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The Charities SORP 2005 will soon be governing the presentation of statutory accounts for charities. No longer the hidden function of the back room finance department, accounts must now come into the fore of the organisation with trustees in particular being required to state and justify how the charity makes its impact on society.

The Charity Commission’s Accounting and Reporting for Charities: Statement of Recommended Practice (SORP) can be seen more as a revision of the SORP 2000 than a completely new regulation, and will require relatively minor changes to financial systems.  Where its impact will be felt more strongly is in the fully revised Trustees’ Annual Report which insists that trustees now justify their strategic outlook and clearly outline plans for the future.   

In general the purpose of the Charities SORP 2005 is to enhance public confidence in the charity sector by making it more transparent. The newly presented accounts allow easy comparisons to be made between charities by all stakeholders, encouraging access to even the casual reader, as well as providing a stage for highlighting achievements. There is an emphasis on detailing the outcomes (less tangible benefits) and impact (intended and unintended changes in the long and short term) of a charity’s work in addition to the usual inputs (contributing resources) and outputs (countable product of work) more commonly associated with statutory accounts.

Trustees’ Annual Report

The revised Trustees Report, also referred to as the Annual Report, and not to be confused with a charity’s traditional and separately produced ‘annual report’ for promotional purposes, has now been brought into the main body of the accounts.  This report, together with the financial sections of the accounts (SoFA, Balance Sheet and Notes), provides an opportunity for trustees to demonstrate that they fulfil their duty of public accountability by looking after the charity’s assets and managing its income and expenditure effectively.

The Trustees’ Report will quickly show stakeholders, including donors and funders, what the charity is about and will evidence quality. It is important to remember to state the obvious when writing about what the charity does and how the funds are spent; this is an opportunity to generate wider understanding of the charity and to demonstrate competent governance, possibly attracting resources and potential good trustees.

The Trustees’ Report should be owned and written by the trustees themselves; finding a balance with interested involved trustees who offer governance but not management is important for all charities. As we move into an era when charities are being further scrutinised and can be compared easily a good committee will aid development, flexibility, energy levels and is more likely to engender success.

What should the report cover?

The SORP 2005 requires that the Trustees’ Report contains information as follows. The question in italics after each heading acts as a reminder to keep the responses clear and simple:
· Reference and administrative details of charity, trustees and advisers. Who are we?
· Structure, governance and management. How do we work?
· Objectives and activities. What are we doing?
· Achievements and performance. What did we do and how well did we do it?
· Financial review. How did we afford it and what policies do we have?
· Plans for future periods. What are we planning?
· Funds held as custodian trustee on behalf of others. What else do we look after?
In responding to these requirements a good report, whilst necessarily staying within the bounds of the SORP framework, may engage the reader with a more imaginative presentation. Such ideas might include using quotes from stakeholders or service users, statistics demonstrating growth over time, case studies or challenging images that appropriately publicise the impact of the charity. Policies should be linked into the core of the report, and to each other, showing joined up thinking in the charity’s governance. It might even serve to balance the report by presenting what didn’t work so well in the year, thus demonstrating an ability to realistically assess performance and impact, of course without needing to overplay challenges.  

A good Trustees’ Annual Report will write itself for the following year with future plans becoming the measurement for current action in later periods.  It is interesting to note that a survey in recent years revealed that the public basically want to know three things from charities: 
1. How much is raised and spent?  

2. How much money actually reaches the beneficiaries?  

3. What benefits arise from the money spent?   

Ensuring that each of these questions is answered will logically lead to reassured and interested stakeholders.
Some interesting points to note in the Charities SORP 2005 have been picked out and highlighted below:

· Governance.  There is an expectation that the specifics of how a charity recruits, inducts and trains their trustees will be included in the Trustees’ Annual Report. An induction manual might include the charity’s management letter from the auditors, a copy of CC3 (Charity Commission publication ‘The Essential Trustee: what you need to know’), a conflict of interest statement, and other appropriate documents serving to build confidence in the organisation’s governance.

· Volunteers. Earlier discussion in the SORP revision process considered whether the use of volunteers could be quantified and included in the accounts as a monetary value. Although this was not eventually agreed, there is nonetheless an emphasis placed on the value of volunteers to a charity, and it is expected that this value will be clearly demonstrated within the Trustees’ Annual Report. Whether the impact of volunteers is shown by recording hours donated, calculating savings made or by some other method, it is now essential that volunteers are given a more central position in the accounts.

· Achievements and performance. This new section requires that specific statements be made about what the charity did in the year; vague assertions will no longer satisfy. It is important to consider what milestones are relevant, what message the organisation wants to send out, what trends are being created or followed. This section will display the work of the charity with regard to the actual and potential impact of previous and later years. It will also show where the numbers link to actual activities, not just to outputs.

· Designated reserves.  There is now a requirement that the designation of reserves is consistent with previous years, and that a clear timescale is given for the using up of funds set aside for specific purposes. The Charity Commission will be looking to see that designated reserves are not used to manipulate surpluses but are appropriately created and managed to stabilise and plan the charity’s work.

Changes to the SoFA

The Statement of Financial Activity shows little significant change in the SORP 2005, although the theme of transparency emerges here also. Some points to note include:

· Income and expenditure headings are now specifically matched to each other; it should be immediately apparent which category of funds contributed to which category of costs.  

· ‘Grants payable’ has been removed in favour of ‘charitable activity’.

· ‘Support costs’ have also been deleted from the SoFA with an analysis in the notes taking their place. The notes now give detail of how costs link to income, with support costs apportioned to different activities using a method appropriate to the cost, whether this is by calculating usage, per capita, floor area, time spent by staff, etc.  

· Governance has been pared down to include purely institutional costs such as audit fees and expenditure related to constitutional or statutory requirements, with limited overheads. A figure of less than 2% of expenditure is expected.

SIR - Summary Information Return

For organisation’s with a gross income of more than £1 million the SIR will summarise the key information in the Trustees’ Annual Report, the accounts, and other documents. Its main purpose is to strengthen the information available to the general public about the work of charities by providing an easily accessible summary of the key aims, activities and achievements. Charities are encouraged to include the completed SIR on their own websites to facilitate the public’s access to it, and to the more detailed information underlying the summary.  Language in the SIR should be clear and accessible, and of course it must be consistent with the accounts themselves.

The Charities SORP 2005 places a new emphasis on creating a sound structure for achieving objectives. Setting the agenda for future years and properly constructing the message given to stakeholders are now part of the fabric of statutory accounts.  It may well be necessary and advisable to expand communication with the organisation’s auditors into an ongoing conversation throughout the year rather than a brief annual meeting as the accounts move into the strategic centre stage of the charity. It should be noted that when statutory accounts are produced using the SORP 2005 guidance, previous years’ figures must be re-stated to show comparable analysis.

Consistent reporting throughout the various regulatory frameworks is essential. As charities move further under the microscope they must ensure that the message they promote is true and verifiable. The statutory accounts, Summary Information Return, and Charity Commission and GuideStar websites will all be compared and judged by increasingly professional and critical stakeholders.

The “recommended” in SORP 2005 is mandatory guidance for all charities over the audit threshold, although charities below this threshold may follow lighter guidelines. Given these requirements it would serve a charity well to embrace the opportunity to tell its own unique story and make it interesting to the potential reader. Comparison and competition have become part of the charity landscape, what does your horizon show?

For further information contact Deborah Berger, deborahb@sitra.org












�





�








Charity SORP 2005






































  BRIEFING 








