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Guiding the Development of the

Charities SORP

Exploring changes to the way the Statement of Recommended Practice:

CHARITIES SORP GOVERNANCE REVIEW 2018/19
Accounting and Reporting by Charities is developed

REPORT AND RECOMMENDATIONS

Independent Oversight Panel

June 2019




The SORP engagement process

Sets the agenda for discussion
I and debate within Committee

Considers how needs and wants from the
engagement strands reconcile with current practice
and UK GAAP and advises SORP-making body

Preparers from
smaller charities
& independent

examiners Major funders

L and
government &
public bodies

Academics,
regulators &
proxies for
public interest
& beneficiaries

Professional, audit
& technical -
strand split into
two panels

Larger
charities




New SORP for 2026

o Effective for periods from 1
January 2026

o 31 December 2026 first year-

ends

o Be mindful of shortened

accounting periods!




EXPOSURE DRAFT SORP 2026 CHARITIES SORP 2026

(October 2025)

Accounting and Reporting by Charities: Statement of Recommended

Practice applicable to charities preparing their accounts in Accounting and Reponing by Charities: Statement of

accordance with the Financial Reporting Standard applicable in the i 2 t riti

UK and Republic of Ireland Recommende;d Practice appllcable 0 Cha 1es
preparing their accounts in accordance with the

(BRI Financial Reporting Standard applicable in the UK and
Republic of Ireland

(FRS 102)
(effective 1 January 2026)
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far Nartham island Seottish Charity Regulsior
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This Exposure Draft SORP 2026 is based on FRS 102, the Financial Reporting Standard applicable

in the UK and Republic of Ireland. In relation to FRS 102, this SORP is for guidance only and is not a

substitute for referring to the full text version of FRS 102 which is a joint copyright document of the

FRC and the IFRS Foundation. The latest edition of FRS 102 was published on 10 September 2024

and is available at: https:/fwww.frc.org.uk/library/standards-codes-policy/accounting-and-reporting/uk-

accounting-standards/frs-102/




Why a new SORP
Nnow?
o Toincorporate changes to
FRS102
Charities Act and CCEW
e guidance
el Ry To address feedback from

engagement strands and users
of the SORP

« “Think Small First”
- Simplify where possible

*  Overall structure and
presentation of the SORP

- Trustees’ annual report
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Specific accounting issues




Key changes




What's new 1n the SORP?

Tiering

3tiers vs 2 to allow
for more
proportionality

More options

Options for small
charities clearer

FRS102

Income
recognition and
leases

Clarity

Clarity on challenging
areas e.g. funds,
reserves, legacies,
narrative reporting



Tiered reporting

O

O

O

Tier 1 up to £500k income
Tier 2 from £500k to £15m income

Tier 3 the very largest charities (>£15m)

e Thresholds consistent with existing ones
e But do not align with audit thresholds
e Each section sets out requirements for each tier

e Scope & application section explains tiers
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Tiered reporting

o Total income as shown in the Statement

of Financial Activities for all funds, but:

« excluding the receipt of any

endowment

« including any amount transferred

to income funds during the year

from endowment funds

Not different - just often misunderstood



Trustees’
Annual
Report




Context for reporting not changed

Difference made (impact)




Trustees’ annual report

O

O

O

O

Must/should/may remains
Same structure - increasing detail

Impact reporting expectations

Prompt questions
Tier 3 specifics
Performance of material fundraising activities
Effect of expenditure on fundraising on return

Factors affecting financial performance in future




Trustees’ annual report - prompts

Objectives and activities - tier 2+

O

O

What aims and objectives have trustees set for the charity this period and how has the charity performed against these?

What significant activities does the charity undertake and how do these contribute to the achievement of the charity’s

stated aims and objectives?
What are the changes or differences the charity seeks to make through its activities?
What are the charity’s strategies for achieving its stated aims and objectives?

What criteria or measures does the charity use to assess success in the reporting period?

Achievements and performance - all tiers

O

O

In what way has the charity’s work made a difference to the circumstances of its beneficiaries?

Has the charity’s work provided any wider benefits to society as a whole?



Reserves
o Alltiers
« Reserves policy and why

- Amount of reservesand why

o Explicitly defines “reserves” |
« that part of a charity’s unrestricted funds that is

freely available to spend on its charitable purposes

o TAR reserves need to be consistent With accounts

- If not evident, must provide a re¢onci1iation



Volunteers

o Tier1

- Explanation to help the user to understand the scale
and nature of the activities undertaken by

volunteers and the input from volunteers
o Tier 2+
+ Info on number of volunteers
- Activities volunteers support or help to provide
o Alltiers

»  Notes must include details of contribution of

general volunteers



Sustainability
o Tierl&2

- May explain how charity is responding to and

managing ESG matters

= ESG: Environmental, Social, Governiance

o Tier 3

- Must do the above




Other changes

o Plans for the future

Now required for all tiers

Previously only large charities

o Financial review - legacy income

Tier 2+

Should comment on impact of material
legacy income recognised prior to

resources being received

Expected to help users understand

timing differences



Financial Statements

SoF A - Natural classification

o Available to Tier 1 only
o Optional alternative to activity-based reporting
o Present “relevant analysis of components of
income/expenses incurred”
« No staff costs table (unless non-small company...)

* Need all other staff cost disclosures




SoF A for smaller _-----

Income and endowments from:

Charities (e.g.) Donations and legacies

(e.g.) Charitable activities

o Natural classification (e.g.) Other trading activities

option for Tier 1 (e.g.) Investments
(e.g.) Other
« [Illustrative SOFA Total
(table 3, section 4) Expenses incurred:

(e.g.) Salary-related costs
(e.g.) Premises-related costs
(e.g.) Grants made

(e.g.
(e.g.
(e.g.) Impairment charges

)
) Interest expense
) Depreciation

)

(e.g.) Other expenses
Total




Activity basis

O

Analyse income and expenditure by activity

e E.g. shops, residential care, gallery

Link to activities described in trustees’ report
SoF A shows raising funds and charitable
activities

Notes show direct costs, support costs and

governance costs



Income recognition
changes

o Exchange transactions
*  SORP sections 5.9 - 5.53

« Specific guidance on membership and

royalty income
o Non-exchange transactions
«  SORP sections 5.63 onwards
o Disclosure requirements

« All grouped at theend 5.102 - 5.114



Non-exchange transactions

o Receives value from a donor or grantor,
and given freely but without providing
equal value in exchange

o May have performance related conditions
or other terms limiting recognition

o Specific examples are:

« Donations of money, goods, facilities or
services

« Legacies

* Grantsincluding government and
capital grants

 Investment income



Exchange transactions

o Income from goods or services supplied
under contract with third parties
o The considerations reflects the amount the
charity expects to be entitled to
« Specific examples are
* Contracts and longer-term contracts
«  Membership subscriptions where right
to services
« Royalties/ licences
» Participation fees for fundraising
events

« Corporate sponsorship



Five step revenue recognition model

Identify your customer contract ]
Identify the performance obligations in the
contract

Determine the transaction price

Allocate the price to the obligations

Recognise revenue when the performance
obligations are satisfied




Exchange transactions
examples

o Bundled services

* Training and examinations
o Variable consideration

« Royalties
o Licenses

* Right of use

* Right of access
o Non-refundable fees

* Joining fees




Income recognition - legacies

o Still open to interpretation
o Receipt of legacy income is normally
probable when all of the following met:

« Grant of probate
= Scotland - grant of confirmation
- Executors establish sufficient assets to pay
* Conditions are in control of charity or met
o Events after reporting period
« Adjust if clear payment agreed by executors

prior to year-end but paid or notified after



Lease accounting - what has

changed
Old rules

o Finance leases

 transfer the risks and rewards of ownership
o Operating leases

* donot transfer the risks and rewards

Distinction now gone

» Single accounting treatment for lessees




Lease accounting
o Alltiers

o Entire section 10B - 28 pages
o Flowchart for guidance
o New categories

* Right of use asset

« Lease liability

= recognised under provisions

o Specific exemptions
o Common charity specific matters

« Peppercorn arrangements

* Lease with non-exchange component




Exemptions

Low value leases

o Based on underlying asset

o Not value of lease payments
o Judgement required

Short term leases

o Lease under 12 months

o No option to purchase

o Rolling renewals not exempt - look at intention

Disclosure requirements
o Retain existing lease commitment disclosure note for

the above



Peppercorn lease arrangements

o May have legal form of lease
o Likely doesn’t meet definition of lease
« Aspaymentsdue are very small or no payment
due
o Treated as operating expense
o Narrative disclosure
* Do consider whether to recognise as donated

facility




SORP leases flowchart

The SORP also includes a flowchart
as Diagram 1 in section 10B to help
identify which accounting
treatment is appropriate for the

type of lease held, as follows:

Are the rental charges
wvery small/peppercorm
or of nominal value or
is there no payment
made by the charity at
all?

Does the charity
hawe an
agreement touse
an asset that
belongs to
someone else for
aperiod of tme?

Section 10B of the
SORP does not apply.

The arrangement is
unlikely to be classed
as a lease under FRS
102. Please refer to
paragraphs 10B.75
to 10B.78 to confirm.

A short-term lease
recognition exemption

10EL17

Does the arrangement

have a maximum term

of 12 months from the
date it started?

Does the agreement
hawve the features of a
lease described in
paragraph 10B.237

Is the underlying asset
in the arrangernent of
low walue?

may apply. Please refer
to paragraphs 10B.16 to

A low value lease
recognition exernption
may apply. Flease refer

to paragraphs 10B .18
to 10B 19.

This may indicate there is
a social donation lease.
Where this is the case, the
charity must acoount for
the lease, recognising that
part of the benefit
received as non-exchange
income.

Based on the
information readily
available to the
charity, are the lease
payments significantly
below market rents?

The charity must
account for the lease.



Leases - non-exchange component

Payment below market rate but higher than nominal
o Should a gift in kind be recognised?
« If market induced discount - no

= Most likely

« Recognise if landlord providing discount explicitly

due to charitable status
= “Expected to be reasonably obvious to the
charity”
- Valueis based on the difference between actual
payment and amount charity would have paid
= May differ to the full rent on actual property

leased



Leases - non-exchange component

Where gift in kind recognised

o Increase right-of-use (ROU) asset by value of gift

o Recognise income in full

o Noincrease in lease liability

o Impact
« Increased gross assets (watch company thresholds)
« Increased depreciation

« ROU asset bigger than lease liability




Term of the lease

o Begins at commencement date
o Includesrent free periods and aggregate of:
« Non-cancellable element
« Period covered by option to extend if ‘reasonably
certain’ to exercise
« Period covered by option to terminate if
‘reasonably certain’ will not be exercised

o Period over which the contract is enforceable




Initial measurement of lease
liability

o Calculate at the commencement date

o Net present value of unpaid lease payments
o Include any residual guarantees

o Discount the lease payments




Initial measurement of asset

o Include:

« lease payments made (at or before commencement
date) less lease incentives received

 Initial direct costs

* any estimated costs for dismantling or restoration
(may recognise at commencement date or incur an
obligation as use asset over time)

* non-exchange transaction element, where

relevant




Subsequent measurement

Lease liability
o Reduce for lease payments made

o Increase for interest charges (finance cost)

Right of use asset
o Depreciation over useful life

« Likely lease term unless ownership transferred
o Consider cost vs valuation model

« Annual impairment appraisals under cost model

* Increased depreciation under valuation model




Lease changes - implications

o Understand all lease obligations

o Increased gross assets
» Could trigger breach of audit threshold
* Could trigger company size change

o Increased expenditure
» Depreciation and finance costs

o Consider banking and loan covenants

o Impact on free reserves




Social investments

No distinction for programme related or mixed motive
investments
Accounting policy - no change
o Fair value
o Cost less impairment
«  where FV cannot be measured reliably
Impairment losses
o Report as charitable expense
o Nochoice
Gains on disposal
o Report as other income

o No choice




Statement of cashflows
Tier 3 MUST include

o Irrespective of entity size

Tier1& 2
o Optional UNLESS a non-small entity
* Income threshold not breached if tier 1 or 2

*  Must meet both:

= Gross assets > £7.5m

=  Employees > 50







How to prepare

o Review existing agreements and

arrangements for income and leases
o Seek advice

o Effective for periods starting 1 January
2026
Year ends from 31 December 2026

- Watch for short periods

o Opportunity to refresh reporting

- Engage with wider management and
trustees




Transitional provisions for leases

Opening reserves

o Apply cumulative effect of applying
amendments to opening reserves

Apply

retI‘O- Comparative information not restated

SpeCtiVGIV: o Comparative information remains as
previously presented, with operating

leases off-balance sheet




Transitional provisions for revenue

Modified approach

o Apply cumulative effect of applying
amendments to opening reserves

Pe i it S o Comparative figures are not restated

o Relevant only to contracts not complete at
date of implementation

either:

Full retrospective approach

o Comparative information is recalculated on
the basis that policy had always been applied




Transition - Notes

Effect of transition to SORP 2026

The charity first applied Charities SORP 2026 with effect from 1 April 2026.

Upon transition, adjustments were required to the opening reserves at this
date to account for the implementation of changes to accounting for operating
leases and income recognition from exchange transactions. Details of these
and the impact is detailed below.

_ Unrestricted Restricted | Total Funds

Reserves position At 1 April 2026

£ £ £
Funds previously reported 4,547,500 218,000 4,765,500
Adjustments on transition to SORP 2026

Recognition of right of use 100,000 100,000
asset

Recognition of lease liability (100,000) (100,000)
Changes to income recognition 25,000 25,000
for exchange transactions

Funds restated 4,572,500 218,000 4,790,500




Net movement in 386,300
funds

Reconciliation of funds

Funds brought 4,547,500
forward

Effect of transition to 25,000
SORP 2026

Funds brought 4,572,500
forward as restated

Funds carried 4,958,800

forward

(120,000)

218,000

218,000

98,000

266,300

4,765,500

25,000

4,790,500

5,056,800

(255,000)

4,802,500

4,802,500

4,547,500

178,000

40,000

40,000

218,000

(71,000)

4,842,500

4,842,500

4,765,500




Further Resources




Further resources

o Sayer Vincent events

SORP 2026 - 28 November 2025
Revenue Recognition - 5 December 2025

Lease accounting - 16 January 2026

o SORP microsite
https://www.chari ID.Or
o FRC Factsheets
9 - Initial application
10 - Revenue from contracts with
customers
11 - Lease accounting for lessees



https://www.charitysorp.org/
https://www.charitysorp.org/
https://www.frc.org.uk/documents/7818/Factsheet_9_-_Initial_application_of_Periodic_Review_2024_amendments.pdf
https://www.frc.org.uk/documents/7823/Factsheet_10_-_Revenue_from_Contracts_with_Customers.pdf
https://www.frc.org.uk/documents/7823/Factsheet_10_-_Revenue_from_Contracts_with_Customers.pdf
https://www.frc.org.uk/documents/7824/Factsheet_11_-_Lease_accounting_for_lessees.pdf

Financial thresholds in
charity law

O

@)

@)

DCMS consultation ran 3 April to 12 June
Many thresholds unchanged since 1992

Outcome issued 31 October 2025
Most changes inflationary

Anticipated to come into force on 1 October
2026

* subject to the relevant legislation passing

successfully through Parliament

* awaiting clarity on implementation date



Financial thresholds in charity law

Area Current Outcome*
Charity registration £5,000 £5,000
Annual return requirement £10,000 £10,000
File accounts £25,000 £25,000
Independent examination £25,000 £40,000

Independent examination:
Qualified examiner

£250,000 £500,000

Receipts and payments accounts

£250,000 £500,000

Audit - gross income exceeding

£1,000,000 £1,500,000

Audit - gross income exceeding

where gross assets exceed

£250,000 £500,000
£3,260,000  £5,000,000

Note: thresholds relevant in England and Wales only



https://www.gov.uk/government/consultations/consultation-on-financial-thresholds-in-charity-law/outcome/consultation-on-financial-thresholds-in-charity-law-government-response

An
queg‘.tions?

Joanna Pittman
mmm@mﬂw. kedi in/i .+

Jonathan Covle

jonathan.covle@savyervincent.co.uk
linkedin.com/in/jonathanmcovle

MAKING IT COUNT
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