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There are varying requirements around scrutiny of charity
financial statements which depend on the entity’s size and

governing documents. The Charity Commission has a number of guides
available to support trustees and examiners in understanding the legal
requirements, including CC31 which focuses on the trustees’ decisions
and CC32 which gives direction to the independent examiner.

Legal requirements

For years ending on the 30 September 2026 and after, Charity thresholds
have been raised for both audit and independent examination.

Years ending on or before

Years ending on or after

Threshold 29 September 2026 30 September 2026
Independent . . . .
examination by Gross income in excess c_)f Gross income in excess

. £25,000 but not exceeding of £40,000 but not
person with

requisite skills

£250,000

exceeding £500,000

Independent
examination by
professional
accountant

Gross income in excess of
£250,000 but not
exceeding £1,000,000

Gross income in excess
of £500,000 but not
exceeding £1,500,000

Audit threshold

Gross income in excess of
£1,000,000 (for the group
accounts of a parent
charity, gross income of
the group in excess of
£1,000,000 after
consolidation
adjustments) or Gross
income in excess of
£250,000 and gross assets
in excess of £3,260,000.

Gross income in excess

of £1,500,000 (for the
group accounts of a
parent charity, gross
income of the group in
excess of £1,500,000 after
consolidation adjustments)
or Gross income in

excess of £500,000 and
gross assets in excess

of £5,000,000.

A charity that is not otherwise required to have an audit may be required to
do so by their governing document or a funder. If the requirement to have
an audit is found in a governing document written prior to 1 March 1992,
then the charity and examiner may infer that an independent examination

is sufficient unless the governing document specifically states qualified
auditor or accountant (CC32 1.17). If the requirement is being driven by a
funder, the charity may be able to negotiate and agree that an independent
examination is sufficient.

Conversely charity trustees may decide that an audit is appropriate for the
charity even though it is below the thresholds.
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An independent examination
The report

An independent examination gives a form of negative assurances, for a
non-company charity, registered in England and Wales, the key part of the
report would reflect the wording below. For a charity registered elsewhere
appropriate country specific legislation would be referenced, and for a
charitable company this would be similar but include references to the
relevant parts of the Companies Act.

| have completed my examination. | confirm that no material matters
have come to my attention in connection with the examination giving
me cause to believe that in any material respect:

1. Accounting records were not kept in respect of the Trust as
required by section 130 of the Charities Act 2011; or

2. The accounts do not accord with those records; or

3. The accounts do not comply with the applicable requirements
concerning the form and content of accounts set out in the
Charities (Accounts and Reports) Regulations 2008 other than any
requirement that the accounts give a ‘true and fair view which is
not a matter considered as part of an independent examination.

This is an example of an unmodified report, should material matters arise
they would be included in the report and the examiner would also report a
‘matter of material significance’ to the Charity Commission.

Work done

The key element of the independent examination is to check that

the accounts are consistent with the accounting records so that the
independent examiner can make their report. The Charity Commission
directions require specific checks on the disclosure of related party
transactions; the reasonableness of judgments and estimates in fund
accounting and whether the trustees have made an assessment of the
charity’s position as a going concern (accruals accounts only).

The independent examiner will look at the form and content of the accounts
(and consistency with the SORP if they are accruals accounts) and compare
the trustees’ annual report with the accounts.

An independent examiner will identify items from analytical review that
require follow-up or further evidence.

Trustees’ Short Guide Series

pem.co.uk




@ e o

An audit
The report

An audit report has various elements including reporting by exception
for record keeping. However the key difference is the requirement for the
auditor to give a positive confirmation and opinion. The example wording
below is again for a non-company charity registered in England and Wales.

In our opinion, the financial statements:

= Give a true and fair view of the state of the charity’s affairs as at
[date] and of its incoming resources and application of resources
[profit/loss] for the year then ended;

= Have been properly prepared in accordance with United Kingdom
Generally Accepted Accounting Practice; and

= Have been prepared in accordance with the Charities Act 2011.

The audit opinion also includes a conclusion as to whether the trustees’
use of the going concern basis is appropriate and consideration of whether
the trustees’ report and other information presented with the accounts is
materially consistent.

The objective of the audit opinion is to obtain reasonable assurance

about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with ISAs (UK)
will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

If the auditor has to modify any part of the report to trustees’ they would
also make a report to the Charity Commission.
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Work done

In order to give an audit opinion, the audit as a minimum will involve risk
assessment, understanding key controls and substantive sample testing in
order to be compliant. The auditor will test related party transactions as
well as fund transactions and other judgments and estimates. Each material
balance will be tested and analytical review performed on the statements as
a whole.

The auditor must also consider compliance with laws and regulations, test
the disclosures, and understand whether there are an adjusting or non-
adjusting subsequent events.

The auditor must consider what is not included as much as what is to ensure
that they can opine on whether the financial statements are ‘true and fair’.

An audit involves more work than an independent examination and is
typically more costly.
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Next steps

Trustees will need to understand the legal requirements for their charity.
If the governing documents require an audit and are not pre 1992,
trustees should consider whether the governing document should be
updated to give the trustees’ choice.

If an audit is not required trustees will need to assess whether the increased
assurance, with its increased cost provides value to the charity. For example
it may mean that it is easier for the charity to engage with funders and

raise income.

Trustees should consider the implications for accounting and reporting
with their advisers or please contact any member of our Charities &
Not-for-Profit team.

Further reading

= Independent examination of charity accounts: Guidance for trustees -
GOV.UK

= Independent examination of charity accounts: Directions and guidance
for examiners (CC32)
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https://www.gov.uk/government/publications/independent-examination-of-charity-accounts-trustees-cc31/independent-examination-of-charity-accounts-trustees
https://www.gov.uk/government/publications/independent-examination-of-charity-accounts-trustees-cc31/independent-examination-of-charity-accounts-trustees
https://assets.publishing.service.gov.uk/media/60d9dc0a8fa8f50abecebb89/CC32_independent_examination_of_charity_accounts_Version_June_2021.pdf
https://assets.publishing.service.gov.uk/media/60d9dc0a8fa8f50abecebb89/CC32_independent_examination_of_charity_accounts_Version_June_2021.pdf

Your Charities & Non-profit team
Audit and accounts

Kelly Bretherick Michael Hewett Nikki Loan
Partner, Audit Partner, Audit Partner, Audit
e. kbretherick@pem.co.uk  e. mhewett@pem.co.uk e. nloan@pem.co.uk

Grace Quist-Therson James Rayson Gemma Baratte
Director, Audit Director, Audit Senior Manager, Audit
e. gquisttherson@pemcouk  e. jrayson@pem.co.uk e. gbaratte@pem.co.uk

Outsourcing: Virtual Finance Office (VFO)

Andrew Turpin Melissa Guenigault
Partner, VFO Manager, VFO
e. aturpin@pem.co.uk e. mguenigault@pem.co.uk

Tax and VAT

Kate Millard Judith Pederzolli
Director, Employment Tax Director, Business Tax & SDLT
e. kmillard@pem.co.uk e. jpederzolli@pem.co.uk

Robert Plumbly Michelle Harris
Director, VAT Assistant Director, VAT
e. rplumbly@pem.co.uk e. mharris@pem.co.uk
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Edward Spanner David Widdowson
Manager, Accounts Assistant Manager, Accounts
e. espanner@pem.co.uk e. dwiddowson@pem.co.uk
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et KRESTON

Salisbury House
Station Road t. 01223 728222 GLOBAL
Cambridge CB12LA  e. pem@pem.co.uk

For General Information Purposes only
Please note that this document is not intended to give specific technical advice and it should not be construed as doing so. It is designed merely to alert clients to some issues. It is not intended to give exhaustive coverage
of the topics. Professional advice should always be sought before action is either taken or refrained from as a result of information contained herein. The firm’s full name and a full list of partners is available on our website.

This report/advice has been prepared solely for the purpose stated within it and for the use of the intended recipient. It must not be published, distributed, disclosed, reproduced, or otherwise made available to any third
party without our prior written consent. It must also not be uploaded to, submitted to, or otherwise used with any website, online platform, public forum or generative artificial intelligence (Al) application, system, or
service. We accept no responsibility or liability to any person arising from any unauthorised use, publication, disclosure, distribution, or reproduction of this report/advice, including any use in connection with Al tools or

services.
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