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Foreword

Trust and confidence in charities remains high at a time when confidence in other
institutions has fallen dramatically but this cannot be taken for granted. High
levels of confidence in charities depend on their good governance and this must
always be kept under review.

When the MPs' expenses scandal led to wider debate about disclosure of
expenses in public bodies it was inevitable that the matter would be raised for
charities. The initiative taken by NCVO and CFDG to set up the independent
expert group was very welcome. It has given us the opportunity to take a broad
view of the expenses issue, looking at all aspects of the present position and a
wide range of views on whether change is needed.

The consultation has attracted considerable interest. Our on-line survey produced
a very high response from charities and we are grateful to all those who took the

time to give us their views, both in writing and by way of interview.

I am confident that, if implemented, our recommendations will encourage
trustees and charities to look again at the management and disclosure of their
expenses in the wider context of internal controls and accountability and this will
in turn strengthen their governance.

Lindsay Driscoll
Chair Independent Expert Group on Expenses
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SECTION 1

Executive Summary

1.1 INTRODUCTION AND TERMS OF REFERENCE

This report sets out the findings and recoommendations of the Independent
Expert Group on Expenses.

The Independent Expert Group on Expenses was established by the National
Council for Voluntary Organisations (NCVO) and the Charity Finance Directors’
Group (CFDG). The following terms of reference were agreed:

“Further to the recent interest expressed in the disclosure of senior
management’s expenses, the Independent Expert Group on Expenses has been
set up to gather information and evidence on the disclosure of expenses by
registered charities in England and Wales, to report on the findings and to make
recommendations as appropriate, including on any further research or guidance
or other work which may be required to address the issue.”

In considering the issue, the Expert Group considered the expenses of CEOs
and senior managers and, in addition, the expenses of trustees and all staff and
volunteers within charities.

Appendix 1 lists the names and brief biographies of Expert Group members.

The Expert Group sought evidence from charities, umbrella bodies, funders,
auditors, accountants and others with relevant specialist knowledge on the issue
of expenses via an online survey, call for written responses, telephone interviews
and a review of relevant literature. Interest from the sector was high with 575
registered charities responding to the survey alone.

The review was prompted by the controversy over the expenses of Members of
Parliament (MPs), leading to speculation regarding the expenses of senior staff
of charities. Although the issues surrounding MPs’ expenses and charity sector
expenses are very different, the reaction to our work confirms our view that the
review and opportunity to discuss the issue has been of interest and value

to the sector.



SECTION 1

The review did not find evidence of a significant problem in the sector in relation
to charity expenses. However, the evidence did suggest that improvements could
be made in specific areas and we have made a number of recommendations
which should strengthen the accountability of charities and the public’s trust and
confidence in them.

Our conclusions and recommendations are divided into two main

areas: recommendations in relation to the disclosure of expenses; and
recommendations in relation to strengthening best practice in the management
of expenses as a part of good governance and internal control.

1.2WIDER DISCLOSURE OF EXPENSES

The Statement of Recommmended Practice on Accounting by Charities (SORP)
already provides a requirement for certain charities to disclose trustee expenses,
including expenses incurred on behalf of trustees and a statement where no
expenses have been incurred.

Given the feedback from the survey and the importance of this issue, we would
remind charities required to comply with SORP that they must make the
necessary disclosure of trustee expenses (recommendation 2). There was
also some evidence from the survey that trustees are not always aware that
under SORP disclosure of trustee expenses includes expenses incurred on
their behalf (recommendation 3).

To strengthen disclosure practice, we recommend that the Charity
Commission review the level of compliance by trustees with the SORP
requirements for the disclosure of trustee expenses (recommendation
11).We also recommend that professional accountancy bodies and audit
regulatory bodies ask their members to highlight the SORP requirements
relating to the disclosure of trustee expenses (recommendation 15). This
would remind any qualified person auditing the Annual Accounts of a charity
which must comply with the SORP requirements that they must check that this
has been done.
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The Group is not convinced that a justifiable case has been made for the
wholesale expansion of the publication of expenses beyond the current

requirements, for three reasons.

Firstly, there is little evidence that publication of expense amounts alone would be
a useful way of increasing public understanding of and confidence in charities.

We found little indication from the Charity Commission or from those with an
overarching view of the sector that widespread public concern about expenses
exists either within the sector or on the part of the general public. There is also
evidence of very low levels of public understanding about the way individuals are
remunerated in charities, and concern from within the sector about the impact
of this low level of understanding in the event of considerable public or media
attention given to charity expenses.

Practical difficulties exist in meaningfully interpreting and comparing expense
amounts. Greater disclosure might risk being at best, of little interest or, at

worst, of misinterpretation and even suspicion, possibly leading to damage to
public trust and confidence. This might risk elevating expenses to become an
inappropriate measure of charity effectiveness and distract attention away from
more appropriate measures, namely those relating to a charity’s overall outcomes
and impact. It might even lead to pressure to inappropriately drive down

certain costs.

Secondly, the issue of expenses is an important but comparatively small part of a
much wider responsibility that trustees and staff have to ensure that the financial
affairs of charities are well managed, scrutinised and accounted for through good
governance and sound systems of internal control. Wider publication of expenses
amounts alone is unlikely to lead to greater accountability on the part of trustees
in discharging their responsibilities in this area,
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Thirdly, several practical considerations restrict wholesale publication of
expenses across the charity sector. One size would not fit all —any requirement
to publish would need to deal with intricate questions regarding the definition of
expenses and the practice of reimbursement and disclosure. Enforcement of any
requirement would intrinsically be difficult, with compliance least likely in quarters
where it was most needed. Compliance would arguably involve a cost and
distraction from charities” mainstream work without clear proportionate benefits
in relation to public confidence.

In short, we did not find sufficient evidence to show that a wholesale expansion
of expenses disclosure would have clear benefits in relation to public trust or
confidence in charities or in relation to their accountability.

To say that the case has not been made for wider and more prescriptive rules
about disclosure is not by any means to say that disclosure in itself is not
desirable. We acknowledge that a number of respondents and interviewees
made a case for greater disclosure as a way of enhancing openness and
transparency. We also acknowledge that charities vary in their relationships with
and accountability to stakeholders, donors and the public and there will often

be reasons why disclosure is desirable for individual charities. We encourage
trustees to consider whether, in the context of their own organisations and
in the interest of their stakeholders, they should go further and disclose the
expenses of individual trustees and senior managers (recommendation 9).
Itis important that this is done in a meaningful way. Matters which trustees will
need to consider in order to ensure that any disclosure has meaning include:

e the context in which they operate, including, for example, the type and area of
charitable activity, the nature of the expenses and the sources of funding

e proportionality - taking into account the amount of expenses and the costs
of disclosure

e reasonableness - whether disclosure is reasonable in the specific
circumstances of the charity.

10
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1.3 GOVERNANCE AND INTERNAL CONTROL

We received no evidence of significant concern within the sector or on the part of
the general public about abuse or poor practice by charities in their management
of expenses, nor any evidence of any structural problem with the way expenses
are handled in the sector.

The management of expenses is fundamentally a matter of good governance
and internal control. Charities can best maintain high standards, guard against
abuse and maintain public confidence if they maintain and strengthen the way
that expenses are scrutinised and publicly disclose that they are doing so. The
implementation of such internal controls and disclosure of their existence will
achieve more in protecting public trust and confidence in charities than the
disclosure of expenses figures alone with no context.

There is no shortage of good guidance in relation to expenses oversight and
management. However, we noted that it was not always being observed as it
should. One fifth of charities responding to our survey did not have an expenses
policy in place. These charities need to be encouraged to rectify this.

The Charity Commission’s guidance on internal financial controls already
recommends that proper procedures should be in place regarding the payment
of expenses to trustees, employees and volunteers. HM Revenue and Customs
(HMRC) guidance also expects that, where a dispensation is granted from the
need to report to HMRC on expenses, an independent system for checking
expense claims is in place.

We recommend that trustees of all charities should pay due consideration

and proper scrutiny to the management of expenses as part of basic good

governance and internal controls (recommendation 1).

"
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To strengthen charity practice in relation to expenses, we recommend that
all charities that pay expenses have in place a formal expenses policy (or
policies) for trustees, staff - including the CEO and senior managers - and
volunteers (recommendation 5). The policy should be in line with the Charity
Commission’s guidance on internal controls and should specifically include
procedures in relation to the handling and approval of the expenses of the CEO
where relevant.

\We also recommend that all charities should ensure that the policy is clearly
communicated to all staff, trustees and volunteers. It should be included as
part of all induction processes (recommendation 6).

We did not find any particular evidence of concerns from charities regarding the
tax treatment of expenses or any particular evidence that expenses payments
blurred the boundaries between reimbursement and remuneration. However,
we did note the legal requirements regarding the tax treatment of expenses. \We
would also emphasise that expenses must always be distinct from remuneration.
This is particularly important in relation to trustees and volunteers.

Trustees must ensure compliance with the tax and legal requirements
regarding expenses (recommendation 4).

The evidence we gathered included a range of helpful and constructive
suggestions as to the content of an expenses policy and procedure. Suggestions
covered not only the procedures for handling expenses but the overall principles
that should govern an expenses policy. To assist organisations in developing or
strengthening their expenses policies, we recommend that sector bodies
should, in consultation with the sector, develop model expenses policies for
use by charities (recommendation 14).

12
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To further strengthen the role of expenses as part of good governance, we
recommend that the revised Code of Governance for the voluntary and
community sector should incorporate the recommendations on expenses
contained in this report (recommendation 13). Specifically, we recommend
that the refashioned Code includes a reference to the responsibilities of trustees

in relation to expenses in particular and internal controls in general.

We also recommend that the Charity Commission consider how it can
promote good practice in the management of expenses by charities
(recommendation 12). This might include, for example:

e areview of its advice and guidance for trustees which relates to trustee
expenses and internal controls to avoid fraud; and

e considering ways in which it can highlight to charities the issue of expenses
whether incurred by trustees or employees. Amongst other things this could
include reminding charities about areas where there are requirements - for
example, the SORP requirement to include a statement on trustee expenses
where none have been paid.

In relation to disclosure of expenses practice by charities, we recommend

that charities ensure their financial reporting makes it clear that there are
adequate systems in place to manage expenses (recommendation 7a). We
also recommend that any note to the accounts includes a statement that
expenses do not form part of remuneration (recommendation 7b).

We will also be asking the SORP Committee to consider how the issue of
expenses disclosure might be addressed as part of the development of the
next SORP (recommendation 10)-for example, as part of a requirement

for a statement of internal control. \Ve appreciate that the process involved in
amending the SORP is complex and may not take place until 2012/13 to coincide
with the more general move to an accounting framework based on International
Financial Reporting Standards. \We also acknowledge that any consideration of
expenses in relation to a revised SORP would need to take place in the context of
other aspects of internal control.

13
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Finally, some trustees responding to the consultation pointed out that they did
not claim expenses. \We acknowledge that many trustees see their decision not
to claim their expenses as part of their contribution to the charity. However, it

is important to ensure that no individual is prevented from becoming a trustee
because of a lack of financial means. Trustees must be able to claim expenses
and should not feel unable or embarrassed to do so.

We recommend that, in the interests of promoting diversity and to avoid
disincentives to volunteering, trustees should, as a matter of good practice,
claim any expenses they incur in the course of undertaking their duties as
trustees (recommendation 8). If trustees do not wish to retain the expenses
they incur they should consider Gift Aiding the claimed expenses back to

the Charity.

14
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Methodology

In carrying out our review, we aimed to gather as wide a range of views and
experience as practicable. We therefore sought evidence from charities, umbrella
bodies, funders, auditors, accountants and others with relevant specialist
knowledge on the issue of expenses. The evidence was gathered in five ways:

e Anonline survey widely publicised across the sector (see appendix 2 for a
list of questions). Some 625 responses were received, including 575
responses from registered charities. Some 202 respondents provided
specific additional comments.

e A call for written responses. Some 20 written responses were received from a
range of sector bodies and individual organisations.

e Telephone interviews with 13 key individuals with specialist knowledge (the
names of those interviewed are listed in appendix 3).

e Aliterature review to identify existing guidance, good practice advice and
law in relation to expenses and charities and views on public trust and
confidence, transparency and accountability in the sector. In addition, the
review considered experience and practice in other sectors and organisations,
including the corporate and public sectors.

e Areview of findings from a previous quick survey of self selected subscribers
to DSC e-news undertaken by the Directory of Social Change.

We decided against a wider consultation with the general public. Given the
widespread public misunderstandings that exist regarding the claiming of
expenses and remuneration of individuals in the sector (see section 3.2), we
doubted that a simple and cost-effective survey could be devised that would
provide results we could interpret confidently and consistently.

We felt, instead, that the most representative indications of the current level
of public concern about expenses would be from those bodies to which public
complaints or concerns were most likely to be addressed —that is, the Charity
Commission, Office of the Third Sector and sector bodies such as NCVO.

15
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Background and context

3.1THE PARLIAMENTARY EXPENSES CONTROVERSY

The work of the Independent Expert Group on Expenses takes place following
interest in the sector about disclosure of expenses of senior staff of charities.
The issue arose following the controversy surrounding the publication of the
expenses of Members of Parliament (MPs).

The Parliamentary expenses controversy was, and continues to be, a major
political issue triggered by the publication of expense claims made by MPs over a
number of years. The revelations of widespread misuse of permitted allowances
and expenses by MPs led to significant public concern. The disclosures followed
failed attempts by Parliament itself to prevent disclosure under the Freedom of
Information Act.

The controversy highlighted the impact an issue of this type can have on public
trust and confidence, regardless of the actual extent of abuse. The Times
columnist, and former MP. Matthew Parris reflected that “extravagance, genuine
mistake, sly acquisitiveness and outright criminal fraud are now jumbled together
in the national mind as though there were no moral differences.”

The controversy led to questions about expense levels and practices in other
institutions and organisations. This lead to some organisations reviewing both

the arrangements for the payment of expenses in their organisations, the actual
expenses being claimed and reimbursed and the extent to which expenses are or
should be publicly disclosed.

16
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A debate ensued within the third sector press regarding the disclosure of

charity expenses and the wider issue of expenses' within the context of good
governance and its impact on the public’s trust and confidence in charities. As Ray
Jones wrote inThird Sector recently?, "..management style and corporate culture,
values and philosophy set the tone for any organisation.”

There was no suggestion during the third sector press debate of any widespread
or systemic abuse of expenses or that any similarities exist between charity
expenses practice and MP expenses practice. There are clear distinctions
between the payment of expenses within charities and the practice under the
MPs’ system of expenses and allowances:

e MPs' expenses include provisions for specific allowances, but regulatory
guidance in the charity sector clearly distinguishes between remuneration
and expenses

e The MPs' expenses and allowances system was self-regulated by MPs but
charities are regulated at arm’s length by the Charity Commission

e MPs' expenses are largely related to housing and living expenses but charity
expenses relate to the delivery of a charity’s purposes

e Many charity trustees do not claim reimbursement of their personal expenses.

These debates and issues have, however, led charities to reflect on how they
can maintain the public’s continuing high regard for their work® and ensure that
governance arrangements in the sector and internal controls in particular are

sufficiently robust to avoid abuses and ensure best use of charitable funds.

' See, for example: ‘The time was right for a debate’, John Plummer, Third Sector, 16th June 2009;
and ‘Sector chiefs reveal their spending’, John Plummer, Third Sector, 16 June 2009.

2'Disclosing expenses is fine, but good governance is vital', Third Sector, 1 December 2009.

S For example, Beyond the banks? Lessons and opportunities for the regulation of charities.
A summary of a discussion hosted by the Charity Commission, held on 21 July 2009.
http://www.charity-commission.gov.uk/enhancingcharities/beyondbanks.asp

17
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3.2 PUBLICTRUST AND CONFIDENCE

The topic of expenses is one of a number of issues that have, collectively,
affected public trust and confidence in corporate and public sector institutions.
Recent issues such as the banking crisis and corporate scandals (eg Enron) have
led to a growing concern about the accountability and transparency of public and
corporate organisations.

Public trust and confidence in charities has, however, remained high. According to
aresearch study conducted by Ipsos MORI on behalf of the Charity Commission
in 2008%, public trust and confidence in charities showed a slight increase

for the three years from 2005. Trust in charities was higher than in central or

local government, private companies, banks or social services. Only trust and
confidence in doctors and the police was higher than in charities.

Seventy-five percent of people agreed that most charities are trustworthy and act
in the public interest and 80% felt that charities are professional. However 16%
did not believe that charities are trustworthy. Belief about whether or not charities
spend their money wisely and effectively was the most important factor driving
overall trust and confidence.

However, research has also shown that the public’s overall view of charities
appears to rely as much on perception as reality. The Charity Commission’s
research noted that the majority of the public said they knew very little about how
charities are run and managed. Research by nfpSynergy in 2004° revealed that
only 8% of a representative sample of the UK population thought trustees were
definitely unpaid, and only 6% thought fundraisers were definitely paid. More
people thought that trustees were paid than fundraisers. Ninety percent rightly
thought that chief executives were paid and 87 % thought directors were paid.

4Ipsos MORI (May 2008) 2008 Charity Commission Studly into Public Trust and Confidence in Charities.
5 Saxton, J. (2004) Paid or unpaid: that is the question (or how the public is more likely to think that trustees
are paid than fundraisers). nfpSynergy.

18
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A poll commissioned by the Association of Chief Executives of Voluntary
Organisations (ACEVO) in 2009 also highlighted the ‘perception gap'® between
the public’'s understanding of charities and the reality. For example, only 16% of
respondents correctly estimated the number of registered charities and only 20%
correctly estimated the proportion charities spent on overheads.

Increasing public trust and confidence is one of the Charity Commission’s
statutory objectives under the 2006 Charities Act and their roles, both of
compliance and support, are important in this area.

5 Perception gap between public and charities threatens the ‘special relationship’ says ACEVO.
ACEVO press release, 10 August 2009.

19
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Existing guidance, good practice
advice and law on expenses

4.1 INTRODUCTION

A significant body of guidance, codes, standards and law already exists to
support and guide trustees on the matter of expenses and their disclosure. Some
aspects of law and practice relate specifically to expenses and their disclosure,
whereas others provide more general guidance in relation to wider issues of

internal control, integrity, transparency and accountability.

This section summarises the key guidance, codes and standards relevant to the
consideration of expenses in the charity sector (including the wider voluntary
and community sector), the public sector and the private sector. It highlights
the following:

e Tax treatment of expense payments and benefits

e The Charities Statement of Recommended Practice (SORP)

e Charity Commission guidance C11 —trustee expenses and payments

e Charity Commission guidance C8 - Internal Financial Controls for Charities

¢ The Code of Good Governance for the Voluntary and Community Sector

¢ Arange of guidance and example best practices from
within the charity sector

e The Hallmarks of an Effective Charity

e The “Nolan Principles” of Public Life

¢ The Good Governance Standard for Public Services

e The Civil Service Code and the Civil Service Management Code

e Guidance on codes of practice for board members of public bodies

e The Combined Code on Corporate Governance, including Internal Control
Guidance for Directors on the Combined Code (The Turnbull Guidance).

20
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4. 2TAXTREATMENT OF EXPENSE PAYMENTS AND BENEFITS

HM Revenue and Customs (HMRC) treats the ‘payment’ of expenses
as including:

e cash reimbursement

e payment by round sum or scale rate
e payment on behalf of the employee
e provision of travel tickets

e payment of hotel bills, etc.

By law, at the end of the tax year, employers must give details of any expenses,
payments, benefits and facilities provided to:

e each employee or director earning at a rate of £8,500 a year or more; and

e each director earning at a rate of less than £8,500 a year, unless they are
— afulltime working director with no material interest in the company; or
— adirector of a charity or non-profit making concern.

The information must be submitted on form P11D, although dispensations

can remove the reporting requirements for certain expenses and payments.
Dispensations typically cover expenses or benefits for which employees get a full
tax deduction. This includes many routine business expenses and benefits (i.e.
expenses the employee has to incur wholly, exclusively and necessarily in the
performance of their duties). Typically, many charities secure dispensations from
the need to submit P11D forms.

21



SECTION 4

HMRC expect organisations granted dispensations to have an independent
system in place for checking and authorising expenses claims —in other words,
an expenses policy. At a minimum, this means having someone, other than the
employee claiming the expenses, check that:

¢ the amount claimed is not excessive
e the expense claimed complies with the expense policy
¢ the claim does not include disallowable items.

The policy would need to detail exactly what can be claimed or paid and how
all expense claims, including credit/charge card statements, are checked and
approved by someone other than the claimant.

Where the policy allows the reclaim of expenses for which an employee would
not normally be able to claim a tax deduction there is in place a procedure to
identify and report these expenses to HMRC. If appropriate, the charity can
choose to pay any tax liability arising on non tax allowable expense or benefits by
separate agreement with HMRC.

4.3 CHARITY LAW AND REGULATORY GUIDANCE

Most charities preparing accounts on an accruals basis must follow the
Statement of Recommended Practice on Accounting by Charities (SORP)’
(see appendix 4), which sets out accounting requirements for charities, and
includes provisions on trustee expenses. SORP requires charities to disclose, as a
note to their accounts:

¢ the total amount of trustee expenses
e the nature of the various expenses
e the number of trustees involved.

7 Charity Commission Accounting and Reporting by Charities: Statement of Recommended Practice (SORP 2005)

22
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If trustees received no expenses, this must be stated in their accounts. Expenses
include payments made by the charity on behalf of trustees.®

The Charity Commission recommends all charities follow this approach
to accounting for trustee expenses, even if they are not formally required
to follow SORP

A Charity Commission report in 2004° found that, in a sample of 200 of the largest
charities, 94% provided the required information in their Annual Report about
trustee remuneration and reimbursement of expenses. The Charity Commission
was pleased to see that the majority of charities in their sample provided the
required information but wanted to see more charities going beyond the bare
minimum requirements to provide complete clarity on trustee expenses

and remuneration.

The Charity Commission also publish guidance™ on law and good practice in
relation to trustee payments and expenses (see appendix 4). The guidance draws
a clear distinction between remuneration (payments or benefits to trustees) and
the reimbursement of trustees’ expenses.

The Commission’s view is that the reimbursement of trustees’ reasonable
expenses is good practice to help ensure trusteeship remains open to all
regardless of financial means and to ensure all trustees participate fully in
their role.

8 Statement of Recommended Practice (SORP 2005) ss 231 - 233.
9 Charity Commission Transparency and Accountability (RS8)
10 Charity Commission Trustee Expenses and Payments (CC11)

23
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The Commission’s guidance covers the definition of trustee expenses (ie which
costs constitute legitimate trustee expenses) and recommend that expense
claims are supported by bills or receipts except where very small amounts make
this impractical. The Commission also recommend that charities have a written
trustee expenses policy which is clearly understood by all trustees.

The Charity Commission also publish guidance on internal financial controls™
(see appendix 4). Such controls assist trustees in their duty to protect the
property of their charity and secure its application for the objects of the charity.
The Commission's guidance includes controls over expenses and, in particular,
recommends that:

e proper procedures are in place for payment of expenses
across the organisation
e systems ensure costs have been necessarily incurred in the course
of carrying out the charity’s business
e actual costs are reimbursed rather than round sum payments
e claims should be supported by bills and receipts (except in respect
of very small sums)
e travel costs paid at a mileage rate should not run the risk of incurring any tax
or national insurance liability for the charity or its trustees.

The Commission'’s guidance also covers the delegation of financial duties
(including the authorisation of expenses) to employees or other officers of

the charity. Trustees must ensure that systems and procedures are in place to
monitor the use of delegated authority and financial controls. This includes a legal
duty to review the arrangements under which the delegate acts and how those
arrangements are being put into effect.

" Charity Commission Internal Financial Controls for Charities (CC8)

24
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Finally, the Charity Commmission publish The Hallmarks of an Effective Charity'?
(see appendix 4), described “a good place to start” for charities not following

any other code or standard. It contains a series of good practice principles and
legal or regulatory requirements and is designed to complement other guidance,
standards or codes of governance that charities may use. As the Hallmarks are
based around high level principles, they do not make specific reference

to expenses.

4.4 GOOD PRACTICE FROMTHE CHARITY SECTOR

Good Governance: A Code for the Voluntary and Community Sector™

(see appendix b) sets out the core principles which underpin good governance

in voluntary and commmunity organisations. The Code was produced by a group

of third sector support organisations and endorsed by the Charity Commission.
Launched in 2005, the Code is currently being revised and a consultation has
taken place on the refashioned principles. The original Code makes specific
reference to the payment of expenses to trustees, including the receipt of gifts or
hospitality, under the key principle of board and trustee integrity.

A wide range of specific good practice guidance exists on expenses from
within the charity sector. A number of umbrella and support organisations have
set out guidance and collected examples of expense policies. The following list is
not comprehensive but illustrates the range of good practice currently available:

12 Charity Commission The Hallmarks of an Effective Charity (CC10)
'3 Governance Hub (2005) Good Governance: A Code for the Violuntary and Community Sector (NCVO).

25
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e Trustees-NCVO's Good Trustee Guide™ and several pages of the NCVO
website include guidance to assist trustees distinguish between expenses
and payments and draw up a trustee expenses policy. The guidance also
encourages trustees to be offered expenses to avoid deterring potential
trustees on financial grounds.

e Staff —NCVO's HR bank has a number of examples of expenses policies
from different organisations.

¢ \olunteers - the Volunteering England website includes guidance on a range
of topics including, for example, expenses procedures and the distinction
between expenses and payments. Example policies are also available.

e The Charity Finance Directors’ Group website includes examples of internal
controls and expenses policies in their Document Library, available to
members only.

e The volresource website includes guidance on trustee, staff and
volunteer expenses.

e Some local support agencies, such as Councils for Voluntary Service,
publish guidance on expenses for the benefit of local organisations — for
example, Community Links Bromley has produced factsheets on trustee and
volunteer expenses.

e A number of support organisations provide guidance on financial management
and financial control - for example, local community accountancy services

provide guidance for local organisations.

4.5 GOOD PRACTICE FROMTHE PUBLIC SECTOR

A number of different codes of good practice in relation to governance and
management exist in the public sector. They contain little, if any, direct advice
on the payment or disclosure of expenses but instead focus on higher level
principles within which the issue of expenses can be considered and handled.

4 The Good Trustee Guide (2008) (NCVO).
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The “Nolan Principles” of Public Life (see appendix 6) are a basic tenet of good
governance, and have wider relevance beyond those individuals involved in public
and government positions. For example, in the late 1990s NCVO produced a
model code of conduct for trustees based on the Nolan Principles.

The Good Governance Standard for Public Services (see appendix 7) can be used
by charities as well as public sector organisations which work for the public, using
public money. The principles of good governance make no direct reference to the
payment or disclosure of expenses but provide a framework within which they
could be considered.

The Civil Service Code (see appendix 8) sets out the framework within which all
civil servants work and the core values they are expected to uphold, while the
Civil Service Management Code (see appendix 8) sets out the central framework
for the management of the civil service. The latter contains broad policy on the
reimbursement of expenses and policy on expenses in relation to travel. The
former makes reference to the acceptance of gifts and hospitality.

A model code of practice for board members of executive non-departmental
public bodies (NDPBs) and similar organisations (see appendix 9) provides a
framework within which expenses policy and practice could be considered.
The code also includes specific references to the disclosure of board and senior
staff remuneration.
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4.6 GOOD PRACTICE FROMTHE PRIVATE/CORPORATE SECTOR

The Combined Code on Corporate Governance (see appendix 10) sets out
standards of good practice in relation to a range of governance issues. These
issues include internal control and a recommendation to report to shareholders
on the effectiveness of internal controls.

Internal Control: Guidance for Directors on the Combined Code
(TheTurnbull guidance) (see appendix 10) assists listed companies in applying
the internal control aspect of the Combined Code. The guidance is based on
overall principles of internal control rather than detailed prescription.
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Expenses practices in other
organisations and nstitutions

In response to the MPs’ expenses issue, the personal expenses incurred by

the most senior civil servants (i.e. director general and above), and those
incurred by the directors and board members of public bodies are now routinely
disclosed, often disaggregated by type of expenses (e.g. travel, accommodation,
subsistence etc).

For example, the personal expenses incurred by the chief executive, directors and
board members of the Charity Commission are now published quarterly on the
Charity Commission website, and both the expenses policy and expenses of the
Board of Directors and Senior Management Team at the Big Lottery Fund are
published on their website.

The BBC published the salaries and expenses of its senior executives earlier this
year, in response to a Freedom of Information request, and has subsequently
committed to quarterly publishing of the salaries and expenses of its top 100
executives. The BBC already publishes the pay details of its executive board and
the pay and expenses of the corporation’s governing body, the BBCTrust.

In local government the trend is for more information to be provided in more
detail. In Scotland, all councils annually publish online information on councillors’
salaries, allowances and expenses in a standard format. It includes information
on any costs for transport or subsistence which have been booked by the Council
on behalf of the councillor. Councils are also required to make information on
councillors’ remuneration and expenses available for inspection at council offices,

in response to written requests from the public.

The total gross amount claimed in allowances and expenses by councillors in
England and\Wales is a matter of public record and is routinely published, while
some councils have gone further, disaggregating expenses claims or publishing
individual claims above a certain amount. All expenses are assessed by an
independent panel and claims made by councillors are subject to external audit.
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The view from the charity sector

This section summarises the findings of the survey, written responses
and interviews.

6.1 CURRENT EXPENSES PRACTICE
6.1.1 Current practice - findings from the survey

Some 575 responses to an online survey were received from trustees or staff
of registered charities.

Profile of respondents

5 Charity Commission data from the Register of Charities at 31st December 2009.

16 4.8% of charities have an annual income between £500,001 and £5,000,000 and 1.1% of charities
have an annual income of over £5 million. The income of 7% of charities is not yet known.
(Charity Commission data — see note 15).
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The results illustrate that the majority of responses were received from larger
charities: 56% of responses were from charities with an annual income over
£500,000. Charities within this income bracket represent only 6% of the entire
registered charity sector, although they do hold 89% of total income to charities".

Only 75% of responses were from unstaffed charities and 5% of responses were
received from charities with an annual income under £10,000. Charities within
this income bracket represent some 45% of the sector, although they represent
only 0.5% of total income to charities’®.

Expenses policies in charities — by annual income

Trustees 579 241 49.3 58.3 54.1 64.8 70.8
Volunteers  53.6 20.7 40.3 55.0 60.0 571 64.6
CEO 24.0 6.9 6.0 172 24.7 33.0 45.8
Senior staff 215 0.0 4.5 14.6 235 29.7 45.8
All staff 755 13.8 313 76.2 81.2 90.1 979
None 18.1 69.0 38.8 18.5 12.9 8.8 2.1

Some 58% of respondents from registered charities have an expenses policy for
trustees and 76 % have a policy for all staff.

Across all registered charities responding, nearly one-fifth (18%) do not appear to
have a formal, written expenses policy for staff, trustees or volunteers.

7 Charities with an annual income between £500,001 and £5,000,000 represent 22.2 % of total charity income and
charities with an annual income over £5 million represent 66.6% of total charity income. See note 15.
'8 See note 15.
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Of the largest charities (over £20m annual income) responding, 98% have an
expenses policy for staff and 71 % have an expenses policy for trustees.

Of the smallest charities (under £10,000 annual income) responding, 69% do
not appear to have any formal written expenses policy for staff, volunteers or
trustees. 24% have an expenses policy for trustees.

The responses in relation to CEO and senior staff expenses policies are lower
than the responses for all staff, but do not necessarily indicate an absence of

any policy. Instead, the finding may show that some charities follow expenses
policies specifically for the CEO and senior staff, whereas others follow a general
expenses policy for all staff including the CEO and senior staff.

Disclosure of expenses

Trustees 776 59.6 8515 26.4 20.9
Volunteers 58.2 3.3 20.6 17 40.7
CEO 50.3 42.4 31.7 221 46.9
Senior staff 45 36.4 271 19.7 52
All staff 64.4 48.7 31.1 24.7 3.3
None 18.2 21 &5 40.6 68.5

The current requirement under SORP is for the disclosure of the total amount of
trustee expenses and their nature. The question went further and asked whether
details are disclosed. The picture is mixed. The responses also do not necessarily
show a failure to disclose expenses. For example, the finding that a minority of
respondent charities disclosed trustees’ hospitality costs may simply show that
trustees in these charities did not incur any hospitality expenses (rather than that
such expenses were incurred but not disclosed).
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In only 51% of responses disclosure relates to payments made directly by the
organisation on behalf of the individual (for example, a travel booking made by the
organisation on behalf of the individual).

The lower response attached to payments on behalf of an individual may be due
to some individuals not incurring such expenses, rather than a failure to disclose
expenses incurred.

The figures illustrate that current disclosure of expenses occurs in a variety

of places. 83% of respondent charities currently disclosing expenses do so in
their annual report and accounts. 29% do so in response to a direct request

for information, although it should be emphasised that is unclear whether this
figure reflects policy (i.e. charities would disclose the information if requested) or
practice (i.e. 29% have disclosed the information when requested).
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SECTION 6

23% of respondents reported that they disclosed information in a broader policy-
type disclosure (for example, within an internal control document or management
accounts), although it is not clear to what extent this information is available to
anyone outside the charity.

6.1.2 Current practice - findings from the telephone interviews
and written responses

A number of written responses detailed individual charities’ practice on expense
claiming. The responses were too small to give a representative picture, but the
common practice set out was to reimburse actual, legitimate costs incurred on
the basis of receipts. Some had different practices for particular situations (for
example, overseas trips) and some reported that large expenses were met on
behalf of the individual by the charity.

Evidence from interviews suggests that lack of transparency in expenses
practice is not seen as a particular problem in the charity sector. Interviewees also
broadly felt that the abuse of expenses by charity staff and trustees is unusual.
Some interviewees did give examples of abuses they had encountered and some
were more concerned than others, but no issues were raised that suggest that
incidences of abuse are higher either in comparison to other abuses that might
occur within charities or in comparison to other sectors.

There was no evidence from the interviews or written responses that expense
abuse is a matter of particular public concern. A representative from the Office
of theThird Sector commented that ‘these are not the issues people raise with
us’. A written respondent commented that expenses were a part of ensuring
tight and transparent control of expenditure, but there had been no suggestion
in the recent media debate over charity expenses of any particular problem with

expenses control in charities.
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6.2VIEWS ONTHE IMPACT OF GREATER EXPENSES DISCLOSURE
6.2.1 Impact of disclosure - findings from the survey

Impact of disclosure on trust and confidence in charities

If charity expenses are disclosed, do you think public trust and confidence in the sector will:

Response
(%)
Increase 43.8
Decrease 12.1
Make no difference 44 1

Views were divided on the impact of greater disclosure on public trust and
confidence. Some 44 % of responding charities felt public trust and confidence
would increase, while 44% felt it would make no difference. Only 12% felt it
would decrease public trust and confidence.

Some 110 respondents provided specific comments to elaborate on their
response. Among those who thought public trust and confidence would
increase, many added that it would depend on how the expenses were explained
and whether the information was presented in context. Many also qualified their
view, saying it was dependent on an assumption that the public would perceive
the disclosed expenses to be reasonable and justifiable. The risk that public trust
and confidence would decrease in the short term was also recognised by many
in this group: if disclosure uncovered examples of poor practice or abuses of
expenses then it could reflect badly on the sector as a whole.

Those respondents who thought disclosure would make no difference to public
trust and confidence mainly argued that expenses were essentially a ‘non-issue’,
disclosure of which will have no particularimpact.

Those who thought public trust and confidence would decrease cited a lack of

public understanding about the information disclosed and a risk that information
might be misinterpreted or inappropriate comparisons made between diverse
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charities. A number of respondents argued that this was due to the low level of
public understanding about how charities operate. One respondent commented
that “some will find it shocking that expenses are incurred at all...[expenses] must
be set in context, as some people have to [for example] travel huge distances”
Another commented that “if expenses are disclosed then the £100 spenton a
hotel becomes the focus rather than the £10,000 spent on charitable activities”

Yes 59.1 75.0 70.6 58.4 64.7 55.6 38.3
No 22.6 71 14.7 214 22.4 26.1 34.0
[tdepends 18.3 179 14.7 20.1 12.9 18.3 277

Whilst a majority of those responding (59%) believed that disclosing details

of expenses would help increase the transparency and accountability of their
organisations, nearly a quarter did not believe this to be the case (23%) and 18%
thought it would depend on a range of factors.

Some 212 respondents provided further comment. Issues raised include the
importance of the context in which the information is presented; whether the
information is meaningful and can be usefully interpreted; that disclosure risked
being a distraction away from the charity’s core work; that disclosure would
enhance openness and transparency; that the policy and practice is more
important than the amount; and that expenses in some charities are negligible or
small in comparison to other expenditure.
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6.2.2 Impact of disclosure - findings from the Directory of
Social Change survey

In August 2009, the Directory of Social Change undertook a Quick Survey to find
out whether charities believed that publishing the detailed expenses of charity top
management and trustees would affect public trust and confidence in charities.
The survey asked respondents if public trust and confidence would increase,
decrease or have no impact as a result of expenses disclosure.

Of 731 responses, 52 % felt that public trust and confidence would increase, 27 %
felt that public trust and confidence would decrease and 21 % felt that publication

would make no difference.

The proportion of respondents believing disclosure would increase trust and
confidence is higher in the DSC survey (52 %) compared to the Expert Group
survey (44%). However, while a significantly smaller proportion of respondents
to the DSC survey felt that publication would have no impact (21% compared to
44% in the Expert Group survey), a greater proportion felt that public trust and
confidence would actually decrease (27 % compared to 12% in the Expert
Group survey).

Some 260 written comments were received by the DSC survey. The written
comments broadly covered similar issues to the comments received for the
Expert Group survey, with a wide range of observations. Comments included
concerns that disclosure was a knee-jerk reaction and that figures risked
misinterpretation because of a lack of meaningful context and low level of
public awareness about charities. By contrast, some respondents argued that
publication could demonstrate openness and transparency on the part of

the sector.

While the figures in the Expert Group and DSC surveys vary, taken together they
seem to imply a lack of consensus within the sector that greater disclosure is
necessary or would have, on balance, a beneficial effect on public trust

and confidence.
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6.2.3 Impact of disclosure —findings from the interviews and written responses

Many interviewees highlighted the potential impact on public trust and
confidence arising from widespread, unplanned disclosure of charity expenses.
The public’'s generally low level of awareness of how charities operate was cited
with a concern that simple comparisons might be made between expense
amounts, leading to confusion and even suspicion about how charities spend
their money. Some also cited the absence of any particular public concern about
expenses and a concern that the sector might be ‘creating an issue’ where

none exists.

Some interviewees did see potentially positive outcomes for public trust and
confidence arising from expenses disclosure. Some argued that disclosure

of expenses could be an opportunity to help build the sector’s reputation for
transparency, accountability and good use of resources, and to help raise public
awareness in the sector about the professionalism and the "true’ costs involved in
running charitable activities.

One interviewee commented that well run organisations, making good use

of resources, arguably have nothing to fear from disclosing their costs. Some
argued that a greater attention to expenses practice could help to strengthen
governance and internal control, help deter inappropriate expense claiming and
help ensure trustees are not benefiting inappropriately.

There was a general view that any disclosure of expense figures out of context
would be largely meaningless. As one argued, expenses figures are likely to be
widely disparate because charities are ‘doing widely disparate things’. Another
commented that expenses were only a ‘partial’ view of justifying a charity's use
of resources.

Several interviewees provided specific examples of expenses which, out of
context, might be viewed as relatively high but within context viewed as entirely
justifiable. Examples included travel costs of trustees and senior staff in overseas
charities and expenses of volunteers with special needs.
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Specific examples were also given to illustrate the difficulty of creating a
common classification of expenses that would apply to all charities. VWhere will
the line be drawn between personal expenses and purchases or costs incurred
for the running of the charity (particularly in very small organisations where some
written responses suggest the distinction is not clear)? Some trustees never
claim expenses; others are actively encouraged to and need to claim. How will
disclosure account for non-claiming, effectively an in-kind donation?

Several interviewees also questioned the inconsistency of disclosing personal
expenses and not other expenses. For example, if expenses are disclosed in
greater detail, should salary information be similarly disclosed? Should other
specific areas of charitable expenditure be disclosed?

Few interviewees supported the usefulness of comparing expenses although
some argued that such analysis might be possible and of interest.

More generally, it was argued by a number of interviewees and reflected in
written responses that greater disclosure without proper context and explanation
could prove a distraction away from the "bigger picture’ of a charity’s effectiveness
and impact. It might risk elevating expenses as a disproportionately important
measure of effectiveness and even put pressure on some charities to drive down
expense costs in inappropriate areas (for example in relation to volunteer support
needs where costs might be necessarily high).
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6.3VIEWS IN RELATIONTO FUTURE PRACTICE
6.3.1 Future practice - findings from the survey

Whose expenses, if any, should be disclosed (tick all that apply)?

Response
(%)
Trustees 80.5
Volunteers 44.3
CEO 48.9
Senior staff 40.0
All staff 58.0
None 10.4

While 81% of responding charities were in favour of disclosing trustee expenses
(in line with current SORP requirements), there was no overall consensus on
whether the expenses of other groups (such as CEQ, senior staff or volunteers)
should be disclosed.

Some 216 respondents provided additional written information in response to this
guestion. A very wide range of views were expressed, including that trustees’
expenses should be available for external scrutiny but that accountability via

the trustee board for other expenses was adequate; the administrative burden
involved in disclosing all expenses; that selective disclosure of some expenses
but not others might fuel suspicion; and a willingness to be open.
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Which, if any, of the following do you believe should be disclosed?

There was a general consensus that, where expenses are disclosed, disclosure
should relate to a wide range of expense categories. Over 80% of respondents
felt that all suggested categories of expense be included in the definition of
expenses. Of the respondents, 193 provided additional comments. Many took
the view that if expenses were disclosed then the amount should include all
expenses (one commented “why not? What is there to hide?"”), although a
number of respondents clarified that some categories were not relevant to their
charity. This may account for the slightly lower response to hospitality and gifts
compared to travel and subsistence.

How do you think the information should be disclosed?
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The majority (84 %) of responding charities identified the annual report and
accounts as the appropriate place to disclose expenses. No consensus existed in
relation to other types of disclosure, although half of responding charities (50%)
agreed that disclosure should also take place in response to direct requests for
information. Some 67 addition comments were received: there was no particular
consensus, but some argued that the specific nature of disclosure should relate
to the size and type of charity.

If you believe that charities should disclose information on expenses,
do you think this applies to:

All registered charities, regardless of size 68.2
Charities with an income in excess of a specified amount 30.3
Staff with salaries in excess of a specified amount 173
Staff whose annual expenses exceed a specified amount 22.4

A majority of responding charities were in favour of extending disclosure
requirements to all charities. Only a minority were in favour of limiting disclosure
to specific organisations.

Some 170 respondents provided additional comments in relation to this question.
Despite the majority view that disclosure should be universal, a recurring

theme throughout the comments was the desire to keep any administrative

or regulatory burden on charities, created by new disclosure requirements,

to a minimum. The administrative burden (relative to the benefits brought by
disclosure) was one of the main reasons cited by those who were not in favour of
increased disclosure.
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6.3.2 Future practice - findings from the interviews and written responses

Strengthening good practice

Many interviewees argued that the issue of expenses was principally a
governance issue, and part of good practice in relation to internal control.

For example, one interviewee commented that the existence of an effective
expenses policy is more important than the disclosure of figures themselves.
It was suggested in one written response that the resources used in disclosing
expense amounts might be better spent in reminding trustees of their
responsibilities for good governance and internal control.

A number of interviewees made recommendations with regard to strengthening
and improving good governance and, specifically, expenses practice —as one
commented, control of expenses should become part of the ‘machinery’ of
good practice.

Some argued for a model policy to be developed by the sector, others that the
Charity Commission should issue guidance; one argued that detailed procedures
should be left to individual trustee boards. Some commmented that action on
strengthening good practice could demonstrate publicly that proactive measures
were being taken to strengthen the accountability of charities.

Disclosure

A variety of views were expressed in relation to the desirability of further
disclosure or publication of expenses. Some argued that disclosure would
generally enhance accountability and transparency; others were more cautious
about a move to widespread disclosure. Comments included:

e Further disclosure risked being a knee-jerk reaction and could elevate expenses
to become an arguably inappropriate measure of charity effectiveness. Public
education of the sector about charity effectiveness and impact should be much
broader than that of the disclosure of a particular category of expenditure
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e That a decision to disclose is principally a matter between a charity’s trustees
and their stakeholders, rather than principally a matter for the sector or public
as awhole

e That without some action in relation to disclosure expenses might become an
issue that would ‘come back to bite us': for example, a scandal, however small
orisolated, could affect all charities

e That the overall purpose of greater disclosure was unclear: transparency,
accountability, public trust and confidence or all these?

e That thorough research and investigation should take place before any
widespread disclosure is recommended

e That the work needed to design a common system of disclosure might not be
a good use of resources, given difficulties over comparability and uncertainty
as to the public benefit of doing so.

Many argued that if new disclosure requirements were to be introduced they
should be set out in best practice or a voluntary code rather than as a regulatory
requirement, at least initially, and integrated into existing guidance such as the
Code of Governance. The Office of the Third Sector felt that the approach to
disclosure was for the sector to determine.

Some interviewees commented on the content of a wider disclosure

requirement or code of practice. Again, a variety of views were expressed:

e The annual report was the place most commonly identified as an appropriate
and sufficient place to disclose expenses

e Some argued that publication focus on the charity’s expenses policy (that
internal controls exist and expenses are used to further the charity’s objects)
rather than the amounts themselves. Some also argued that CEO expense
amounts should be published in addition to trustees and possibly aggregated
senior management team and volunteer expenses, along with a statement to

explain any unusual sums.
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e \Wider disclosure should take a proportionate approach to limit the
administrative burden, particularly on small charities (although larger charities
might arguably also incur an administrative burden given the possible
complexity and size of their expenses). Specific thresholds might be needed -
for example based on income, public fundraising or individual
expense amounts.

e That some form of enforcement of best practice might be required:
suggestions included a ‘name and shame’ of non-complying charities and the
role of the Charity Commission.

Some interviewees also commented on voluntary disclosure or disclosure on
request by individual charities. Comments included:

e Adecision to disclose expenses on request or proactively publish expenses
should be made in relation to the needs of a charity’s donors or stakeholders

e Disclosure on request might provide more useful information than publication,
although individual requests might also be misinterpreted: for example, what
if an individual member of staff's expenses is higher than the chief executive —
should they be disclosed too?

¢ One commented that sector leaders set the tone for the sector and should
consider how their practice reflects the rest of the sector.
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Key Issues

From the evidence gathered, we have identified four key issues that are central in
considering how to take forward the issue of expenses practice and disclosure.

7.1 DIFFICULTIES IN DEFINITION

It is clear from the evidence we received that the very definition of an expense is
problematic — examples of uncertainties include:

e expenses incurred but paid for directly by the charity: for example, travel paid
for by the charity on an account

e purchases made for the charity, for example on a charity credit card

e reimbursement of wider expenses such as homeworker’s expenses
or company vehicles

e other expenditure related to an individual's work: for example, an individual
attending a conference might incur travel expenses and might also require
the use of a signer

e the treatment of ‘discretionary’ expenses (for example, holding a meeting
at a restaurant rather than in a room at the charity’s premises) compared to
‘essential’ expenses (for example, travel to a trustee board meeting)

¢ the boundary between reimbursement and payment — for example, where
allowances or ‘honoraria’ are provided. We did not find any particular evidence
of this practice but it is an important matter because of the risk of tax liability
and, in relation to trustees, unauthorised private benefit.

The evidence also found some uncertainty relating to the definition of hospitality

received by individuals. Hospitality received is not an expense and does not fall
within the remit of the Expert Group.

46



SECTION 7

7.2 HOW FAR DISCLOSURE IS MEANINGFUL

Disclosure of individual expense amounts in isolation is also problematic. The very

diversity of the charity sector and the variation in expenses incurred between

charities can make useful interpretation of figures and comparisons between

charities difficult or arguably meaningless without significant explanation.

Examples cited include:

e a charity working overseas will incur higher travel expenses than one working
in a local neighbourhood

e atrustee’s expenses might be higher because they require accessible
transport to attend meetings

e senior staff expenses in one charity might differ from another because of
different arrangements for travel to meetings with regional staff.

Expenses are only one part of a charity’s overall costs and the costs involved in

an individual's work. Our evidence suggests that an expense figure alone can risk
portraying a misleading impression of a charity’s costs. For example, how relevant
is it to separate out a volunteers' travel expenses from other costs associated
with their role such as training? In relation to disclosure, how relevant is it to
separate out and disclose a CEQ's expenses when their salary details might not
be publicly disclosed in the same level of detail?

Evidence also suggests that variations in trustee expenses might be due to the

extent to which trustees make claims. It is clear from our evidence that practice
varies: some trustees rarely claim expenses but others follow an explicit trustee
expenses policy.
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7.3THE PROPORTIONALITY AND COST OF DISCLOSURE

The evidence highlights the administrative burden that might arise from an
expectation or requirement to widen the publication of expenses.

In relation to cost, evidence suggests that the burden might affect both
smaller and larger charities: smaller charities because of the disproportionately
high burden such reporting might require; and larger charities because of

the complexity of finances (for example, categorising and providing detailed
explanations for the expenses of large numbers of staff and trustees).

In relation to proportionality, evidence uncovered a number of questions that
illustrate the practical difficulties involved in greater disclosure across the sector:
¢ \Would a requirement or expectation to disclose affect all charities?

e |f so, how would the approach take account of the need for a proportionate
system for small charities?

e |faproportionate approach introduced a threshold for greater disclosure, how
would this be set? By a charity’s income? By the overall level of expense or that
of certain individuals? By expenses as a proportion of income?

e How would the threshold for disclosure take account of the difficulties
of defining and categorising expenses to avoid misleading comparisons
between charities?

Should a common approach to disclosure be taken forward, it is likely that
substantial work would be required to set out a format (categorisation,
explanation and so on) that would provide effective, useful and potentially
comparable information without risk of misinterpretation. It is unclear whether
this exercise is a good use of the sector’s time and resources, given the
uncertainty over its benefits in relation to the openness and accountability of
charities and public trust and confidence.
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7.4 EVIDENCE OF ABUSE AND POOR PRACTICE

\We have received little evidence of abuse of charitable funds through the
inappropriate claiming of expenses or of any systemic failure in the way expenses
are managed by charities. It is perhaps inevitable that in a large and diverse

sector of independent organisations instances of abuse will occur. However,

we have no reason to believe that these incidences are any more than isolated
and unusual.

We found detailed guidance to assist trustees in implementing and overseeing
expenses practice. The evidence we gathered from individual organisations
portrayed a common approach towards expenses management based on
reimbursement of costs incurred. We did, however, find evidence that not all
charities have in place a formal expenses policy and not all charities follow the
SORP in relation to the disclosure of trustee expenses where they are required
to do so.
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Recommendations

Our recommendations are summarised below. We have categorised

the recommmendations into two types: recommendations that aim to
reinforce existing regulation or practice (marked as ‘existing practice’) and
recommendations to introduce new practices ('new practice’).

8.1 RECOMMENDATIONSTO CHARITIES ANDTHEIRTRUSTEES

1. We recommend that trustees of all charities should pay due consideration
and proper scrutiny to the management of expenses as part of basic good
governance and internal controls (existing practice).

2. We would remind charities required to comply with SORP that they must
make the necessary disclosure of trustee expenses (existing practice).

3. We would also remind trustees that under SORP disclosure of trustee
expenses includes expenses incurred on their behalf (existing practice).

4. Trustees must ensure compliance with the tax and legal requirements
regarding expenses (existing practice).

5. We recommend that all charities that pay expenses have in place a formal,
expenses policy (or policies) for trustees, staff - including the CEO and senior
managers - and volunteers. The policy should be in line with the Charity
Commission’s guidance on internal controls and should specifically include
procedures in relation to the handling and approval of the expenses of the CEO
where relevant (existing practice).

6. We recommend that all charities should ensure that the policy is clearly

communicated to all staff, trustees and volunteers. It should be included as part
of all induction processes (existing practice).
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7

8.

(a) We recommend that charities ensure their financial reporting makes it clear
that there are adequate systems in place to manage expenses.

(b) We recommend that any note to the accounts includes a statement that
expenses do not form part of remuneration (new practice).

We recommend that, in the interests of promoting diversity and to avoid
disincentives to volunteering, trustees should, as a matter of good practice,
claim any expenses they incur in the course of undertaking their duties as
trustees. If they do not want to retain the expenses they incur they should
consider Gift Aiding the claimed expenses back to the charity (new practice).

The recommendations above should be viewed as the minimum required in order

to

9.

demonstrate good practice in respect of expenses. In addition:

\We encourage trustees to consider whether, in the context of their
organisations and in the interest of their stakeholders, they should go further
and disclose the expenses of individual trustees and senior managers. It is
important that this is done in a meaningful way. Matters which trustees will
need to consider in order to ensure that any disclosure has meaning include:
¢ the context in which they operate, including, for example, the type and area
of charitable activity, the nature of the expenses and the sources of funding
e proportionality - taking into account the amount of expenses and the
costs of disclosure
® reasonableness - whether disclosure is reasonable in the specific
circumstances of the charity (new practice).

8.2 RECOMMENDATIONSTOTHE SORP COMMITTEE

10. We recommend that the SORP Committee consider how the issue of
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expenses disclosure might be addressed as part of the development of the
next SORP — for example, as part of a requirement for a statement of internal
control (new practice).
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8.3 RECOMMENDATIONSTOTHE CHARITY COMMISSION

11. We recommend that the Charity Commission review the level of compliance
by trustees with the SORP requirements for the disclosure of trustee
expenses (new practice).

12.We recommend that the Charity Commission consider how it can promote

good practice in the management of expenses by charities. This might include,

for example:

e areview of its advice and guidance for trustees which relates to trustee
expenses and internal controls to avoid fraud; and

e considering ways in which it can highlight to charities the issue of expenses
whether incurred by trustees or employees. Amongst other things this
could include reminding charities about areas where there are requirements
—for example, the SORP requirement to include a statement on trustee
expenses where none have been paid (existing practice).

8.4 RECOMMENDATIONS IN RESPECT OFTHE CODE OF GOVERNANCE
FORTHEVOLUNTARY AND COMMUNITY SECTOR

13.We recommend that the revised Code of Governance for the Voluntary and
Community Sector should incorporate the recommendations on expenses
contained in this report. Specifically, we recommend that the refashioned
Code includes a reference to the responsibilities of trustees in relation to

expenses in particular and internal controls in general (new practice).

8.5 RECOMMENDATIONSTO SECTOR BODIES

14.We recommend that sector bodies should, in consultation with the sector,
develop model expenses policies for use by charities (new practice).
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8.6 RECOMMENDATIONSTO PROFESSIONAL ACCOUNTANCY BODIES
AND AUDIT REGULATORY BODIES

15.We recommend that professional accountancy bodies and audit regulatory

bodies ask their members to highlight the SORP requirements relating to the
disclosure of trustee expenses (existing practice).
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Lindsay Driscoll (Chair) Consultant, Bates, Wells & Braithwaite

Lindsay has spent over 30 years in the field of charity law and governance. She is
now a consultant with Bates Wells & Braithwaite and chairs the steering group of
the Code of Good Governance. From 2003-2008 she was a Legal Commissioner
with the Charity Commission. Before that she worked as Head of Legal and
Governance at NCVO and then as a partner with Sinclair Taylor and Martin. She
serves as a trustee on five boards.

Debra Allcock-Tyler, Chief Executive, Directory of Social Change

Debra is the Chief Executive of the Directory of Social Change - a leading source
of information and training to the voluntary and commmunity sector. The Directory
of Social Change (DSC) has a vision of an independent voluntary sector at the
heart of social change and sees the activities of charities and other voluntary
organisations as crucial to the health of society. Debra'’s other key appointments
include being aTrustee of MedicAlert®, the Chair of the Small Charities Coalition
and a member of the SORP Committee.

Don Bawtree, Charity Unit Partner, BDO Hayward LLP

Don is the head of BDO's charity unit and has specific responsibility for larger and
national charity clients. His experience spans 20 years of working in the charity
sector. Done is chair of the Auditing Practices Board committee responsible for
writing Practice Note 11, which is the standard by which all charity audits in the
UK must be conducted. He is also an author and lecturer on charity finance

and governance.
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Peter Grant, Senior Fellow in Grantmaking, Philanthropy and Social
Investment at the Sir John Cass Business School, City University

(from November 2009)

Peter is one of the UK's leading practitioners in public and charitable funding and
is currently academic leader of the Philanthropy and Grantmaking Management
and Governance programmes at Cass business school. Peter developed the
world's first full masters-level programme in grantmaking and philanthropy which
received the university prize for curriculum development in 2006. Peter is Director
of Ulley Consultants whose clients include government departments, NDPBs,
maijor local authorities and charitable foundations. Peter’s previous experience
includes work in charities and the national lottery.

John Stoker, Independent consultant

(from November 2009)

Johnis a freelance consultant to public, lottery and voluntary sector clients
specialising in management and governance review. In 2005 he was the Chief
Executive of the London Bombings Relief Charitable Fund. He was the Chief
Charity Commissioner from 1999 to 2004. He joined the National Lottery
regulator OFLQOT in 1997 becoming Director General in 1998.

Paul Palmer, Professor of Voluntary Sector Management,

Sir John Cass Business School, City University

(stepped down in October 2009)

Paul Palmer is Professor of Voluntary Sector Management at the Cass Business
School, City University, London. He is a FounderTrustee of the Honorary
Treasurers Forum. The author of the Good Financial Management Guide, he
served on the SORP Committee from 2000-2005.

Jane Hobson, Head of Policy, Charity Commission

(observer member)
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Survey questions
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Please fill in the following information (name, job title, email, organisation)

Is your organisation a registered charity?

What is your organisation’s annual income?

How many paid staff does your organisation employ?

Does your organisation have a formal written expenses policy for
(tick all that apply):

Trustees

\olunteers

CEO

Senior staff

All staff

None

Do you currently disclose details of any of the following expenses (tick all that
apply)? Please note: disclosure can be anywhere, not just in accounts

Cost of travel (e.g. fares, mileage)

Subsistence (e.g. hotels, refreshments)

Hospitality provided (e.g. buying dinner for others)

Hospitality and gifts received

Does the disclosure relate to:
Sums paid by the individual and reimbursed by the organisation
Payments made by the organisation on behalf of the individual
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8.

10.

1.
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If you answered yes to question 6, where do you disclose the information
(tick all that apply)?

In your annual report and accounts

On your website

In response to direct requests for information

In a broader, policy type disclosure, e.g. within an internal control statement
Other (please provide details in the box below)

If charity expenses are disclosed, do you think public trust and confidence in
the sector will:

Increase

Decrease

Make no difference

Do you believe that disclosing details of expenses does/would help increase
the transparency and accountability of your organisation?

Yes

No

It depends

Whose expenses, if any, should be disclosed (tick all that apply)?
Trustees

Volunteers

CEO

Senior staff

All staff

None
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12.

13.

Which, if any, of the following do you believe should be disclosed
(tick all that apply)?

Cost of travel

Subsistence

Hospitality provided

Hospitality (and gifts) received

How do you think the information should be disclosed?

In annual report and accounts

On organisation’s website

In response to direct requests for information

A broader, policy type disclosure, e.g. within an internal control statement
Other (please provide details in the box below)

14. If you believe that charities should disclose information on expenses,

15.
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do you think this applies to:

All registered charities, regardless of size

Charities with an income in excess of a specified amount
Staff with salaries in excess of a specified amount

Staff whose annual expenses exceed a specified amount

Do you have any other comments on whether or how charity expenses
should be disclosed?
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List of contributors
via telephone interview

Lindsay Boswell

Stephen Brooker

Martin Brookes

Stephen Bubb

David Emmerson

Stuart Etherington

Peter Gotham

Keith Hickey

Caroline Jarvis

Tania Mason

Nick Roseveare

Helen Stephenson

Alan Strickland

JohnTait
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Institute of Fundraising

Audit Committee of the Law Society/ Russam GMS

New Philanthropy Capital

ACEVO (written response)

Association of Charitable Foundations

NCVO

Institute of Chartered Accountants

CFDG

Kleinwort Benson

Charity Finance Magazine

BOND

Office of the Third Sector

Volunteering England

[T Consultant
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Charity Gommission guidance,

the SORP and charity law

Charity Commission guidance, C11 -Trustee expenses and payments, explains
the case law, charity law and good practice related to trustee payments, including
expenses. The guidance emphasises that trustees are entitled to have their
legitimate expenses met from the funds of the charity. Indeed, paying reasonable
expenses is acknowledged as one way of ensuring that being a trustee is open to
all (including, for example, younger trustees and people on low incomes). Itis also
recognised as a good way of ensuring that the whole trustee board participates in
running the charity. The guidance makes clear that, unless by personal choice,

no trustee should be out of pocket as a result of carrying out their normal duties
and responsibilities.

Expenses can include a wide range of costs including, for example, travel

and other costs of attending meetings, specific telephone and broadband
charges, travelling on trustee business, and providing childcare or care of other
dependents while attending to trustee business.

Expense claims should normally be supported by bills or receipts, except where it

is impractical to expect this: for example, where very small amounts are claimed.

The guidance also details payments which would not be legitimate trustee
expenses. These are defined as expenses which are excessive and/or which

do not relate to legitimate trustee activities. Examples might include payment

of hotel accommodation or travel costs for spouses or partners who are not
themselves travelling on charity business, payment of private medical insurance,
and petrol mileage rates above the levels approved by HMRC for claimable
expenses.

The guidance states that it is good practice for charities to have a written
expenses policy, setting out what is recoverable as an expense and what is
not. The charity should ensure the policy is clearly understood by all trustees. If
trustees are in doubt about whether something qualifies as an expense, they
should take advice.
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Charities that have to prepare accruals accounts must follow the Statement of
Recommended Practice (SORP 2005) which sets out accounting requirements
for charities. In practice, this covers all company charities as well as all other types
of charity with gross yearly incomes of more than £100,000. As part of the SORP
requirements, charities must already disclose, as a note to their accounts:

¢ the total amount of trustee expenses;
¢ the nature of the various expenses; and

e the number of trustees involved™.

If trustees received no expenses, this should also be stated in their accounts.

The SORP states:

“231. Where a charity has met individual expenses incurred by trustees for
services provided to the charity, either by reimbursement of the trustee or

by providing the trustee with an allowance by direct payment to a third party,
the aggregate amount of those expenses should be disclosed in a note to the
accounts. The note should also indicate the nature of the expenses (eg travel,
subsistence, entertainment etc) and the number of trustees involved.

“232. Sometimes trustees act as agents for the charity and make purchases on
its behalf and are reimbursed for this expenditure, eg payment for stationery or
office equipment. Such expenditure is not related to the services provided by a

trustee and there is no need to disclose it. Likewise there is no need to disclose
routine expenditure which is attributable collectively to the services provided

to the trustees, such as the hire of a room for meetings or providing reasonable
refreshment at the meeting.

'® For this purpose, expenses do not include purchases made on behalf of
the charity for which a trustee has been reimbursed.
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“233. Where the trustees have received no such expenses, this fact
should be stated.””°

The Charity Commission recommend that all charities should follow this approach
to accounting for trustee expenses, even if they are not formally required to
follow the SORP requirements.

Charities can pay some of their trustees for the supply of services if their
governing document allows it to. And charity trustees can, in certain cases, be
paid for serving as a trustee, but only where this is clearly in the interests of the
charity and provides a significant and clear advantage over all other options.To do
this, a charity would need a specific authority?'.

In CC8 - Internal Financial Controls for Chatrities, the Charity Commission sets
out guidance on basic financial controls. It is the fundamental duty of all charity
trustees to protect the property of their charity and secure its application for the
objects of the charity. In order to discharge this duty it is essential that there are
adequate internal financial controls over the charity’s assets and their use. In
respect of the payment of expenses, the guidance recommends that:

“Proper procedures be in force for payment of expenses to trustees, employees,
and volunteers. Systems need to be in force to ensure that costs have been
necessarily incurred in the course of carrying out the charity’s business. Ve
recommend reimbursement needs to be a straight payment of actual cost incurred
rather than round sum payments. Evidence should also be produced of the actual
costs incurred, e.q. bills or receipts. \Where this would cause a considerable
administrative burden, charities may wish to consider whether this requirement
may be waived for very small sums. If the charity employs a system where travel
costs are paid at a mileage rate then they should ensure that this does not run the
risk of incurring any tax or national insurance liability for the charity or its trustees.”

2 Statement of Recommended Practice (SORP 2005) paragraphs 231-233.
21 Specific authority may be found in the governing document or provided by the Charity Commission,
or, more rarely, the Courts.
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Guidance is also provided on the delegation of financial duties to employees or
other officers of the charity. Trustees, however, remain responsible for ensuring
that systems and procedures are in place to enable them to check that the
necessary controls are in force and functioning correctly. They have, for example,
a legal duty to review the arrangements under which the delegate acts and how
those arrangements are being put into effect. And when discharging their review
duties trustees have a duty to exercise such care and skill as is reasonable in the
circumstances. The guidance recognises that ultimately it is the responsibility

of the charity trustees to consider what is appropriate in the particular
circumstances of their charity. However, it warns that they ought to bear in mind
the need to look particularly critically at the areas of highest risk in their charity
while not neglecting lower priority areas.

The Hallmarks of an Effective Charity sets out what the Charity Commission,
as the charity regulator, has identified as basic good practice principles or

Hallmarks, together with any legal or regulatory requirements. It is designed to
complement other guidance, standards and codes of governance that charities

may use.

The six Hallmarks are as follows:

Hallmark 1: Clear about its purposes and direction
Hallmark 2: A strong board

Hallmark 3: Fit for purpose

Hallmark 4: Learning and improving

Hallmark 5: Financially sound and prudent
Hallmark 6: Accountable and transparent
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The Code of Good Governance for the

Voluntary and Community Sector

The Code of Good Governance for the Voluntary and Community Sector sets
out the core principles underpinning good governance in voluntary and

community organisations.

The code was developed in 2005 by four organisations: the Association of Chief
Executives of Voluntary Organisations, Charity Trustee Networks, the Institute of
Chartered Secretaries and Administrators and the National Council for Voluntary
Organisations, and was endorsed by the Charity Commission. The code was
published in 2005 by the Governance Hub.

The code reflected the increasing expectation on all sectors to demonstrate
good governance and increase accountability. Indeed, the code followed the
development of codes in other sectors such as the Combined Code on Corporate
Governance in the private sector and the Good Governance Standards for Public
Services.

Following a review, the code is currently being refashioned to make it easier to
understand. A set of refashioned principles describe a good board as one that
provides good leadership by:

e understanding their role;

e ensuring delivery of organisational purpose;
¢ being effective as individuals and a team;

e exercising control;

® behaving with integrity; and

e being open and accountable.

The principles set out best practice, but those are closely linked with the

responsibilities of charity trustees and other legal requirements that may be
imposed on board members.
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The original code makes specific reference to the payment of expenses to

trustees, including the receipt of gifts or hospitality, in section G on board and

trustee integrity — specifically G1-G5 and G10-G11:

G Board and trustee integrity

The key principle: The Board and individual trustees should act according

to high ethical standards, and ensure that conflicts of interest are properly
dealt with.

No personal benefit

Trustees must not benefit from their position beyond what is allowed by the law

and is in the interests of the organisation.

G1

G2

G3

G4

65

Trustees must be scrupulous to avoid gaining any private benefit from their
position, whether financial or other, except:
a) as permitted by law and the organisation’s governing document; and
b) where this is agreed by the Board as demonstrably in the interests
of the organisation.

Where the law and the organisation’s governing document permit payment
of trustees, this must not exceed the prescribed limits, and it should be
demonstrably in the interests of the organisation to make the payment.

No trustee should be involved in setting their own remuneration.
Mechanisms for setting the level of payment to trustees should be set up
to avoid conflicts of interest, including where appropriate making use of
independent advice.

Full disclosure of any payments made to trustees is required by law for some
organisations, in the organisation’s annual accounts and annual report. All
organisations should do the same, even where not required by law.
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G5

The organisation should have procedures for trustees to claim legitimate
travel and other expenses incurred while carrying out the organisation’s
business; trustees should not be out of pocket for the work they carry out for
the organisation.

Conflicts of interest

Trustees should identify and promptly declare any actual or potential conflicts of

interest affecting them.

G6

G7

G8

G9

The organisation must have procedures for trustees to declare actual or
potential conflicts of interest to the Board; such declarations should be made
at the earliest opportunity. They should be recorded in Board minutes orina
register kept for the purpose.

Where a material conflict of interest arises at a Board meeting, the trustee
concerned should not vote on the matter or participate in discussions. She
or he should also offer to withdraw from the meeting, and the other trustees
should decide if this is required.

Where a trustee has a major or ongoing conflict of interest, she or he should
offer to resign from the Board.

Boards should have special procedures or standing orders to deal with
conflicts of interest for trustees who are the organisation’s service users,
beneficiaries or members of staff.

Probity
There should be clear guidelines for receipt of gifts or hospitality by trustees.

G10 Trustees should declare all personal gifts received and hospitality accepted
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while on the organisation’s business, or from people or organisations

connected with the organisation; such declarations should be recorded in
Board minutes or in a register kept for that purpose.
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G11 Trustees should not accept gifts with a significant monetary value or lavish
hospitality; where this may be a frequent issue, the organisation should set a
policy to define what is and is not acceptable.

(G12 Trustees should under no circumstances accept gifts or hospitality where
this could be seen as being likely to influence the decisions of the Board.
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The Seven Principles of Public Life

Although originally established by Lord Nolan, while chairing the Committee
on Standards in Public Life, for individuals involved in public and government
positions, they are seen as having wider relevance, including for the trustees of
voluntary and community organisations. The principles are set out in full below.

Selflessness: Holders of public office should take decisions solely in terms of the
public interest. They should not do so in order to gain financial or other material
benefits for themselves, their family, or their friends.

Integrity: Holders of public office should not place themselves under any
financial or other obligation to outside individuals or organisations that might
influence them in the performance of their official duties.

Objectivity: In carrying out public business, including making public
appointments, awarding contracts, or recommending individuals for rewards and

benefits, holders of public office should make choices on merit.

Accountability: Holders of public office are accountable for their decisions
and actions to the public and must submit themselves to whatever scrutiny is
appropriate to their office.

Openness: Holders of public office should be as open as possible about all the
decisions and actions that they take. They should give reasons for their decisions
and restrict information only when the wider public interest clearly demands.

Honesty: Holders of public office have a duty to declare any private interest
relating to their public duties and to take steps to resolve any conflicts arising ina

way that protects the public interest.

Leadership: Holders of public office should promote and support these
principles by leadership and example.
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The Good Governance Standard

for Public Services

The Good Governance Standards for Public Services is intended as a guide to
help everyone concerned with the governance of public services not only to
understand and apply commmon principles of good governance, but also to assess
the strengths and weaknesses of current governance practice and improve it. It
is intended for use by all organisations and partnerships that work for the public,
using public money. Itis therefore, applicable to a large number of charities as
well as public sector organisations.

The Standard comprises six core principles of good governance, each with its
own supporting principles.

1. Good governance means focusing on the organisation's purpose and on
outcomes for citizens and service users.

1.1 Being clear about the organisation’s purpose and its intended outcomes
for citizens and service users

1.2 Making sure that users receive a high quality service

1.3 Making sure that taxpayers receive value for money

2. Good governance means performing effectively in clearly defined
functions and roles

2.1 Being clear about the functions of the governing body

2.2 Being clear about the responsibilities of non-executives and the
executive, and making sure that those responsibilities are carried out

2.3 Being clear about relationships between governors and the public

3. Good governance means promoting values for the whole organisation and
demonstrating the values of good governance through behaviour.

3.1 Putting organisational values into practice

3.2 Individual governors behaving in ways that uphold and exemplify

effective governance
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Good governance means taking informed, transparent decisions
and managing risk.

4.1 Being rigorous and transparent about how decisions are taken
4.2 Having and using good quality information, advice and support
4.3 Making sure that an effective risk management system is in operation

Good governance means developing the capacity and capability of the
governing body to be effective

5.1 Making sure that appointed and elected governors have the skills,
knowledge and experience they need to perform well

5.2 Developing the capability of people with governance responsibilities
and evaluating their performance, as individuals and as a group

5.3 Striking a balance, in the membership of the governing bodly,
between continuity and renewal

Good governance means engaging stakeholders and
making accountability real

6.1 Understanding formal and informal accountability relationships

6.2 Taking an active and planned approach to dialogue with and
accountability to the public

6.3 Taking an active and planned approach to responsibility to staff

6.4 Engaging effectively with institutional stakeholders
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The Civil Service Code

The Civil Service Code sets out the framewaork within which all civil servants
work and the core values of integrity, honesty, objectivity and impartiality they
are expected to uphold. It forms part of the terms and conditions of employment
of every civil servant. While it makes no direct reference to expenses per se, it
does say that civil servants should not accept gifts or hospitality or receive other
benefits from anyone which might reasonably be seen to compromise personal
judgement or integrity. It also highlights the need to make sure public money and
other resources are used properly and efficiently, and the need to use resources
only for the authorised public purposes for which they are provided.

The Civil Service Management Code

The Civil Service Management Code sets out the central framework for the
management of the civil service. This code includes a section on expenses,
including reimbursement of expenses generally and travel. The code allows
Departments and agencies to reimburse staff only for expenses which they
actually and necessarily incur in the course of official business, except where
otherwise provided by the code. In respect of travel, the code requires
departments and agencies “to ensure that staff use the most efficient and
economic means of travel in the circumstances, taking into account any
management benefit or the needs of staff with disabilities ”.
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Guidance on codes of practice for
Board members of public bodies

This guidance, published by the Cabinet Office, describes a model code of
practice for board members of executive non-departmental public bodies
(NDPBs) and similar organisations.

It covers areas including, for example:

¢ public service values;

e the role of the chair;

e strategic planning and control;
¢ delegation;

e responsibilities of individual board members;
e openness and responsiveness;
e accountability for public funds;
¢ annual Reports and Accounts;
¢ the role of the chief executive;
¢ audit committees; and

e the board as employer.

The section on openness and responsiveness includes the need for Boards to
ensure they can demonstrate that they are using resources to good effect, with
propriety, and without grounds for criticism that public funds are being used for
private, partisan or party political purposes.

The section on accountability for public funds includes the duty on Board
members to ensure the safeguarding of public funds - which for this purpose
should be taken to include all forms of receipts from fees, charges and other
sources - and the proper custody of assets which have been publicly funded.
They must take appropriate measures to ensure that the body at all times
conducts its operations as economically, efficiently and effectively as possible,
with full regard to the relevant statutory provisions and to relevant guidance in
Government Accounting.
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The code also says that the annual report and accounts, should, among other
things, list the names of the current members of the board and senior staff, and
provide details of remuneration of board members and senior staffin accordance
with Treasury guidance.

The Code sets out the chief executive's responsibility, under the board, for the
overall organisation, management, and staffing of an executive NDPB and for
its procedures in financial and other matters, including conduct and discipline.
This involves the promotion by leadership and example of the values embodied
in the Seven Principles of Public Life. The Code says that Board members should
support the chief executive in undertaking this responsibility.
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The Combined Code on Corporate
Governance and Internal Control:
Guidance for Directors on the

Combined Code

The Combined Code on Corporate Governance sets out standards of good
practice in relation to issues such as board composition and development,
remuneration, accountability and audit and relations with shareholders.

All companies incorporated in the UK and listed on the Main Market of the
London Stock Exchange are required under the Listing Rules to report on how
they have applied the Combined Code in their annual report and accounts.

The Combined Code contains broad principles and more specific provisions.
Listed companies are required to report on how they have applied the main
principles of the Code, and either to confirm that they have complied with the
Code's provisions or - where they have not - to provide an explanation.

The Combined Code was first issued in 1998 and has been updated at regular
intervals since then. At present two versions are in effect: the 2006 edition, which
applies to accounting periods beginning on or after 1 November 2006; and the
June 2008 edition which applies to applies to accounting periods beginning on or
after 29 June 2008.

It contains no direct reference to expenses payments or disclosure of them.

Internal Control: Guidance for Directors on the Combined Code (The Turnbull
guidance) was firstissued in 1999. It sets out best practice on internal control

for UK listed companies, and assists them in applying section C.2 of the
Combined Code.

Areview in 2004 revealed that the guidance and the related disclosures had gone
a long way to meeting its original objectives. Boards and investors alike indicated
that the guidance had contributed to a marked improvement in the overall
standard of risk management and internal control since 1999.
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Notably, the substantial improvements in internal control instigated by application
of the Turnbull guidance had been achieved without the need for detailed
prescription as to how to implement the guidance. The principles-based approach
taken by the guidance required boards to think seriously about control issues

and enabled them to apply the principles in a way that appropriately dealt with
the circumstances of their business. Indeed, it appeared from the evidence that
companies which derived most benefit from application of the guidance were
those whose boards saw embedded risk management and internal control as an
integral part of running the business.

The updated guidance covers:

e the importance of internal control and risk management;

the elements of a sound system of internal control;

the process for reviewing effectiveness of internal controls;

the board'’s statement on internal control.

Principle C.2 of the Combined Code states that ‘The board should maintain a
sound system of internal control to safeguard shareholders’ investment and the
company's assets’.

Provision C.2.1 states that ‘The directors should, at least annually, conduct a
review of the effectiveness of the group’s system of internal control and should
report to shareholders that they have done so. The review should cover all
material controls, including financial, operational and compliance controls and risk
management systems’.
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Paragraph 9.8.6 of the UK Listing Authority’s Listing Rules states that in the case
of a listed company incorporated in the United Kingdom, the following items
must be included in its annual report and accounts:

¢ astatement of how the listed company has applied the principles set out in
Section 1 of the Combined Code, in a manner that would enable shareholders
to evaluate how the principles have been applied;
¢ astatement as to whether the listed company has:
— complied throughout the accounting period with all relevant provisions set
outin Section 1 of the Combined Code; or
— not complied throughout the accounting period with all relevant provisions
set out in Section 1 of the Combined Code and if so, setting out:
(i) those provisions, if any, it has not complied with;
(i) in the case of provisions whose requirements are of a continuing nature,
the period within which, if any, it did not comply with some or all of those
provisions; and
(iii) the company's reasons for non-compliance.

The Preamble to the Code makes it clear that there is no prescribed form or
content for the statement setting out how the various principles in the Code

have been applied. The intention is that companies should have a free hand to
explain their governance policies in the light of the principles, including any special
circumstances which have led to them adopting a particular approach.
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