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1. Introduction 

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

respond to the invitation to comment on Directions for Independent Examination and 
Related Guidance including Proposals to Extend Independent Examination to 
Consolidated Accounts published on 3 June 2016. 

 
1.2. AAT is submitting this response on behalf of its membership many of whom are licensed 

members who are recognised as qualified to act as independent examiners of charities 
with annual income between £250,000 and £1 million, and from the wider public interest 
of public accountability required of charities. 

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

considered further.  
 

1.4. AAT has focussed on the operational elements of the proposals and has provided 
opinion on the practicalities in implementing the measures outlined.  

 
 
2. Executive summary and conclusions 

 
2.1. The consultation document proposes amendments to the published Directions and 

guidance for independent examiners (CC32) including additional Directions in the light of 
changes to the income criteria for compulsory audits, proposed changes to the 
requirements for reporting to charity regulators and developments following the high 
profile collapse

1
 of a charity. 

 
2.2. AAT supports the concept of providing Directions and guidance to independent 

examiners particularly to emphasise the differences from an audit, both with regard to the 
processes as well as their duties and responsibilities. The proposed additional Directions 
are considered helpful in achieving this objective. However, AAT is concerned that the 
skills, knowledge and experience required of an independent examiner are such that only 
specialist professionals can be capable of carrying out the required duties and 
responsibilities. Only those with experience of charities and charity law, particularly with 
a detailed knowledge of the Charities SORP and the Directions and guidance contained 
in CC32 are able to be appointed as independent examiners. Although some charities 
may have supporters who are suitably qualified to take appointment as an independent 
examiner and who would be willing to accept appointment on an honorary basis, the vast 
majority of charities face the prospect of having to pay fees to professional specialists for 
the exercise. AAT suggests that these issues can be alleviated if the threshold for 
compulsory independent examination is raised and that all independent examiners are 
required to have a recognised qualification (see 3.18 below). 
 

2.3. In seeking to give “negative assurance”, the independent examiner’s main role is to 
identify inconsistencies in the financial records and other information provided, whether 
documented or verbal, and where potentially material, to identify the reasons for the 
inconsistences. 
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2.4. In order to identify possible impropriety in the financial stewardship of a charity, it should 
be emphasised that, whereas an auditor is seeking to achieve positive approval of a “true 
and fair view” shown by financial statements, the “negative assurance” required from the 
independent examiner necessitates a different approach and attitude of mind in seeking 
out doubts and uncertainties (or matters of concern) which may not be capable of being 
resolved satisfactorily during the review process and therefore may need to be referred 
to in the independent examiner’s report (see 3.14 below). 

 
2.5. AAT is happy with the clarity and appropriateness of the inclusion of additional Directions 

but has made suggestions to improve the content of the Directions (see 3.5 below) and 
the example reports (see 3.6 below). In particular, it is considered essential for 
examiners to carry out a review of the financial sustainability, dealings with related 
parties and the management ethos as well as the recording of financial transactions in 
order to identify any shortcomings in the financial stewardship of the charity (see 3.3 
below). 

 
2.6. AAT does not support the proposal to extend independent examination to consolidated 

accounts generally as it would unnecessarily increase costs and the administrative 
burden on affected charities (see 3.10 and 3.11 below). 

 
2.7. Reporting matters of material significance to a UK regulator is the subject of a concurrent 

consultation document and AAT suggests that reference to this matter in CC32 should 
be minimised (see 3.8 below). 

 
2.8. Use of the term “whistleblowing” in the e-mail address for reporting to the regulator 

appears to be inappropriate (see 3.15 below). 
 

2.9. AAT is concerned that smaller charities and well-meaning volunteer examiners may not 
be aware of the existence and contents of CC32 (see 3.19 below). 

 
 

3. AAT response to the consultation paper  
 
3.1. The following paragraphs outline AAT’s response to the questions set out in the 

consultation paper. 
 

Question 1  
Do you agree that the proposed Directions are phrased in a way which is clearer to 
understand and follow? If you answered no, please explain how the phrasing of the 
Directions can be improved. 

 
3.2. AAT agrees that the proposed Directions are phrased in a way which is clearer to 

understand and follow than the currently published Directions. 
 

Question 2 
Do you agree that the 3 additional Directions are appropriate? If you answered no, 
please explain how the phrasing of the Directions can be improved. 

 
3.3. AAT agrees that the three additional Directions are appropriate for inclusion. In 

particular, it is considered essential to review the financial sustainability, dealings with 
related parties and the management ethos of a charity as well as the recording of 
financial transactions in order to report on the financial stewardship of the organisation. 
 

Question 3 
In reviewing the other Directions, do you agree that they are improvement over the 
existing Directions and what changes (if any) would you recommend? Please give your 
reasons why. 

 
3.4. AAT agrees that the other Directions are an improvement over the existing Directions. 
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Question 4 
Do you agree with the contents of the guidance which follows each of the Directions and 
what changes to the guidance (if any) should be made and why? Please give your 
reasons in support of your suggestions. 

 
3.5. AAT finds the guidance which follows each of the Directions to be generally acceptable 

but would suggest that consideration is given to the following: 
 
3.5.1. Under Direction 2, a beneficiary of the charity should not be eligible to be 

appointed as independent examiner as this would create a situation where 
undue pressure could be placed on the examiner by the charity. 
 

3.5.2. In paragraph 6.2. under Direction 6, the independent examiner should be 
required to identify and review the component elements of significant items in 
the accounts, which do not necessarily require the use of either a formal trial 
balance or nominal ledger (as stated in paragraph 6.2). This exercise also links 
to the analytical review requirements referred to in Direction 11. 

 
3.5.3. Disclosure 9 in respect of ‘going concern’ matters should not be restricted to 

accruals based accounts only. Receipts and payments accounts are required to 
include a listing of assets and liabilities which is subject to review by the 
independent examiner, together with the charity’s financial sustainability in the 
light of the anticipated cash flow of the charity. The independent examiner 
should report any uncertainties, even if accruals based accounts are not 
published. 

 
3.5.4. Under Direction 11, it should be stressed that it is important for analytical 

review procedures not to be restricted to the primary year under review, but 
applied in the context of at least the preceding two years’ results (and possibly 
more) as well as any available forecasts. 

 
3.5.5. Under Direction 11, where the independent examiner has identified potential 

matters of concern it should be a requirement that those matters are discussed 
with individual trustees and management who are able to exert influence over 
the charity, as well as those directly responsible for financial matters, 
particularly with a view to drawing conclusions as to the ethos of the charity. 
 

Question 5 
Do you agree that the example independent examiner’s reports are an improvement and 
what changes (if any) would you suggest? Please give your reasons in support of your 
suggestions. 

 
3.6. The example independent examiner’s reports are an improvement to the current 

examples. However, as matters of concern which arise from related party transactions 
and threats to going concerns needing to be reported by the independent examiner are 
significant in terms of the public interest, AAT suggests that the example reports on such 
matters should be included in the guidance in Appendix 5. 

 
Question 6 
Do you agree that the example independent examiner’s report meet all the legal 
requirements and what changes (if any) are needed? Please give your reasons in 
support of your suggestions and state which regulatory requirement(s) are not being 
met. 
 
3.7. The contents of the example independent examiner’s reports appear to meet all of the 

legal requirements. 
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Question 7 
Is the guidance in Appendix 7 for each of the listed matters of material significance 
helpful, and how might it be improved? Please provide reasons for your answer. 
 
3.8. AAT has submitted a fully detailed response to the separate current consultation paper 

on “Reporting Matters of Material Significance to a UK Charity Regulator” and therefore 
suggests that Appendix 7 concerning the identification of matters of material significance 
should be restricted to the “introduction” and “factors to consider” with a cross reference 
to the separate consultation document so as to restrict the detailed guidance to only one 
source of authority and to avoid any inconsistencies in the interpretation and scope of the 
two documents. This will also avoid the need to update two documents in the event of 
any future revisions. 
 

Question 8 
Is the new section on reporting relevant matters to the commission helpful and if you 
answered no, how can it be improved? Please provide reasons for your answer. 

 
3.9. As referred to in 3.8 above, AAT’s response on Reporting Matters of Material 

Significance to a UK Regulator includes comments which are relevant to the content of 
Appendix 7 in the Directions and in summary comprise the following: 
 
3.9.1. AAT has concerns that the listing of matters should not be considered 

exhaustive and that auditors and independent examiners should be 
encouraged to take a subjective view and consider other matters of material 
significance, always keeping in mind the needs and expectations of users of 
the charity’s financial statements and the public interest. 
 

3.9.2. AAT is particularly concerned that it is not feasible to authoritatively define 
every matter of “material significance” and to recognise that auditors and 
independent examiners must apply judgment in assessing what in the financial 
statements subject to their review is of material significance to users. 

 
3.9.3. AAT considers that while the failure by a charity to act on recommendations 

made by the auditor or financial examiner (or other advisors) might be an 
indicator of a reportable matter, the failure to act in itself does not need to be 
reported. 

 
3.9.4. Related party transactions being an important element of the audit or financial 

examination of charities financial statements, AAT stresses the need to 
recognise the identity of related parties in the charitable activities environment. 

 
3.9.5. AAT recommends a change in the wording of Matter 3 in order to avoid any 

ambiguity and to clarify that there is a duty to report in the event of the 
resignation of an auditor or independent examiner, as well as prescribing that 
reports are to be made to the regulator at the earliest opportunity. 

 
Question 9 
Do you agree that the Directions and guidance for independent examination should be 
extended to consolidated accounts? Please give your reasons why. 

 
3.10. AAT does not consider that audit exempt charities should be required to have 

consolidated accounts subject to independent examination, unless the consolidated total 
income exceeds £1 million, when it would be subject to audit rather than independent 
examination. As independent examination is intended to provide medium sized charities 
with a less onerous burden as regards the costs and reporting requirements attaching to 
a full audit procedure, any extension of the basic independent examination to include 
consolidated accounts is unlikely to identify any new issues to the outcome of the 
independent examination of each of its component parts. 
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3.11. Nevertheless, applying the same principle to smaller charities, should the consolidated 
accounts of constituent charities which are exempt from independent examination reflect 
annual income in excess of £25,000 but under £1 million, then those consolidated 
accounts should be required to be subject to independent examination. 

 
Question 10 
Do you agree that if the Directions and guidance are extended to consolidated accounts 
that the only modifications are those listed and if you answered no, what further 
modifications are required? Please give reasons for your answer. 

 
3.12. If the Directions and guidance are to be extended to include consolidated accounts, AAT 

considers that only the minimum modifications should be made to avoid unnecessary 
cost and an increase in the administration burden. In this respect, the modifications listed 
are considered acceptable but should not be extended any further. 
 

Question 11 
Do you agree that the proposed changes to Directions and guidance to independent 
examination will not give rise to significant additional burdens on examiners and 
trustees and if you answered no, what are the additional burdens? Please give reasons 
for our answer and if you have identified significant additional burdens, please express 
them in terms of the additional time to be spent and/or additional items of cost that will 
be incurred. 

 
3.13. AAT accepts that the proposed changes to the Directions and guidance should not give 

rise to significant additional burdens on examiners and trustees. 
 

Question 12 
Do you have any other comments on the exposure draft independent examination of 
charity accounts: Directions and guidance for examiners (CC32)? If so, please state the 
part of the exposure Draft you are considering and set out your comments with 
supporting reasons as to why a change is needed. 

 
3.14. Section 2 of the guidance should emphasise that in seeking to give “negative 

assurance”, the independent examiner’s main role is to identify inconsistencies in the 
financial records and other information provided, whether documented or verbal, and 
where potentially material, to identify the reasons for the inconsistences. For an 
independent examination to identify possible impropriety in the financial stewardship of a 
charity, it should be emphasised that, whereas an auditor is seeking to achieve positive 
approval of a “true and fair view” shown by financial statements, the “negative 
assurance” required from the independent examiner necessitates a different approach 
and attitude of mind in seeking out doubts and uncertainties (or matters of concern) 
which may not be capable of being resolved satisfactorily during the review process and 
therefore need to be referred to in the independent examiner’s report. 
 

3.15. AAT does not consider that the email address for independent examiners to report to the 
Charity Commission of Whistleblowing@charitycommission.gsi.gov.uk as set out in 
paragraph 4.12 of the guidance is conducive to encouraging the reporting of matters of 
general concern unless they are considered to be of a serious (if not criminal) nature. 
The reporting exercise should be considered a matter of public accountability not “whistle 
blowing”. 

 
3.16. AAT has no other comments on the exposure draft but wishes to draw attention to the 

perceived problems of independent examination for smaller charities in 3.18 and 3.19 
which follow. 
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Question 13 
The new Directions are intended to take effect for reporting periods (financial years) 
ending on or after 31st March 2017. Do you agree that this effective date is reasonable 
and if you answered no, what alternative date would you suggest and why? 

 
3.17. An effective date of reporting periods ending on or after 31 March 2017 is considered 

reasonable by AAT. 
 
 Other Comments 

 
3.18. AAT has concerns that the appointment of an independent examiner for smaller charities 

can prove to be burdensome or costly. Such a charity is required to appoint a suitably 
experienced person as independent examiner and, while that person need not 
necessarily be formally qualified, such an appointment does require at the least a 
working knowledge of charity law (including the detailed contents of CC32 and the 
requirements to report to a regulator) and the requirements of the SORP for Charities. 
Inevitably such a person would need to be a professional with ongoing practical 
experience of charity accounts. The professional fees payable to such a person for an 
independent examination are likely to be a significant burden on smaller charities. AAT 
believes that this burden could be relieved by increasing the threshold at which 
independent examination is required from an annual income of £25,000 to, say, 
£100,000. However to recognise the expertise required in carrying out an independent 
examination all examiners should be required to be an eligible member of one of the 
bodies set out in Appendix 3 of the guidance. Smaller charities exempt from independent 
examination will have the benefit of simplified accounting requirements currently 
available to those with annual income below £25,000 but should be required to appoint a 
suitable person to independently confirm that the accounts reflect a summary of the 
transactions effected by the charity during the relevant accounting period. 
 

3.19. The Charity Commission need to be conscious that there may be a lack of understanding 
or awareness of CC32 and with the desire to contain costs, some trustees, especially in 
the case of smaller charities, will appoint volunteer individuals as the independent 
examiner, even though they are not suitably experienced. Consequently it will be 
necessary for the Charity Commission to carry out active reviews of submitted accounts 
to ensure that at least the independent examiner`s report acknowledges his/her statutory 
responsibilities. However, it is worthy of note that this problem would be alleviated by the 
adoption of the suggestion made in 3.18 above. 

 
 
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 4,200 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. 
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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  
 

mailto:consultation@aat.org.uk

