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Good morning Ladies and Gentlemen.

I would like to thank Sheila and Niamh for inviting me here today to address you on Charity Regulation and particularly the accounting and governance aspects of this.

I am an audit and compliance Partner in a medium sized practice and a member of the Institute of Chartered Accountants in Ireland’s Auditing Standards Committee.  As such I am a keen advocate of Charity Regulation.

For nearly two decades many commentators have called for greater regulation of the sector.  The programme for Government, in June 2002, said ‘a comprehensive reform of the law relating to Charities will be enacted to ensure accountability and to protect against abuse of charitable status and fraud’.

In December 2003 the Department of Community, Rural and Gaeltacht Affairs published a consultation paper entitled ‘Establishing a modern statutory framework for Charities’.  No charity legislation has been enacted for over forty years and legislation is urgently needed.  I understand that a Charities Regulation Bill is likely to be brought before the Dáil next year and this should be strongly welcomed.

There is no central body for the regulation of Charities in Ireland or statutory provision for their registration and inspection.  There is no statutory definition of charity, Charitable purpose, Not-for-profit organisation, etc.  We have no reliable information on the number of active Charities, what their financial worth is and how they spend their funds.

The Charities sector in Ireland stands to benefit from a new statutory framework which would enhance the sector and increase confidence in it.

The overall aim of new legislation should be to introduce an integrated system of registration and regulation as well as the supervision and support of registered Charities.  The focus should be on:

i) Giving clear statutory guidance regarding the definition of Charity and charitable purpose,

ii) Establishment of a register of Charities, and

iii) Putting in place an appropriate regulatory framework for registered Charities, thereby securing accountability and protecting against fraud.

As the first two items are mainly legal in nature I am not qualified to speak on these and we have excellent speakers after the break in this regard.

The overwhelming majority of Charities in Ireland are very well run and managed entirely by volunteers.

It is essential the emphasis of reform should be on achieving the right balance between proper accountability and vigorous intervention where Charity is abused and on the other hand allowing Charities to continue to be dynamic, innovative and to function without undue bureaucracy.

Legitimate Charities have nothing to fear from greater transparency.  Clearer information will enhance trust in the Charity sector.  Society has changed in the last few decades and we are living in a more litigious environment.  Volunteers and trustees are much more likely to become and remain involved in a good, well regulated, charity sector.

It is inappropriate that different standards of financial reporting should apply depending on the legal vehicle used to establish a Charity.  New legislation should standardise the law relating to charity trustees and financial reporting, bringing coherence and consistency to this area.

In Ireland the legislature have a good history of introducing sensible well balanced legislation which reflects the input of interested parties and I look forward to the introduction of the Charities’ Bill.

A revised Statement of Recommended Practice (SORP) entitled ‘Accounting and Reporting by Charities’ was issued in March 2005 by the Accounting Standards Board and Charity Commission in the UK.  It should be noted that the ASB issues accounting standards for Ireland and the United Kingdom.  While the SORP is not mandatory in the Republic of Ireland it represents best practice.  The Charities Commission in their introduction to the SORP indicate that ‘it provides a framework that enables Charities to explain what they aim to do, how they go about it and what they achieve’.  It does so in a way that pulls together narrative and financial reporting in a coherent package focussed on the activities undertaken.

The SORP has a key role to play in assisting charities in providing financial information about their activities and resources that is of interest to many people and to meet legal requirements (that currently prevail in England and Wales) and ensure that the accounts give a “true and fair view”.

The objectives of the SORP deal with:

(a) Improving the quality of financial reporting by Charities.

(b) Enhancing the relevance, comparability and understandability of information presented in charity  accounts.

(c) Providing clarification, explanation and interpretation of accounting standards and of their application in the Charities sector and to sector specific transactions; and thereby

(d) Assisting those who are responsible for the preparation of the Trustees Annual Report and accounts.

The SORP applies to all Charities in the UK that prepare accounts on the accruals basis to give a true and fair view of a Charities financial activities and financial position regardless of the size, constitution or complexity.

I note the SORP is 103 pages in length.  However, it caters for a wide variety of charity activities and transactions and charities only have to follow those sections which apply to them.  It is a very readable document and there is significant concessions for smaller charities in relation to both reporting disclosures and presentation which I will deal with later.

Charity accruals accounts should comprise:

(a) Statement of Financial Activities for the year that shows all incoming resources and all resources expended by it and reconciles all changes in its funds.  The statement should consist of a single set of accounts statements and be presented in columnar form if the charity operates more than one class of fund;

(b) An Income and Expenditure account where this is a legal requirement.  This applies mainly to charitable companies;

(c) A Balance Sheet that shows recognised assets, the liabilities and the different categories of funds of the Charity;

(d) A Cash Flow Statement (if required by accounting standard);

(e) Notes to the accounts and accounting policies.

The accounts of a Charity cannot alone easily portray what the Charity has done (its outputs) or achieved (its outcomes) or what difference it has made (its impact).  This is mainly because many of those areas cannot be measured in monetary terms.  The Trustees Annual Report provides the opportunity for Charity Trustees to explain the areas that the accounts do not explain.  The Trustees Annual Report should be attached to the accounts whenever a full set of accounts is distributed or otherwise made available. 

The content of the Trustees Annual Report should contain:

· Reference and administrative details of the Charity, its Trustees and Advisors;

· Structure, governance and management;

· Objectives and activities;

· Achievements and performance;

· Financial review;

· Plans for the future.

The main purpose of the accounts is to give an overall view of the total incoming resources during the year and how they have been expended, with a Balance Sheet to show the overall financial position at the year end.

The accounts should provide a summary of the main funds differentiating in particular between unrestricted income funds and endowment funds.

Unrestricted funds are general funds because the Trustees are free to use it for any of the Charity’s purpose.

Funds that can only be applied for particular purposes are restricted funds and have to be separately accounted for.  One form of restricted fund is an ‘endowment’ which is held on trust to be retained for the benefit of the Charity as a capital fund.

The Statement of Financial Activities is a single accounting statement with the objective of showing ALL incoming resources and resources expended by the Charity in the year on ALL its funds.

There is detailed guidance on the recognition of incoming resources such as legacies, gifts in kind, donated services and facilities in the SORP.

I believe the vast majority of Charities prepare accounts or some type of financial reporting that is adequate for their needs and have nothing to be concerned about in the SORP.  Trustees should read the SORP and if they have access to an accountant or person with financial experience they should determine what impact the SORP has on their financial reporting.

In respect of expenditure and costs there is detailed guidance on the SORP in relation to the allocation of costs and their disclosure.

The Balance Sheet provides a snapshot of the Charity’s assets and liabilities at the end of its accounting year and how assets are split between the different types of funds.

The disclosure of accounting policies is important in any financial report and Charity accounts should include notes on the accounting policies chosen.  These should be the most appropriate in the particular circumstances of each Charity for the purpose of giving a true and fair view.

Accounting policies will broadly split into policies in relation to Incoming Resources Policy Notes, Resources Expended Policy Notes, Asset Policy Notes, Fund Structure Policy Notes and Other Policy Notes.

In the United Kingdom accounts have to be filed with the Charity Commission and I anticipate that similar rules will apply in the Republic of Ireland when legislation is introduced.

I believe that it is likely that the SORP will be mandatory for Irish Charities when legislation is introduced and that most Irish Charities will welcome the legislation and will be prepared to deal with it.

While it is a large document only parts of it will apply to any Charity.  In relation to smaller Charities, it is important that we set the thresholds for preparing full accruals accounts and carrying out audits at the correct levels.

There are relatively small Charities with very simple structures.  The vast majority of these will have cash and deposit accounts but few other assets.  Apart from charitable companies these Charities will often find that cash-based receipts and payment accounts meet their needs and the needs of those who read their accounts.  This form of accounts contains a summary of money received and money spent during the year and a list of assets at the end of the year.

Accounts have to be filed with the Charity  Commission in England and Wales if income or expenditure of registered charity is greater than €10000. Accruals accounts have to be prepared in England and Wales if gross income is greater than £100,000 (€150,000).  In Scotland the equivalent limit is £25,000 (€37,000).  The threshold for audit in England and Wales is when gross income or total expenditure is greater than £250,000 (€365,000).  In Scotland the limit is £100,000 (€150,000).  It should be noted that small charitable companies must always prepare accruals accounts and to not have a concession in respect of preparing cash-based receipts and payments accounts.  The SORP is applicable to accruals based accounts although I note the Charity Commission in the UK produces detailed guidance in the preparation of cash-based accounts.

Further exemptions are available in that in the UK the current thresholds for small companies which can avail of the Financial Reporting Standard for Smaller Entities (FRSSE) is as follows.  Any two of the following three conditions must be met:


less than

i) Turnover / Gross Income
£5.6m  (€8.25m)

ii) Balance Sheet Total
£2.8m  (€4.1m)

iii) Employees
50

Essentially the FRSSE is a cut down version of the full accounting standards.  It is worth noting that any Charity (whether or not it is a company, which is under the thresholds I have listed) can follow the FRSSE.

It is very important to note that in Ireland the current thresholds for applying the FRSSE are:


Turnover
€3.8m 


Balance Sheet Total
€1.9m; and


Employees
50

Therefore I would encourage the sector to watch closely the limits for financial reporting that are introduced in Ireland and that we set realistic exemptions. The enforcement of any legislation introduced is essential.

In summary ladies and gentlemen, the introduction of Charity regulation is to be welcomed.  Most Charities prepare financial information and this will be a solid platform for compliance with the SORP which has been developed in conjunction with sector experts in the UK.  Insofar as realistic exemptions and limits are set, I believe the sector will view the new environment positively.

Thank you for your attention.

