What are a charity's reporting obligations to the Charity Commission?
Advice on Annual Accounts

3.1.             Which method should you use to prepare your accounts?
Charities must prepare their annual accounts using either the receipts and payments method or the accruals method.
The receipts and payments method is simpler but is not allowed by company law; it may only be used by unincorporated charities or CIOs, whose gross annual income is £500,000 or less. However, if they choose to do so, these charities may still use the accruals method of accounting.
All charitable companies, and unincorporated charities or CIOs whose gross annual income is greater than £500,000, must use the accruals method and must comply with the applicable SORP.
3.2.             Should your accounts be audited or independently examined?
Generally, only charities with a gross annual income greater than £40,000 are required to have their accounts independently examined or audited, although small charities may choose to have an independent examination of their accounts provided an audit is not required by their constitution or, for charitable companies, by the Companies Act. (Note that the Charity Commission has the power to require an audit of a small charity in exceptional circumstances.)
An “audit” is an inspection and examination of a charity’s accounts under the Charities Act by a registered auditor. The auditor has to express a professional opinion as to whether the accounts are ‘true and fair’ and they conduct the audit in accordance with relevant auditing standards.
A charity must have its accounts professionally audited if: its gross annual income exceeds £1.5 million; or its gross annual income exceeds £500,000 and the value of its assets exceeds £5 million.
Charities that fall below the thresholds stated above only need to have their accounts examined by an Independent Examiner, unless a professional audit is required under the charity's constitution or specifically required for that year by the Charity Commission.
An “independent examination” is a simpler and less expensive form of external scrutiny, conducted by an independent person with the requisite ability and practical experience; this does not need to be a qualified accountant. The examiner need only confirm that no evidence has been found that suggests certain things have not been done by the charity.
Charities with a gross annual income of more than £500,000 (but who have assets of below £5m) that have their accounts independently examined must appoint an independent examiner who is a member of a body specified in the Charities Act.
Charitable companies which have either charitable or non-charitable subsidiaries must prepare group accounts where the aggregate income of the group exceeds £1.5 million, and those group accounts must be audited.
We cannot give financial or accountancy advice but are happy to refer you to other specialists in this area as required.

