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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the joint SORP-making bodies’ Invitation to comment on the “Research 
exercise on charities SORP (FRS 102)”, published on 4 May 2016. A research exercise 
intended to identify necessary changes for the next Statement of Recommended 
Practice: Accounting Reporting by Charities (the Charities SORP (FRS102)). 

 
1.2. AAT is submitting this response on behalf of our membership and for the wider public 

benefit of developing the next Exposure Draft charities SORP. 
 

1.3. AAT has added comment in order to add value or highlight aspects that need to be 
considered further.   

 
1.4. The comments reflect the impact the current SORP has had on large, medium and 

smaller charities, which employ AAT members or would be represented by AAT’s 
licensed accountants. 

 
 

2. Executive summary  
 

2.1. AAT welcomes this research exercise to identify changes for the next 
Charities SORP (FRS102). AAT recognises the need to start planning for the first “new” 
SORP update, which will be necessitated by updates to FRS102. 
 

2.2. The current Charities SORP (FRS 102) is an improvement on the previous SORP. 
This is because it has a better layout and due to the additional clarity provided by the 
‘must’, ‘should’ and ‘may’ distinctions. The modular format also helps. It has provided 
charities with a welcome and much needed road map through the vast tome of 
disclosures of FRS 102 and added the necessary insight into matters unique to charities, 
which are not explicitly covered by FRS 102 (3.1, below). 

 
2.3. Inevitably the published SORP and its supporting materials are not perfect. Where 

AAT is aware of issues, including practical interpretation and implementation issues, they 
have been commented on in this submission. AAT believes in particular that the lot of 
small, “larger charities”, needs to be carefully re-examined (3.19, below). 

 
2.4. As with all such guidance AAT welcomes the fact that, at the same time as making 

updates to reflect technical and disclosure changes, the SORP committee are taking this 
opportunity to step back and reflect on how charity trustee reports and financial 
statements can: 

 address the key issues the users of those accounts are looking for, around  clarity 
and relevant information for their needs; 

 ensure that ever increasing disclosure, does not begin to obscure the key messages; 

 consider the burden on those many charities which are defined as “Larger charities” 
but in reality are still relatively small and struggle to cope with the limited resources 
they have. 
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2.5. AAT would like to highlight in para 3.3 and 3.4 (below) two suggested solutions to the 
issue experienced by some charities, especially the smaller ones, which have limited 
finance and find it difficult to engage the necessary professional staff that can provide the 
advice and assistance that would ensure compliance. 

 
 

3. AAT response to the research questions in the joint SORP-making bodies Invitation to 
comment on the “Research exercise on charities SORP (FRS 102)” 

 
Question 1: Do you agree that the new format of the SORP meets the needs of all those 
preparing accounts using the SORP, including smaller charities? If not, what 
improvements should be made and why? 

 
3.1. On the whole AAT believes that the new format of the SORP goes a long way to meeting 

the needs of all those preparing trustee’s reports and financial statements, in particular 
smaller charities. The new format is comprehensive and clear, and the modular approach 
works well. The small exemptions brought in by the February 2016 update has gone 
some way to making implementation easier for very small charities. 
 

3.2. Nevertheless, AAT recommends that some consideration should be given to extending 
some of the exemptions for the very small charities as there are still a lot of requirements 
that those very small charities (below £250k income) have to comply with.  
 

Question 2: Is more assistance required to help smaller charities? If so, please explain 
what is needed and why. 

 
3.3. Some charities, especially the smaller ones, have limited finance and find it difficult to 

engage the necessary professional staff that can provide the advice and assistance that 
would ensure compliance. Therefore, more availability and better funding of training and 
support for trustees and staff, in governance and compliance matters, would greatly 
enhance compliance for smaller charities. 
 

3.4. The other key area where assistance could be provided would be to create a third tier (as 
suggested in paragraph 5 on page 9 of the consultation paper), for what are genuinely 
larger charities and reduce the burden of disclosure for those charities which are 
currently relatively small, but fit within the SORP’s present definition of ‘larger charities’. 

 
Question 3: Is the use of the terms ‘must’, ‘should’ and ‘may’ successful in 
distinguishing  between those requirements that have to be followed to comply with the 
relevant accounting standard and the SORP from those recommendations which are 
good practice and those that simply offer advice on how a particular disclosure or other 
requirement might be met? If not, what alternative format should be adopted and why? 

 
3.5. The use of these terms is helpful. 

 
Question 4: Given the requirements for financial reporting that are now explained in FRS 
102, is the retention of a SORP still necessary in the charity sector? Please give reasons 
for your answer 

 
3.6. Yes, the retention of the charities SORP is important for the charity sector as the public 

interest non-profit making nature of charities requires the format and presentation of 
charity accounts to be different from those of standard profit making entities. This is 
recognised by the underpinning legal framework in the Charities (Accounts and Reports) 
Regulations 2008.  
 

3.7. The charity sector is very broad, both in terms of size of entity, nature of activity and type 
of legal constitution. Given this complexity of make-up and the overarching need to 
comply with UK accounting standards, it is important to provide a comprehensive bridge 
and guide for those responsible for preparing, independently examining or auditing the 
Trustees’ reports and financial statements. The SORP is an important tool for enabling a 
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good degree of consistency and comparability of reporting given the wide variety of 
organisations within the sector.  

 
3.8. For the many smaller charities that would lack the resources to research the interacting 

needs of accounting standards, charity law and company law, the SORP’s ability to bring 
this together in one guidance document is essential. The SORP is important for charities, 
and essential for smaller charities with limited resources, as it distils the essential 
elements of the accounting standards, charity law and company law into one guidance 
document. It is also critical for that group of smaller charities to have more targeted 
guidance, which helps them to understand where their reporting requirements are less 
than those for larger charities. 

 
3.9. The existence of several sections of the SORP that deal with the required different 

treatments, methodologies and disclosures affecting either presentational formats or 
accounting requirements for charities is clear evidence for why additional guidance is 
needed for preparers and examiners of charity trustees’ reports and financial statements. 

 
Question 5: Do you have any suggestions as to the changes needed to address issues 
on implementation or in meeting the SORPs requirements? If so, please explain what are 
they are and where possible please give examples. 

 
3.10. AAT is not aware of any major implementation issues or issues in meeting the SORP’s 

requirements other than those already given in the answers to the previous question 
above.  
 

3.11. The SORP had significant publicity and resources made available prior to its 
implementation, however the update bulletin, released in February 2016, appears to be 
much less widely known. Similarly, the resources available via the Charities SORP 
website1 are not widely known or the ability to create a customised SORP. Further 
publicity should be given to both items and any future bulletin updates. 

 
3.12. Further consideration around size of entity and level of disclosure required, especially at 

Trustees’ report level will also help ensure proportionality between resources and 
requirements. 

 
3.13. Anyone downloading a copy of the SORP now, from either the Charity Commission 

website or the Charities SORP website, that was unaware of the update bulletin from 
February 2016, would not be using the most up- to-date recommendations. Finding a 
way to integrate these during what is an interim period should be addressed, e.g. by 
ensuring the SORP download automatically includes the update bulletin PDF too. 

 
3.14. AAT has identified certain sections where, through a combination of apparent internal 

inconsistencies and/or remaining ambiguities, charities may have approached disclosure 
on an inconsistent basis. This may be remedied by giving further guidance on certain 
phrases which remain open to interpretation and/or providing a series of examples of 
different scenarios and how each should be treated. In general, complex areas could be 
made easier to follow with more examples which could be contained in an appendix or a 
supplementary document. 

 

 In the section on ‘Recognising income from legacies’ on pages 53 and 54,  in  Para 
5:31,where it says “Receipt of a legacy must be recognised”, it could be made 
clearer that for the must to apply, the condition in 5.29 also applies and the rules 
around sufficiently reliable estimates should also be met. 

 Para 5.32 covers a situation where estimation techniques may be applied, it is 
unclear in the reference in Para 5.34 to the uncertainty around amounts arising from 
residual interests (a very common type of interest for charities in practice) whether 
such estimation techniques may or must be applied or attempted and whether such 
are regarded as sufficiently reliable. 

                                                      
1 http://www.charitiessorp.org/ 
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 Para 5.35, which it is assumed also interacts with the issues of determining the 
“expected cash amount to be distributed” from residual interests, referred to in Para 
5.34, uses the term “with sufficient reliability” as a key income recognition 
requirement. It is unclear how such should be determined and either further 
explanation as to what is or isn’t acceptable here, or provision of suggested 
methodologies, could improve clarity and assist in implementation. 

 Section 7 has a main heading “Recognition of expenditure” this section in its second 
sub heading then refers more correctly to “General rules for the recognition of 
liabilities and expenditure”.  Users of the SORP who are examining the index for 
specific rules around recognition of liabilities may struggle to find where the guidance 
is, without a degree of searching through various sections. A clear signpost via the 
main indexed heading incorporating the words liabilities as well as expenditure, could 
improve ease of implementation. 

 Commitments, in the guidance and direction included in section 7, are referred to 
explicitly in three separate sub-sections and implicitly in one2. Faced with this 
complex area, users have to go back and forth to check out certain situations.  
Consideration could be given as to whether these sections could follow on from each 
other in a logical fashion, so that all the guidance is in one place. In doing so a check 
to ensure consistent terminology and instruction is in place could be sensibly applied. 
All of this should enhance the implementation experience 

 
Question 6: Do you agree that there needs to be a third tier of reporting by only the 
largest charities and if so at what level of income should that reporting requirement 
apply? 

 
3.15. AAT agrees that a third tier of reporting by only the largest charities would be sensible. 

This is said though, in the wider context already referred to, of an ongoing review of the 
level of disclosure for smaller charities who are required to apply the full requirements of 
the SORP, as well as medium sized charities and then, as referred to in the question on 
the largest charities. This could follow similar principles to the regime applied by the 
companies act, of small, medium and large. 
 

3.16. The larger charities are generally more complex so are more likely to be involved in a 
wider range of transactions and have greater fundraising and or grant making activity. By 
definition the larger charities will have more resources and a larger number of employees 
on higher salary scales. Proportionally they are also guardians of a greater level of 
charity funds (including, generally higher levels of reserves). Finally, because of their 
size they are likely to have a larger and often more diverse set of stakeholders. All of 
these factors lead to the suggestion that this therefore requires greater disclosures in 
order to ensure transparency and the ability of the wider group of stakeholders to be able 
to understand and make good use of the trustees report and financial statements. 

 
3.17. It is difficult to set a precise level of income for such a reporting requirement. Before 

addressing that further, AAT’s view is that the criteria should not be solely related to 
income but also have asset, reserves and employees or beneficiaries, criteria. In relation 
to the income thresholds (and similarly for any other criteria) the sort of levels applied in 
company law could provide a good guide. The requirement should take into account the 
resources that charities can deploy to meet the requirements both in terms of their own 
employee resources and their ability to afford access to appropriate professional advice 
and support. 

 
  

                                                      
2 The subject of commitments is material in Paras 7:12 to 7:16 regarding constructive obligations is, implicitly about 
commitments. This is followed explicitly by Paras 7:17 to 7:24 which deal with conditions which may determine whether a 
funding commitment is recognised or not. On page 67 the theme of commitments is then taken up, after a sequence of several 
unconnected paragraphs in-between, under the section entitled “Treatment of commitments not recognised as provisions or 
liabilities”. Finally on page 69, again after a number of unrelated paragraphs, the commitments theme is taken up again under 
the heading “Disclosure of provisions and funding commitments”. 



6 
 

Question 7: If you agree that there should be a third tier of largest charities, what items 
in the existing SORP that apply to larger charities should be restricted to just these 
largest charities? 

 
3.18. In relation to the trustees’ report, AAT suggests that consideration should be given to 

restricting the following mandatory disclosures for ’larger charities’ (as defined by the 
SORP), to the suggested, third tier. 

 in Para 1.36 the criteria or measures it uses to assess success in the reporting 
period; 

 all of the matters required in Para 1.37; and potentially 1.38; 

 the final three bullet points in Para 1.41; 

 all of the matters required in Paras 1.42 to 1.45; 

 all of the matters required in Para 1.47; 

 the fourth and fifth bullets in Para 1.48; 

 the matter required in Para 1.50;  

 the fourth and fifth bullets in Para1.51. 
 

3.19. In relation to the financial statements, consideration should be given to potentially 
lowering the ceiling at which the functional analysis and related notation disclosures are 
required.  The application of the treatment and disclosures around Heritage assets being 
only applicable to ‘third tier’ larger charities’. Other potential changes referred to in the 
answers below, to questions 12 to 15 of the consultation document, may also be cross 
referenced to here, if it is felt removal should be restricted to smaller, “larger charities”. 
 

Question 8: Do you agree with one or more of the four suggested areas for review of the 
trustees’ annual report recommended by the SORP Committee? If so, which ones do you 
support and if you do not support any of these suggestions, please give your reasons as 
to why not? 

 
3.20. AAT agrees with the four areas the SORP Committee has recommended for review of 

the trustees’ annual report and supports the review of each area. 
 

3.21. For many charities the current format of the SORP (for reasons outlined in the 
consultation paper such as high levels of capital receipts or not specifically mentioned 
high level of legacies) obscures the day-to-day operational results. This is a clear area 
where a linked alternative presentation of the numbers would aid stakeholders to 
understand the underlying position. In reviewing this, however, consideration should be 
given to see if it is preferable to accommodate this within the SOFA itself, to avoid having 
to construct alternative presentations, either in the Trustees report or notes to the 
financial statements. Consideration should be given to ensuring any accounting 
numbers, within the trustee report, should be easily identifiable, or visibly reconciled to 
numbers in the primary statements or notes to these. 

 
3.22. Given the volume of required disclosure, even for smaller charities, and the propensity of 

the first review area to potentially increase, consideration should be given to exploring 
alternative disclosure formats. This is because, for most charities, a significant proportion 
of the required disclosure information changes little from year to year. For example just 
providing a web hyperlink and keeping the information on the charity’s website, or 
consigning it to an appendix at the back of the financial statements, suitably cross-
referenced could be considered. 

 
3.23. The relatively recently updated, Charity Commission guidance on reserves CC19 

“Charity reserves- building resilience”, published in January 2016, is comprehensive, 
relevant, up-to-date and significantly improved compared to previous guidance. As such, 
the fourth review area suggested by the SORP committee, as a minimum, needs to be 
sure that anything added to the SORP is entirely consistent with that guidance. The 
review could focus on how to integrate that guidance into the SORP better, or ensure 
comprehensive cross referencing is embedded, with perhaps a condensed version for 
smaller charities. 
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Question 9: Do you agree with either of the two suggested areas for the review of the 
accounts recommended by the SORP Committee? If so, which ones do you support and 
if you do not support any of these suggestions, please give your reasons as to why not? 

 
3.24. AAT agrees with the two areas of the financial statements the SORP committee has 

recommended for review and supports the review of both areas. 
 

3.25. In relation to more specific definitions of support costs, the option for smaller charities, in 
particular, to dispense with this is appealing, as in the case of many small charities 
separating out such costs is often artificial and, finding appropriate bases to allocate 
them is often spurious. For many charities these costs are not hugely material, although 
AAT recognises that even small charities may be spending too big a proportion of their 
income on such costs. Clearer definitions on these and fundraising costs (including 
making a distinction, to what often might be described as publicity costs), would be 
welcomed. Reflecting ratios of these costs as part of any key facts summary may enable 
the financial statements presentations and disclosures to be dropped. 

 
Question 10: Do you agree with one or more of the six themes for review of the SORP 
suggested by the charity regulators? If so, which themes do you support, or if you do 
not support any of these suggested themes, please give your reasons as to why not? 

 
3.26. AAT agrees with the six themes the charity regulators have suggested for review and 

supports a review in each of these areas. This is in the context of ensuring that such a 
review does not significantly add to the overall burden of reporting and disclosure, 
particularly in the case of smaller charities and those larger charities that are, in reality, 
effectively, medium sized. 

 
Question 11: If you do support one or more of the suggested themes, which, if any, of 
the specific issues identified within each theme do you agree needs attention in the next 
SORP? Alternatively, if you support none of these suggested issues, please identify the 
issues that need to be addressed and explain your reasons why? 

 
3.27. AAT agrees that each of the specific issues identified should be given attention subject to 

the comment regarding overall burden of reporting above and further comments set out 
in paragraphs 3.28 to 3.30 below. 
 

3.28. Under the ‘Theme: risk management’, the matter of ‘advising if reserves are sufficient to 
avoid service disruption’ may be a very high bar to achieve for all but the largest 
charities. Given it is likely that the majority of charities have experienced some service 
disruption due to reserves, the focus should be more on identifying the likelihood of more 
catastrophic outcomes. There is also a need to avoid duplication in any considerations of 
risk within the going concern theme. Similarly, under ‘risk management’ the area of data 
protection is a big issue for many charities, both in terms of understanding, keeping 
abreast of the complexities of regulation and then ensuring compliance. The inclusion of 
explicit risk management reporting in this area should be considered. Finally, under this 
theme, it is not clear why explaining the approach to fraud risk would be limited to larger 
charities as in reality it is all too often the smaller, more vulnerable, charities which are 
targeted by external fraudsters. 

 
3.29. In relation to ‘Theme: enhanced analysis of expenditure’ consideration could be given to 

exempting smaller charities, where specific highest pay levels fall below certain 
thresholds. Just including the fuller National Council for Voluntary Organisations (NCVO) 
recommendations regarding disclosing remuneration by post, in the issues to consider, 
seems a little narrowly drawn and could lead users of the report and financial statements, 
to misinterpret this information. AAT’s view is that a PLC style remuneration report, as 
discussed in the NCVO publication, could at least be put into the “should” category for 
the very large charities. 
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3.30. While agreeing it should be included for consideration under “Theme: disclosure of who 
funds a charity”, great care would need to be taken in framing disclosure requirements to 
identify by name and amount any material individual/ corporate/ government/ 
organisation donations and/or contracts. This could be a long and complex list for many 
charities which may not add clarity. Perhaps the focus could be on a more narrative type 
of disclosure here. For many large donors privacy is important and not being able to 
preserve that may deter some charitable giving. 

 
3.31. AAT assumes that under “Theme: disclosure of key facts”, a wider number of matters will 

be considered than the three listed. The committee may wish to consider examining this 
alongside the current companies act requirements for many charities around disclosure 
of financial and non-financial KPIs, to avoid disclosure duplication around potentially 
similar areas. 

 
Question 12: Are there any items in the report or accounts which could be removed? If 
so, what are they and what are your reasons for removing them? 

 
3.32. AAT has not identified any specific items in the trustee’s report or financial statements 

that could be removed for all categories of charities. A number of areas where items 
could be mandated for just the larger, ‘third tier’ charities, have already been identified 
earlier in 3.18 (above). 

 
Question 13: Are there any items in the report or accounts which could be changed to 
improve the information provided to the user? If so, which items would you change, 
what would the change be, and how would it improve the information to users of the 
report and accounts? 

 
3.33. Consideration should be given to the inclusion, where they exist, of a designated funds 

column on the SOFA (potentially with an automatic assumption that any capital assets 
used for either the administration or delivery of charitable activities are de facto 
designated). This could help management and users of the accounts to better 
understand the impact of normal operational activity on general, free, reserves. It would 
also increase the transparency over the use of such funds. 
 

3.34. Other suggested changes have been captured in the answers to questions one and two 
and nine to eleven of the consultation document. 

 
Question 14: Are there any items you would like to add in to the report or accounts? If 
so, what are these items and how would their inclusion help the user of the report and 
accounts? 

 
3.35. The themes for review and the specific matters for consideration that have been 

identified by the SORP committee and the regulators adequately identify and contain 
reference to potential items where additions to the report and financial statements could 
sensibly be made. This is in the context of restricting certain of those additions or the 
very detailed existing disclosures to a new ‘third tier’ of the largest charities. There 
should be an aim not to increase the overall volume of reporting even for that third tier. 
 

3.36. In this context AAT considers the most valuable additions would be around ‘disclosure of 
key facts’ and information that allows stakeholders to better understand the underlying 
operational performance of charities.  

 
Question 15: Are there any disclosures in the notes to the accounts that you believe can 
simply be removed altogether? If so please state the disclosure, the relevant SORP 
paragraph(s) and give your reasons as to why this disclosure is not useful to the user of 
the report and accounts? 

 
3.37. AAT has not identified any disclosures in the notes to the accounts that could be 

removed altogether other than as already identified above where partial removal could 
be achieved by restricting disclosure to the third tier larger charities.  The removal for 
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smaller charities would be more to do with restrictions on their available resources as 
opposed to not being useful to readers of the financial statements. 
 

3.38. The key issue in respect of removing and adding disclosures is to ensure the committee 
draws an appropriate balance between what may be useful to readers of the accounts 
versus what is essential and then weighing this against the resource available and/or 
access to professional support available to those charities. 

       
     
4. About AAT 
 

4.1. AAT is a professional accountancy body with approximately 50,000 full and fellow 
members and 80,000 student and affiliate members worldwide. Of the full and fellow 
members, there are over 4,250 licensed accountants who provide accountancy and 
taxation services to individuals, not-for-profit organisations and the full range of business 
types. 
 

4.2. AAT is a registered charity whose objectives are to advance public education and 
promote the study of the practice, theory and techniques of accountancy and the 
prevention of crime and promotion of the sound administration of the law. 

 
 

5. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact Aleem Islan, AAT Technical Consultation Manager, at: 

 
E-mail: consultation@aat.org.uk   Telephone: 020 7397 3088  

 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY  
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