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Dear John

Exposure Draft of the Accounting and Reporting of Charities


Please find enclosed the response prepared by the Scottish Charity Finance Directors Group.  The group welcomes the opportunity to comment and appreciates the hard work that the Charity Account Review Committee has put in to the review.

The Group has raised some fundamental concerns as to the scope of the new SORP.  These have been included in our response but if the Review Committee considers it beneficial we would be happy to expand on these at a meeting.  We would be grateful if you could keep us informed of progress.

Yours sincerely

Teresa Bray

Teresa Bray

On behalf of SCFDG

Accounting and Reporting by Charities

Statement of Recommended Practice 

Introduction

This response to the Exposure Draft of the Statement of Recommended Practice for Accounting and Reporting by Charities has been prepared by the Scottish Charity Finance Directors Group (SCFDG).  SCFDG was launched in 1994 to provide a forum for those working in and concerned with all financial management aspects of charities and other voluntary organisations in Scotland.  There are now over 140 members throughout Scotland with a variety of interests.
Whilst we found that the supporting 'Invitation to Comment' document facilitated general understanding of the issues and helped to focus attention on the revised areas of the Exposure Draft, we also found the nature of the questions as posed did not encourage detailed comment.  We have therefore expanded our comments.   We are very concerned that the proposed SORP is seeking to impose additional reporting requirements, which are outside the scope of accounting standards.  Many of these requirements have been included as a response to issues raised by the UK parliament, but under devolution these issues come under the jurisdiction of the Scottish parliament in Scotland.  The legislative framework for charities is currently under review in Scotland with a bill to be presented to the Scottish parliament during the coming session.  

The Office of the Scottish Charity Regulator is currently only an executive agency and does not yet have clearly defined powers or accountability structures to ensure that it is correctly representing the best regulatory structure for charities in Scotland. We are therefore forwarding our response to both the Charities Commission and OSCR since we believe that it is important that issues are not subsumed into a general Scottish response.

Role of the Statement of Recommended Practice
As stated by the Accounting Standards Board the Statements of Recommended Practice (SORPs) are recommendations on accounting practices for specialised industries or sectors.  The SORP is applicable to charities throughout the UK.  Charity Law and regulation are devolved matters in both Scotland and Northern Ireland.  It is therefore vital that there is clear separation of accounting practice and regulation.  The SORP must therefore limit itself to issues relating to accounting practice.  If the Charity Commission wishes to use the SORP as a regulatory tool then it must clearly identify which sections relate to regulation or good practice, rather than accounting standards, and state that these apply only to England and Wales.  This will allow the independent development of regulation and public accountability in Scotland and Northern Ireland.

Trustees’ Annual Report – Questions A to C

The “Invitation to Comment” states in paragraph 4.4 that the recommendations from the Strategy Unit, which only applies to England and Wales, have been incorporated into the Exposure Draft.  These recommendations are much more detailed than the Operating and Financial Review as defined by the Accounting Standards Board or the Directors Report required by the Companies Act.  There has been considerable consultation in England and Wales on the report “Private Action, Public Benefit”.  It is not appropriate to impose these additional requirements in Scotland without a comparative level of consultation.  The Charity and Trustee Investment (Scotland) Bill will be creating a new regulatory framework in Scotland. Additional reporting requirements will be developed under this framework.  These sections from the SORP should therefore either be removed or clearly marked as applicable only to England and Wales.  


There are also fundamental questions as to whether such detailed requirements should be included in the audited accounts.  Regardless of any arguments for accountability and transparency it is inappropriate to expect auditors to validate items such as training of trustees or plans for the future periods.  A requirement for auditors to validate such information could lead to a significant increase in audit costs for the sector.


The detailed nature of the proposed Trustees’ Report does not take into account the need to balance transparency with commercial sensitivity.  There are detailed requirements which may be appropriate for charities funded by donations from the public but are not suitable for organisations operating in a commercial contract environment where disclosure could undermine their future ability to deliver services.

The Exposure Draft goes into very great detail as to the content and structure of the report.  The proposed level of detail does not necessarily lead to greater transparency.  A very traditional approach to strategic management has been assumed in the proposal which does not necessarily reflect best practice.  The approach of defining objectives for the year and reporting performance is likely to lead to lower targets to be set to avoid having to report non-achievement.  

Question D
We agree that the contribution of volunteers should not be included in the SoFA.


Statement of Financial Activities (SoFA)

Paragraph 4.7 identified difficulties in establishing a correlation between incoming resources and related resources expended which we also know causes problems.  Many trustees and other users of charities accounts expect accounts to be prepared on an accruals basis.  The divergence from standard accounting practice as included in both the current and former SORP reduces the transparency of charities’ accounts.

We welcome the recognition in the revised SORP in paragraphs 80 and 88 that grant funding often has pre-conditions attached.  This is becoming the norm for grant funding from government and trusts.  It would be beneficial if this were recognised more clearly in the SORP.  In particular paragraph 90 is incorrect in stating that charities are normally entitled to incoming resources when they are receivable.

We are also concerned that for charities undertaking trading activities there may adverse tax implications if income is recognised in advance.  An additional paragraph on income related to trading activities which states that income may be recognised on a standard accruals basis with income being matched to expenditure would be beneficial.

Question E
The proposed layout does provide additional information for specialist users of the accounts.  The increased level of detail will cause difficulties for readers who have even a slight visual impairment and is unlikely to be readable using standard IT packages.

Question F
We recognise the drivers for increased transparency in some areas of activity accounting but there is also a need to take account of the commercial sensitivity of many areas of charities’ operation.


Question G

Although we recognise the need to attribute support costs it is important that the concept of materiality is not forgotten in the calculation.  Complex methodologies for the allocation of support costs often give a spurious level of accuracy and can require considerable resources to calculate.  Paragraphs 147 and 148 should be amended to include “materiality” and to recognise that a single method of allocation of all costs may be acceptable.




Question H

We welcome the renaming of “Management and Administration” to “Governance” costs.  We do not consider the preparation of statutory accounts or internal audit as a governance costs but consider that these should be included as a support cost since the costs of these activities are directly linked to the range of activities.


Question I
The introduction of a very detailed level of activity costing contained within the statutory accounts may cause commercial difficulties for charities particularly those operating under service delivery grant regimes.  In particular there may be divergence between the support costs that are included in the statutory accounts and that which has been agreed as permissible in grant agreements.  There needs to be a recognition of the commercial sensitivities and allow summary levels to be produced in paragraph 169.


Question J

The clarification is helpful.


Question K to L

We consider it appropriate for expenditure to be analysed by the activity rather than the method of delivery.  We are concerned about the level of disclosure required and think that it is appropriate to allow the separate publication of grants to third parties.


Recognition of Incoming Resources and Resources Expended

Question N
There is a need for the SORP to recognise that many grants now have specific conditions linked to the timing of expenditure.  This has been discussed earlier in our submission.  Since it is appropriate for recipient organisations to limit the recognition to specific periods as described in paragraph 88, it should also be possible for grant makers to only recognise the liability for a similar period.  The requirement to recognise in full a multi-annual grant discourages the awarding of such grants to the detriment of the sector.  Future commitments could be included as a contingent liability in the notes to the accounts.

Question O

We agree that evidence of the operation of a review process is sufficient to demonstrate the operation of the condition.  There should not be a need to demonstrate that grants have been rescinded.

Question P

We agree that grants which contain specific conditions should be recognised to the extent that the specified service or goods have been provided, and further that this should be extended to cover time limits for expenditure.


Question Q

The proposal to allow the recognition of donated services in paragraph 114 is not consistent with the proposal to exclude the valuation of volunteers.  The recognition of the valuation of incoming resources should be limited to that which the charity would otherwise incur.


Heritage Assets

Questions S - W
We recognise the difficulties faced and the Exposure Draft does provide acceptable solutions. It may also be difficult for some charities to comply with.  With regard to inalienable assets that are not considered to be heritage assets we believe that they should be shown on the face of the balance sheet under the various asset headings.  This would reflect better their inalienable nature.

Other Comments

Structure of the Balance Sheet – paragraphs 225-229

The proposal that a multi-columnar balance sheet is produced by type of funds increases the complexity, will be difficult to read and gives little useful additional information.  In many cases it will be impossible to split items such as creditors by funds.  The current practice of a single column balance sheet with the analysis of net assets between funds as a note to the accounts should be maintained.

Valuations – paragraphs 244-245

We have concerns over the relaxation of the valuation of fixed assets by non-professionals, especially if the valuer is to be a trustee or member of staff.  For most charities there is no need to adopt a policy of revaluation.  For those charities that wish to use their assets as security for a loan professional valuation would be required.  Allowing charities to re-value their assets without professional support could, in a small number of cases, lead to misleading accounts being prepared.


PAGE  
1
SCFDG – Charity SORP response Sept 2004



