accruals basis will have to conform to the Charities SORP (Statement of Recommended Practice) which again takes time and therefore cost to prepare.  This usually would require the services of an accounting professional with expertise in charity accounts.  
The Department outlines in its consultation paper that there is no cost to its preferred option of keeping the threshold at £100,000 and refers to this as ‘the do nothing option’ however this is misleading as the £100,000 threshold is not currently in force for charities.  It exists in the Charities Act but this particular part of the legislation has not as yet been brought into force.  So currently non-company charities are only required to prepare their accounts on the receipts and payments basis (or income and expenditure) in accordance with current requirements. The bringing into being of the £100,000 threshold would therefore be new for charities so the economic assessment is inaccurate and not based on the real current situation for charities.   There would undoubtedly be a significant cost to a charity if it had to switch from receipts and payments accounts to preparing accruals accounts.  
Alignment with other UK jurisdictions  
Finally, to align the threshold for the preparation of receipts and payments accounts with Scotland, England and Wales which is set at £250,000.  The thresholds that are laid out in the Charities Act were consulted on nine years ago in 2006 as part of the wider consultation on the whole of the new legislative framework for charities.  The levels provided in the Act were in keeping with those in existence in England and Wales at the time of the consultation, but soon became outdated as thresholds were increased.  It was considered important then as it is now that we should try and align our accounting and audit requirements with other jurisdictions in the UK so as not to encumber charities working across the UK.    Table 2 below outlines the accounting and audit thresholds across the UK.  

Table 2.   Comparison of accounting and audit thresholds across the UK 
	Requirement
	England & Wales
	Scotland
	Northern Ireland 


	Accounts may be prepared on a Receipts and payments basis 

	 Up to £250,000

	Up to  £250,000
	Up to 
£100,000


	Independent examination (by a person with requisite skills)


	£25,000 up to £250,000
	Up to £250,000
	Up to 

£100,000

	Accounts must be prepared using the accruals basis (in accordance with the Charities SORP)


	Over 

£250,000 
	Over 

£250,000 
	Over 

£100,000 

	Independent examination (by a qualified person) 


	*Over £250,000 up to £1 million 
	On all accrued accounts up to £500,000
	Over 

£100,000 up to £500,000

	Full audit 


	** Over 

£1 million 
	***£500,000 
	£500,000

	Report and accounts filed with charity regulator
	£25,000
	£0
	£0


*(or £250,000 with gross assets not more than £3.26m)

**(or £250,000 with gross assets at least £3.26 m)

***(or accrued accounts where gross assets are at least £3.26 m)
NICVA appreciates that a change in threshold which is different to that in the Act will require the implementation of an Order rather than a simple change to the draft Regulations.  Too low a threshold however will only serve to add an extra unnecessary layer of cost and administration to charities which are already trying to comply with a variety of regulations and budget cuts from funding bodies. Charities have been waiting for a number of years on the accounting and audit requirements, it is imperative that we have regulations which are reasonable and proportionate to charities.    
5.0
AUDIT OR INDEPENDENT EXAMINATION 
When the new regulations come in to force all charities, regardless of legal structure, will be required to have their annual accounts scrutinised by an external person, the level of scrutiny will depend on income of the charity.  
The three different types of scrutiny are: 

· An independent examination by someone the trustees feel has the requisite ability to carry this out 

· An independent examination by someone who is professionally qualified (set out in Appendix 1) 
· A full audit 
The Department has identified three different options for levels of scrutiny but its preferred option is the thresholds which are laid out in the Charities Act as laid out in Option 1 of Table 3 below:  
Table 3.  Comparison of 3 options for accounting and audit thresholds as laid out in the consultation document

	Requirement 
	Option 1 

Income threshold: 
	Option 2

Income threshold:
	Option 3 

Income threshold:

	Independent examination (by a lay person) and receipts and payments accounts
	 Up to £100,000
	Up to  £250,000
	Up to £250,000

	Independent examination (by a qualified person) and accruals accounts
	Over £100,000 up to £500,000
	Over £250,000 up to £500,000
	Over £250,000 up to £l million 

	Full audit 
	Over £500,000 
	Over £500,000
	Over £1 million 


Table 3 above outlines the three different options in the consultation paper.  The second and third options would see the income threshold being set at £250,000 for the preparation of receipts and payments accounts.  The same threshold would allow for the independent examination to be carried out by someone who the charity trustees feel has the requisite ability and practical experience to carry out a competent examination of the accounts.  Options 2 and 3 would require a charity to prepare its accounts on the accruals basis if its income is over £250,000 but the thresholds for external scrutiny differ.  Option 2 permits an independent examination by a qualified person up to a threshold of £500,000 but Option 3 permits this same scrutiny up to a threshold of £1 million.  A full audit would be required for a charity with an income over the upper threshold.   
Comments 
Currently, there is no legal requirement for non-company charities to carry out any form of external scrutiny on their accounts unless it is a requirement in their governing document.  NICVA welcomes that small charities will be able to have an independent examination carried out by someone that the trustees believe has the ability and practical experience to do it.  Having an independent person to scrutinise the accounts should help promote public trust in charities from the public as well as funding bodies. It should also help charities with identifying problem areas in financial record keeping or procedures.
The Department has laid out the scrutiny options in line with the Charities Act (option1) income thresholds that had existed until fairly recently in England and Wales (option 2) and the newer thresholds in England and Wales (option 3). It has not offered an option whereby the type of accounts presented should get a particular form of scrutiny separate to the income band. In Scotland, for example, the minimum requirement for the scrutiny of accrued accounts is that they must be independently examined by someone who is professionally qualified, regardless of income of the charity. 
Initial anecdotal evidence suggests exploring this further to ascertain if the requirement should be stricter as in Scotland or align with England and Wales.  (Table 2 on page 6 outlines the accounting and audit thresholds across the UK.)  
It is well recognised that an Independent Examiner would need to have considerable accounting experience to be able to carry out a competent examination of the accruals accounts of a charity. So should this be left to the charity trustees to choose a person with the required expertise or does it need to be enshrined in legislation that only a particular person can carry out an examination of accrued accounts? 
The disadvantage of only permitting qualified people to carry out an examination on accrued accounts is that it may prevent those with the relevant skills from being able to volunteer these skills to carry out this work for charities.  For example, people who work in finance offices in the preparation of accruals accounts may not necessarily have the required accounting qualification, as outlined in Appendix 1, but may have the essential experience which is needed.  
NICVA therefore agrees with the proposal to align the threshold for external scrutiny along with the income thresholds for the preparation of accounts.  The impetus then would be on the charity trustees to follow the relevant guidance from the Charity Commission in the selection of an appropriate examiner.    
With regard to the independent examination of charities, NICVA asks that the threshold be increased to £250,000 to allow the charity trustees to appoint an independent person with the requisite ability and practical experience to carry out the examination as laid out in Option 2 in Table 3 above. The form and content of an independent examination, as outlined in the next section, requires that an independent examiner follows a structured approach and reports on specific matters.  Given the detailed scrutiny of the independent examination in itself, it should then be up to the charity trustees to ensure that they appoint the appropriate person.  

The Charities Act does not require charities to take the value of a charity’s assets into consideration when determining if a full audit is required, unlike our neighbours in the UK. NICVA is in agreement that the threshold which would require a full audit should be set at £500,000.  NICVA’s preferred option for the thresholds for audit and independent examination are outlined in Table 4 below:  

Table 4. NICVA’s preferred option for thresholds for audit or independent examination 

	Minimum requirement
	Scrutiny of accounts  
	Presentation of accounts  


	Up to  £250,000 
	Independent examination (by a person with requisite skills)
	Receipts and Payments

	Over £250,000, up to  £500,000
	Independent examination (by a qualified person)
	Accounts must be prepared on an accruals basis

	Over £500,000 (no assets threshold)
	Audit 
	Accounts must be prepared on an accruals basis


Qualified Examiners
The list of qualified people who are eligible to carry out an independent examination is prescribed in Section (65) of the Charities Act, see Appendix 1.  In (65)(4)(b), it states that a ‘fellow’ of the Association of Independent Examiners (ACIE)  is eligible but this should be a ‘full member’ of the Association of Independent Examiners.  The Department has already made the necessary amendment via the Charities Act (NI) 2013 (para 14(a) of Schedule 1) to allow a full member of ACIE to be considered an eligible qualified person.  
Duties of Examiners
Part 4 of the draft regulations makes provision regarding the duties of an independent examiner (and auditors) and the reports to be made by them.   The consultation paper outlines that: 
“An examination involves a review of the accounting records kept by the charity and a comparison of the accounts presented with those records. It also involves a review of the accounts and the consideration of any unusual items or disclosures identified. Verification and vouching procedures, where an item in the accounts is checked against an original document such as an invoice or a receipt, only become necessary where significant concerns are identified from the work of the examiner, or where trustees do not provide satisfactory explanations.”
Comments

While many charities In Northern Ireland get their accounts examined by an independent person, they may not be too familiar with the content of a formal independent examination report as there has not been any prescribed form or content for non-company charities to follow to date.  While an independent examination is a simpler and less detailed form of scrutiny than a full audit, it is much more detailed than a simple informal look over the accounts.  Regardless of whether the independent examination is carried out by a qualified or non-qualified person, the content and form of the examination follows the same in-depth process.  

The Charities Act gives the Charity Commission the power to give guidance to charity trustees in connection with the selection of an independent examiner and also to give directions as it thinks appropriate with respect to the carrying out of an examination.  The Charity Commission for England and Wales requires that an Independent Examiner follows ten stages before forming an opinion on the charity’s accounts.   It is expected that the Charity Commission for Northern Ireland will issue similar directions as opposed to the good practice guidance that Scotland relies on.  This should result in a much more thorough independent examination process for charities here in Northern Ireland.  
6.0
THE ANNUAL REPORT
For the first time all charities in Northern Ireland will be required to complete a Trustee Annual Report (TAR) with prescribed content.  Depending on the type of charity: investment fund, parent or stand-alone charities, there are different rules regarding the content that is required in the TAR.  For example, a stand-alone charity preparing receipts and payments account (or a grant-aided school) must include a summary that explains: 
· The main activities undertaken by the charity to further its charitable purposes for the public benefit; and 

· The main achievements of the charity during the year

Other detail about the charity is to be included such as: 

·  a review of the charity’s financial position at the end of the year;

·  identification of any fund of the charity that was materially in deficit at the end of the year including details of steps taken by the trustees to eliminate that deficit.
A charity which prepares its accounts on the accruals basis would also have to prepare the TAR in accordance with the methods and principles set out in the SORP.  

Comments 
The new prescribed TAR will require a lot more detail than charities, especially smaller charities may currently include in their annual report.  It would be extremely helpful then to have various templates to help charities prepare the TAR in line with the regulations.  NICVA notes that the Charity Commission in England and Wales provides such templates for its registered charities and would anticipate that our Charity Commission would do the same.  
7.0
STATEMENT OF RECOMMENDED PRACTICE (SORP)
Currently the application of the charities SORP is best practice in Northern Ireland for charities which apply their accounts on an accruals basis.  Once the regulations are implemented it will be a legal requirement for all charities to apply the charities SORP to their accrued accounts.  The SORP will not be a legal requirement for charities which prepare their accounts on a receipts and payments basis.

Comments 

NICVA welcomes the regulations requiring charities to apply the SORP to their accrued accounts.  There has been much discussion about changes to the charities SORP over the last few years so it is helpful that the regulations are not too prescriptive about the requirements of SORP but rather refer to the fact that charities which prepare their accounts on an accruals basis must follow the methods and principles of its rules if they are applying it.
Many charities in Northern Ireland already apply the charities SORP so these regulations will not have too great an impact on them, apart from those that have to comply with the latest version of the charities SORP.  For those that do not already comply with the charities SORP however, they will need to allow time to apply it as anecdotal evidence would suggest that it takes considerable time and effort in the first year that it is used. 
8.0
GROUP ACCOUNTS 
Part 3 of the regulations provide for the preparation of group accounts for parent charities and their subsidiaries.  The regulations set out how the aggregate gross income is to be calculated and also how the financial years of subsidiaries are to be determined.  The minimum threshold for the preparation of group accounts is £500,000 which is the same threshold as applies to the audit.  
The consultation document outlines that the methods and principles of FRS 102 and the applicable SORP will apply.  The document also identifies that if the audit threshold for individual charities were to be increased then the same amount would be applied to the aggregate gross income.  

Comments 

NICVA thinks that the £500,000 threshold is sufficient and aligns with the threshold in Scotland.  
Respond to the consultation

To contribute to our response, please send your comments to denise.copeland@nicva.org  by Monday 12 October 2015. 
Copies of the consultation document can be accessed from www.dsdni.gov.uk/consultations/accounting-and-reporting-by-charities
or for alternative formats contact the Department on 028 9082 9033. 
Please email responses to charitiesconsultation@dsdni.gov.uk or use the online questionnaire at https://www.dsdni.gov.uk/consultations/accounting-and-reporting-by-charities  Please note that it is not always necessary to answer all questions in a consultation paper if you do not have the time to consider all of the new proposals.  If you only want to answer one or more questions, for example on the income thresholds, then this is perfectly acceptable.   
The responses to the Department’s consultation are required no later than 30 October 2015.

Appendix 1

List of those who would be considered a qualified person to carry out an independent examination as per Section (65) Charities Act (NI) 2008
“(4) If subsection (3) applies to the accounts of a charity for a year and the charity's gross income in that year exceeds £100,000, a person qualifies as an independent examiner for the purposes of paragraph (a) of that subsection if (and only if) that person is an independent person who is— 

(a)
a member of one of the bodies listed in subsection (5); or
(b)
a *fellow of the Association of Charity Independent Examiners.
(5) The bodies referred to in subsection (4)(a) are— 

 
(a)
the Insitute of Chartered Accountants in England and Wales;
(b)
the Institute of Chartered Accountants of Scotland;
(c)
the Institute of Chartered Accountants in Ireland;
(d) 
the Association of Chartered Certified Accountants;
(e)
the Association of Authorised Public Accountants;
(f) 
the Association of Accounting Technicians;
(g) 
the Association of International Accountants;
(h) 
the Chartered Institute of Management Accountants;
(i) 
the Institute of Chartered Secretaries and Administrators;
(j) 
the Chartered Institute of Public Finance and Accountancy.”
*this should be a Full Member and has been changed by para 14(a) of Schedule 1 to the Charities Act (NI) 2013:  
“14.  In section 65 (annual audit or examination of charity accounts)— 

(a)in subsection (4)(b) for “Fellow” substitute “full member”;”
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