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Key facts

£21.1m 164,000 64

annual budget of the Charity main registered charities in statutory inquiries into
Commission in 2014-15 England and Wales overseen charities opened by the

by the Charity Commission Commission in 2013-14
652 times the Charity Commission used its information gathering

56

1

£8 million

1,746

powers in 2013-14 (200 in 2012-13)

times the Charity Commission used its enforcement powers
in 2013-14 (3 in 2012-13)

trustee removed in 2013-14 (0 in 2012-13)

additional funding secured for the Charity Commission’s 3-year
transformation programme

exchanges of information between the Charity Commission
and other public bodies in 2013-14 (1,539 in 2012-13)
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Summary

1 The Charity Commission (the Commission) regulates charities in England and
Wales. It is an independent, non-ministerial department responsible for regulating more
than 164,000 registered charities. Its statutory objectives include promoting public trust
and confidence in charities and regulating their compliance with charity law.

2  The Commission’s regulatory activities are:
®  registering charities;

e  protecting and recovering charitable assets where there has been mismanagement
or misconduct;

e granting permission for charities to do certain things such as dispose of assets;
e  providing regulatory guidance; and
e  maintaining a public register of charities.

3 In December 2013, we published a report, The regulatory effectiveness of the
Charity Commission, which concluded the Commission was not regulating charities
effectively and was not delivering value for money.

4  Our report formed the basis of a hearing of the Committee of Public Accounts (the
Committee). In its report on the hearing,! the Committee shared our conclusion that the
Commission was failing to regulate charities effectively. The Committee also expressed
concern about whether the Commission was capable of transforming itself and tackling
its significant failings.

5  Appendix Three summarises our and the Committee’s recommendations from our
last reports which included: the need for the Commission to set out a clear strategy and
plan for transforming itself into a proactive regulator; improve its understanding of its

costs; make better use of the data it holds; and make better use of its statutory powers.

1 HC Committee of Public Accounts, The Charity Commission, Forty-second report of Session 2013-14,
HC 792, February 2014.
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Report scope

6  Following our last report, the Committee asked the Commission to appear before

it again, prior to the general election in May 2015. To aid that hearing, this report sets out
the Commission’s progress in transforming itself into an effective regulator of registered
charities. Specifically we consider:

e the Commission’s plans to transform itself (Part One);

® jts actions to become a more proactive regulator through better risk assessment
and use of data (Part Two);

e its use of its statutory powers and follow-up of regulatory issues (Part Three); and
e  board oversight and performance indicators (Part Four).

7  We did not examine in detail the guidance the Commission produces, its advice
or permissions work, or its work maintaining the public register of charities.

8  This report takes an early look at the Commission’s progress. In many areas we
are limited to describing the actions taken because it is too early to say whether or not
they will deliver the necessary change. Our audit approach and evidence base are at
Appendices One and Two.

Key findings

Transforming the Commission

9 The Commission has stated its intent to become a rigorous and proactive
risk-based regulator. The Commission has said publicly it will concentrate on
promoting compliance with legal obligations and accountability of trustees to fulfil

its statutory objectives. It has committed to taking robust and decisive action where
necessary, making better use of data and being bold in using its statutory powers.
The Commission has communicated its new approach to staff and the charity sector
(the sector) (paragraphs 1.4 to 1.8).

10 The Commission has appointed a new chief executive to lead its change.
Following an open competition, a new chief executive with information technology (IT)
and change management expertise was appointed. The board’s early engagement with
the issues raised in our last report, and commitment to transforming the Commission
prepared the ground for her arrival. This enabled her to act quickly and decisively when
she formally joined the Commission in June 2014 (paragraphs 1.9 and 4.5).
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11 The Commission has developed a new business model that supports its
aim of using risk assessment and data analysis to guide its work. The new model
focuses more of the Commission’s resources on regulating high-risk cases and using
automated processes for low-risk transactions. The Commission recognises that
devoting more resources to high-risk cases means it will spend less on supporting the
sector. The model is necessarily high level and there is further detailed work to be done
(paragraph 1.10 and Figure 1).

12 In September 2014, the Commission began a 3-year change programme
designed to transform it into the robust regulator it wants to become. The change
programme aims to establish improved systems and processes and bring about the
organisational and cultural change necessary to support its aim of becoming a proactive
regulator. Key aspects of good programme management are in place but it is very early
days and much more remains to be done, in particular finalising the organisation design
and IT requirements, and recruiting the skills needed to support the transformation.

The Commission plans, in due course, to establish user groups and seek feedback on
relevant elements of the programme, particularly new digital services (paragraphs 1.13
to 1.15 and Figures 3 and 4).

13 The Commission has secured £8 million of transitional funding from

HM Treasury to support its change programme. The Commission’s 2014-15 budget
is £21.1 million. In October 2014, the Treasury announced a further one-off commitment
of up to £8 million over 3 years. This funding is to help the Commission improve its IT
systems and risk profiling, support proactive monitoring and investigations, provide more
services online and fund its transformation programme. The Treasury also announced
an additional £1 million to boost the Commission’s annual budget in 2015-16 to fund
immediate resource needs in the Commission’s monitoring and enforcement work
(paragraphs 1.16 and 1.17).

14 The Commission has made a start in understanding the cost of regulating
the sector effectively, but has more to do. The Commission developed unit costs

for its 30 key activities using 2013-14 data. It has also prepared high-level forecasts of
its potential 2016-17 unit costs based on broad assumptions about planned productivity
improvements from its new regulatory model. The Commission has not quantified the
relative benefits of different activities, limiting its ability to take informed decisions about
where best to direct its resources. It is important for the Commission to develop a good
understanding of its unit costs to aid future funding negotiations with HM Treasury
(paragraphs 1.18 to 1.20).

15 The Commission is improving its skills and capability. As well as recruiting a
chief executive with change management experience, it has appointed 7 new board
members with relevant experience in fraud prevention, counterterrorism, data mining
and risk management. The board currently lacks a member with IT expertise. The chief
executive is recruiting externally for 2 senior management posts to bring in operations
and corporate services skills (paragraphs 1.11 and 4.3 to 4.5).
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Becoming a more proactive regulator

16 The Commission is updating its approach to assessing regulatory risk. The
Commission is piloting a new risk model that will enable it to assess every registered
charity against key regulatory risks. The new model links the Commission’s strategic
objectives to enduring sector risks as well as new and changing risks, for example novel
ways a charity could be used as a vehicle for tax avoidance (paragraphs 2.3 to 2.5).

17 The Commission is making better use of data. The Commission became a
member of the fraud prevention service Cifas in April 2014. This has enabled it to access
and match its own data against the National Fraud Database. The Commission has also
agreed a data sharing exercise with HM Revenue & Customs (HMRC) to cross-check
registered charities with charities claiming gift aid. The Commission has begun a

project to make wider use of data and improve its ability to detect fraud in charities
(paragraphs 2.8 to 2.10).

18 The Commission is exchanging more information with other public
authorities, but it typically makes twice the number of disclosures that it receives.
In 2013-14, the Commission made 1,152 disclosures of information to more than

50 public bodies, but received information only 594 times. In the first half of 2014-15,
the Commission made 3 times more disclosures to HMRC than it received. HMRC told
us it expects its disclosures to the Commission to increase in the second half of the
year, although it remains to be seen whether information exchange is more balanced
by the year end. The Commission passes information to organisations such as HMRC
relating to non-charitable spending, unauthorised investments and tax avoidance.

The Commission’s most effective information sharing arrangement is with the police
(paragraphs 2.11 to 2.14 and Figures 5 and 6).

Follow-up checks and use of powers

19 The Commission is making more effective use of its powers. The number of
statutory inquiries it has opened increased from 15 in 2012-13 to 64 in 2013-14. The
64 statutory inquiries in 2013-14 included a class inquiry into 24 charities that had not
filed their accounts. The class inquiry has led to £47 million of charitable funds being
accounted for. The Commission used its information gathering powers 652 times in
2013-14 compared to 200 times in 2012-13. It used its enforcement powers 56 times in
2013-14 compared to 3 times in 2012-13, protecting £31.3 million of charitable assets
through investigations completed in 2013-14, which included the recovery through
litigation of £1 million for charities. The draft Protection of Charities bill proposes
giving the Commission additional statutory powers (paragraphs 3.10 to 3.18, 3.21 and
Figures 9, 10 and 11).
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20 The Commission has improved its follow-up checks but it does not follow-up
all issues we might expect it to. The Commission created a new team in October 2013
to carry out follow-up checks on registration and operations cases, alongside its existing
investigations monitoring. The new team’s work led to 10 charities being removed from

the register and prevented 17 suspicious registration applications from being progressed.
However, in our review of a small sample of cases we found some where we might have
expected the Commission to follow-up to check that trustees had acted on its instructions,
but where instead the Commission closed the cases (paragraphs 3.7 to 3.9).

21 The Commission is taking longer to register charities. The number of
applications to register a charity rose from 5,949 in 2012-13 to 6,661 in 2013-14, and

the average time the Commission took to register charities also increased. The target for
registering medium-risk cases within 30 days has not been met in the last 18 months.
The target for registering high-risk cases within 50 days has not been met in the last

4 months. Long-term staff sickness and the need for registration staff to train their
colleagues following an internal reallocation of low-risk registrations have contributed

to the failure to achieve internal performance targets on speed of registration. The
Commission has recently established a dedicated team to process overdue applications,
but it remains to be seen whether these measures will eliminate the backlog by the end
of January 2015, as the Commission intends (paragraphs 3.3 to 3.6 and Figure 8).

Oversight of the Charity Commission

22 The Commission’s board played a more executive role following criticism of
the Commission from the Committee of Public Accounts and the NAO. There is a
tension between the Charities Act 2011 which permits the Commission’s board to act
executively, and the Corporate Governance Code which states that boards should not
stray into executive activities, although the board considers it must be guided above all
by the Act. The board’s involvement in executive functions from late 2013 to mid-2014
can be justified by the need to tackle the serious issues facing the Commission and
cover the transition to the new chief executive. However, there is a risk that the board’s
continuing involvement in executive matters for an extended period could limit its
independence and ability to hold the executive to account effectively (paragraphs 4.7
to 4.8, 410 to 4.19 and Figure 13).

23 The Commission has strengthened its performance indicators but has yet

to align them with its new business model. The Commission has substantially revised
its performance indicators for 2014-15, and has introduced a new measure of public
trust and confidence in the Commission. The Commission met all its externally reported
targets in 2013-14. It recognises it has more to do to align its performance measures
with its new business model (paragraphs 4.20 to 4.23 and Figure 14).
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Conclusion

24 The Commission has made good, early progress in addressing all of the recent
recommendations made by the Committee of Public Accounts and the NAO. It has
clearly stated its strategic intent to become a robust regulator. In support of this, it has
developed a credible high-level business model and transformation programme to
deliver the necessary change. It is using its statutory powers more to tackle abuse of
charitable status. It is also working to improve the way it assesses regulatory risk and
uses data.

25 However, much hard work and significant challenges lie ahead. Internally, the
individual transformation projects need to be developed and implemented — in particular
the automation of low-risk work which is essential if the Commission is to become more
effective within its constrained resources. The Commission needs to understand the
costs of its new regulatory model to enable it to put a persuasive case to HM Treasury
at future budget negotiations. It also needs to strengthen its work to check trustees have
acted on its instructions.

26 Externally, the Commission needs to show stakeholders how its new regulatory
approach is enabling it to regulate the sector more effectively. It also needs to persuade
other bodies to share information with it more readily. The Commission needs to actively
manage public and charity sector expectations as to how it will perform its services and
what issues it can realistically engage with and in what ways.

Recommendations
27 The Commission should:
a  Continue to press forward with planned changes. Specifically it should:

finalise detailed plans including the organisational design and IT
requirements; and

secure the necessary skills and capacity to ensure effective transformation.

b  Develop a strategy to persuade more public authorities to more willingly
share relevant information with the Commission. Senior management should
lead engagements with key partners such as HMRC.

¢ Develop a better understanding of the costs and benefits of effective
regulation. To support more effective future decision-making, and budget settlement
discussions with Treasury it should determine the unit costs of activities under its
new business model, and test them for sensitivity to key assumptions. It should also
quantify the relative benefits of directing its resources at different activities.

d Continue to tackle the delays in registering charities, especially medium-
and high-risk cases. It should analyse current registration processes to identify
blockages and process improvements.
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Continue to strengthen its work to check trustees’ assurances. It should build
on the work of the operational functional monitoring team, and conduct a review
across all its divisions of the criteria used to identify cases for follow-up to ensure
cases that require further action receive attention.

Finalise its performance measures to ensure they align with the new business
model. It should include a measure for the effectiveness of its risk framework.

In the longer term, evaluate the impact of its revised regulatory approach,
which should include feedback from a broad range of charities. It should
seek to determine whether it is achieving its aim of becoming a more rigorous and
proactive risk-based regulator, and communicate this publicly.

We make 3 recommendations to the Commission’s board:

Keep under review its level of involvement in executive decision-making.
To ensure good governance the board should remain alert to the impact of its
involvement in executive decision-making on its independence and ability to hold
the executive to account effectively.

Discuss with the Cabinet Office options for bringing someone with IT
expertise on to the board. It should consider the need to co-opt or buy-in IT
expertise to effectively monitor and challenge IT improvements, which are central
to transforming the Commission.

Complete the review of the governance framework and assessment of board
effectiveness as soon as current governance arrangements have bedded in.
It should act on the findings of these reviews to further strengthen its governance
arrangements and help ensure effective oversight of the executive.
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Part One

Transforming the Charity Commission

1.1  The Charity Commission (the Commission) is the regulator of charities in England
and Wales. It is an independent, non-ministerial department responsible for regulating
more than 164,000 registered charities. Its statutory objectives include promoting public
trust and confidence in charities and regulating their compliance with charity law.

1.2 On 4 December 2013, the Comptroller and Auditor General published a report
The regulatory effectiveness of the Charity Commission.? The report concluded the
Commission was not regulating charities effectively and was not delivering value for
money. On 16 December 2013, the Committee of Public Accounts (the Committee)
held a hearing on our report,® which found the Commission had:

®  no coherent strategy for delivering clearly defined priorities within its broad remit;
e not regulated the charity sector effectively; and
e  consistently failed to tackle its own poor performance.

The Committee expressed concern about the Commission’s ability to transform itself
and tackle its significant failings.

Planning transformation

1.3 This part considers the progress the Commission has made in: developing a new
strategy, business model and transformation programme; recruiting new senior staff;
and improving its understanding of its costs.

1.4 When we last reported we said the Commission needed to develop and implement
a strategy and plan for becoming a more effective regulator. We said it should determine
the resources it needs to regulate effectively, and, if necessary, make the case for
additional funding. We found it had a broad range of responsibilities and there was a
gap between what the public expects of the Commission and what it can actually do as
a regulator. In its report, the Committee said the Commission needed determined and
focused new leadership to transform its culture and operations.

2 Comptroller and Auditor General, The regulatory effectiveness of the Charity Commission, Session 2013-14, HC 813,
National Audit Office, December 2013.

3 HC Committee of Public Accounts, The Charity Commission, Forty-second report of Session 2013-14, HC 792,
February 2014.
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Revised strategy

1.5 Inlate 2013, the Commission’s board (the board) established a business plan steering
committee which led early thinking in key areas including improved risk management,
information technology (IT) services and use of data. Between November 2013 and

June 2014, the board made several fact-finding visits to other regulators to understand
their regulatory models. It also commissioned an external consultant to review options
for possible organisational structures, regulatory models and strategies for proactive
regulation, and to identify the necessary organisational capability and skills. The board
consulted the incoming chief executive on key aspects of the work, including the scope
of the consultant’s review.

1.6 Set against the size of the sector, the extent of deliberate abuse of charitable status
is relatively small. However, the Commission recognises that to become a more robust
regulator, and ensure public trust and confidence in charities, it needs to direct more

of its resources to promoting compliance with legal obligations and accountability by
trustees, and consequently spend less on supporting the sector. The Commission’s
Statement of Regulatory Approach (the Statement) sets out its strategic direction and its
interpretation of its 5 statutory objectives.* In February 2014, the board finalised a revised
Statement.® It developed this with support from the senior management team and in
consultation with the incoming chief executive. The revised Statement clearly declares
the Commission’s strategic intent to become a rigorous and proactive, risk-led regulator.
In it the Commission made new commitments to:

e  exploit its data to identify risk and pursue potential abuse of charity;

e take decisive action where necessary and be bold in using its statutory
powers; and

e  act robustly where it doubts the veracity of information.

1.7 The Commission’s Statement does not specify what it will no longer do, nor
what it will do less of, for example, providing less advice tailored to individual charities.
Consequently, there is a risk that the public and the sector still expect more from the
Commission than it can provide.

4 The 5 statutory objectives are: public confidence; public benefit; compliance; charitable resources; and accountability.
More detail is available at: www.legislation.gov.uk/ukpga/2011/25/contents

5 Charity Commission, The Charity Commission Annual report and accounts 2013-14, HC 4, 10 July 2014, p. 2.
Available at: www.gov.uk/government/uploads/system/uploads/attachment_data/file/345967/Charity_Commission_
Annual_Report_2013_14_Accessible.pdf
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Communicating the new approach

1.8 The Commission has communicated its intention to become a more robust
regulator both internally to staff, and externally through its 2013-14 Annual Report and
speeches at public events. For example, in October 2014, the chief executive told a
charity sector event that the Commission is “becoming tougher, smarter, more agile,
and more proactive”.®

New chief executive

1.9 In early 2014, a panel chaired by a member of the Civil Service Commission
and consisting of Charity Commission board members, a Cabinet Office official and
independent members launched a campaign to recruit a new chief executive for the
Commission. Following an open competition, the panel announced, in April 2014, the
appointment of Paula Sussex, a director from the private sector with experience in
change management and information technology (IT). Although Ms Sussex formally
took up post at the end of June 2014, she engaged with the emerging strategic
thinking led by the board before taking up appointment.

New business model

1.10 Shortly after her arrival the new chief executive developed a new high-level
business model to support the Commission’s goal of becoming risk and data-led.
The board approved this in August 2014. The model (Figure 1) aims to focus more
of the Commission’s resources on regulating high-risk cases, and use automated
processes for lower-risk work. To help with this, the Commission redirected 15 posts
from corporate, policy and operations work to higher risk monitoring, investigations
and enforcement work during 2013-14.

Senior leadership

1.11 In our 2013 report we noted that under the Commission’s old structure 11 staff
reported to the chief executive, placing heavy demands on his time. In October 2014,
the new chief executive reduced the senior management team to 5 to secure more
focused, efficient decision-making (Figure 2 on page 16). Two posts — chief operating
officer and director of corporate services — are currently filled on an interim basis until
external recruitment is complete. The Commission recognises that the post of chief
operating officer in particular requires substantial experience and skills in IT that it
does not currently have.

1.12 The senior management team has reduced its monthly management information
report from 20 pages to a 2-page dashboard summarising the status of internal
performance indicators, significant risks, workload volumes and key projects.

6  Paula Sussex speaking at the Charity Finance Summit, 7 October 2014, reported in Civil Society. Available at:
www.civilsociety.co.uk/governance/news/content/18299/paula_sussex_we_cannot_give_charities_the_benefit_
of_the_doubt
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Figure 1
The Commission’s new business model

A risk and data-led approach

Strategy and
coordination

Registration

Communications
and policy

Casework and
monitoring

Contact
management

Policy and

Risk and data standard-setting

centre

Investigation,
monitoring
and enforcement

Legal services

Business support

Notes
1 Therisk and data centre will produce analysis to support risk-based decision-making across all core functions.
2 Al 5 core functions will assess cases against the risk framework:

e Registration will assess status and process cases based on risk.

e Casework and monitoring includes: first contact, which will organise and prioritise work, and process low-risk casework and
permissions; and operations which will process medium- or high-risk compliance cases and high risk or complex permissions.

* |nvestigation, monitoring and enforcement will provide risk-based formal investigations.
e Legal services will advise and support all other core functions.

e Communications and policy will manage relationships with external stakeholders and communicate the Commission’s strategy.

Source: Charity Commission, Transform programme, August 2014




16 Part One Follow-up on the Charity Commission

Figure 2
New senior management team structure

New organisational design
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Note
1 The structure is new from 1 October 2014 and is not yet finalised.

Source: Adapted from the proposed organisation design in the Commission’s Transform Programme document
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Transformation programme

1.13 In August 2014, the board approved the chief executive’s proposed programme
for transforming the Commission into a proactive, risk-based regulator. The programme
has 3 main goals: to improve its use of data; automate services and streamline low-risk
customer-facing services; and create the organisational and cultural change needed to
support the transformation. These goals are supported by 9 projects (Figure 3 overleaf).
The projects to automate the low-risk customer-facing services are essential to the
Commission’s aim of becoming more effective within a constrained budget. The
Commission launched the 3-year transformation programme (the programme) in
September 2014.

1.14 Key elements of good programme management are being adopted, including:

good alignment of the programme and its projects with the Commission’s
overarching strategy;

a detailed programme business case including key milestones, costings and a
plan to realise benefits;

clear programme governance, including leadership by the chief executive, who
is the programme’s senior responsible owner, and the creation of a programme
management office to support the programme (see Figure 4 on page 19);

a programme-level log for capturing and managing programme risks and issues;
individual project plans identifying: costs, milestones and interdependencies; and

identifying the key skills needed to bring about effective transformation and
recognising the importance of staff engagement.

In implementing the programme, the Commission is following Major Projects Authority
guidance. It also plans to adopt an Agile approach to project management which allows
frequent testing and refinement during the programsmme.”

7

Agile project management is an iterative approach to planning and guiding projects.
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Figure 3

The Commission’s transformation programme

Programme objective

Risk-based regulation

Establish systems to enable better use of data to
target work where it makes greatest impact and

support a more proactive approach to casework

Improve IT services

Automate services and streamline low-risk
customer-facing services to release staff for
high-risk work

Organisational change
Change the organisation’s structure and redeploy
resources to monitor and enforce

Note

Supporting projects

1 New risk framework — develop and implement
a new risk framework (and automate systems

to support it), to assist information analysis and
risk assessment and determine the appropriate
regulatory approach.

2 Casework systems — develop options for
and implement a new investigations case
management system which is able to support
the new risk-led approach.

3 Data mining — deliver improved understanding
of data to support decision-making, provide better
data on specific issues eg fraud, and improve data
access to support case working.

4 Charities database — improve functionality
of the charities database: to improve
searching; enable new data to be held to
support case working; and supply the public
register of charities.

5 Digital forms — deliver an expanded and revised
series of online forms to allow self-service for
simple transactions and more efficient submission
of charity accounts and annual returns.

6 Online registration — jointly with HM Revenue
& Customs deliver a single process enabling
charities to register with the Commission and
recognition by HMRC.

7 iXBRL accounting solution — jointly with
Companies House agree data sharing information
standards for financial returns.

8 Organisational and cultural change — deliver
front line and back-office structural change

to free-up staff to do high-risk work. Reduce
accommodation costs. Also deliver culture change
and aim to become an employer of choice.

9 Programme management office — oversee
effective management and administration of
the programme.

1 The programme management office is not a separate project but a small team.

2 Inline Extensible Business Reporting Language (iXBRL) is a format used to electronically represent accounting information.

Source: Charity Commission, Business Transformation Programme
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Figure 4
Transformation programme governance
{ Charity Commission board }
A A
( 1

Transform oversight programme board (a subcommittee of the Commission’s board)

Provides strategic oversight of the programme and holds the chief executive to account
for delivery and realising benefits

Chaired by the Commission’s chairman
\ J

\ 4
( R

Transform delivery programme board (a committee of Commission executives)

Focus on ensuring the programme’s projects are delivered successfully. It directs
delivery, sets priorities and resolves issues

Chaired by the chief executive and meets as required but at least monthly
\ J

y

Risk and data Casework Digital service Structural
work stream stream delivery reorganisation

Notes
1 The transform oversight programme board held its first meeting in October 2014.

2 The transform delivery programme board held its first meeting in August 2014.

Source: Charity Commission, Transform Programme, August 2014
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1.15 The 3-year transformation programme has been under way for just a few
months, and there is much more detailed work to be done. Risks that still need to
be managed include:

®  recruiting skilled staff to run selected projects — 3 of the 9 projects do not yet have
a project manager, these will either need to be staffed from other parts of the
business or recruited on a temporary basis using transformation funding;

e  agreeing the final organisational design — each of the new senior management
team is developing their own staffing model and principles for allocating and
prioritising work for their division to align with the new business model (Figure 2);

e  defining IT requirements before the move to new systems and ensuring the
transition between systems and suppliers is well managed — improving the
Commission’s IT is central to enabling transformation;

e finalising the accommodation strategy — setting out how the Commission’s 4 offices
will work together and support each other;

e  engaging with staff and maintaining morale during a period of significant change
and uncertainty; and

e  consulting and engaging with the sector on relevant aspects of the transformation
programme. The Commission told us it intends to create user groups to test the
ease of use of new digital services, and some elements of the programme may also
require formal consultation such as, introducing Inline Extensible Business Reporting
Language (iXBRL) to enable the electronic submission of charity accounts.

Funding

1.16 The Commission’s budget for 2014-15 is £21.1 million. In our last report we noted
that the Commission’s budget fell by 40% in real terms from £36.7million in 2007-08 to
£22.2 million in 2013-14.8

1.17 In June 2014, the Commission submitted a business case to HM Treasury

for additional funding. In October 2014, after refinements to the business case and
negotiations with HM Treasury, £8 million of one-off extra funding over 3 years was
announced for the Commission’s transformation programme.® Of this, £6 million is for
improving the Commission’s IT systems; £1.2 million is for improving risk profiling and
risk processes; the remaining £0.8 million is for organisational change and running the
transformation programme. In addition, the Treasury also agreed a £1 million increase
to the Commission’s budget for 2015-16, to cover immediate resource needs in
investigation, monitoring and enforcement.

8  The Commission’s budget in 2007-08 was £32.6 million in nominal terms (£36.7million in real terms) but fell to
£22.7 million in nominal terms by 2013-14 (£22.2 million in real terms). The £22.7 million was based on an estimate,
the actual budget in 2013-14 was £22.3 million in nominal terms, 2012-13 was used as the base year for calculating
real terms values.

9  The annual budgeted spending for the £8 million is £1.2 million in 2014-15, £5.8 million in 2015-16 and £1 million
in 2016-17.
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Understanding the cost of effective regulation

1.18 As part of its work to better understand the cost of effectively regulating the sector,
the Commission has derived unit costs for its 30 key activities, such as compliance
casework. The unit costs are based on a top-down approach, which apportions 2013-14
costs on the basis of the number of outputs for each activity. The Commission is using
the unit costings as a management tool to understand the source of its costs and to
inform future decision-making. On the basis of its unit cost calculations, the Commission
told us it is confident it can manage the remodelled organisation within its 2014-15
budget of £21.1 million. The Commission has also prepared high-level forecasts of its
potential 2016-17 unit costs based on broad assumptions about planned productivity
improvements from its new regulatory model.

1.19 It is important the Commission develops a good understanding of its unit costs to
aid future funding negotiations with HM Treasury. However, the Commission has more
work to do to fully understand how much it costs to regulate effectively. Top-down
costing, although simple and cheap, can be sensitive to assumptions made when
apportioning overheads to activities. The Commission has not tested the sensitivity of
its unit costs to changing assumptions, and the current unit costs are based on the
Commission’s old regulatory model. It is not clear that the unit costs will remain the
same when the Commission experiences increased pressure on its resources from
opening more statutory inquiries and the expected increase in demand associated
with registering ‘excepted’ charities (see paragraph 3.15).1

1.20 The Commission has not estimated the quantifiable benefits of its different activities,
for example the funds it might protect through early intervention on high-risk charity
registrations. We recognise there are some benefits arising from the Commission’s work
which cannot be quantified, such as an increase in public trust and confidence. However,
without work to consider the potential benefits of its different activities, the Commission
cannot take informed decisions about where best to direct its resources.

10 By March 2021, the Commission will need to register some 30,000 previously ‘excepted’ charities. There are
about 180,000 charities ‘excepted’ from registration, under section 30(2) of the Charities Act 2011, because their
annual income is less than £5,000 or the organisation is a certain type (eg a scout group, church or armed forces
charitable fund).
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Part Two

Becoming a more proactive regulator

21 When we last reported we found the Charity Commission (the Commission) was
reactive rather than proactive and did not make enough use of the information it holds
to identify risk. Other than monitoring charity accounts, the Commission did little or no
analysis of risks to the sector, and no risk assessment of individual charities.

2.2 This part considers how the Commission assesses regulatory risk and how it
uses data to inform its work.

Revision of the Commission’s risk model

2.3 Charitable status helps registered charities raise funds, bid for contracts and
access gift aid and other tax reliefs and exemptions. In the context of the size of the
sector, the number of trustees that deliberately seek to abuse charitable status is
relatively low, but to maintain public trust and confidence in the sector, the Commission
needs to act decisively when it uncovers deliberate abuse of charitable status. The
Commission regulates a large number of charities: around 164,000 registered charities
and 180,000 ‘excepted’ charities, as well as around 10,000 exempt charities that are
overseen by a different principal regulator." It therefore needs to prioritise its work,
which it does so according to the risk that charitable status may be being abused.
Staff currently use the risk framework first developed in 2011 to assess cases as low,
medium or high risk.?

2.4 The Commission began testing a new risk model in August 2014. It will report

its findings to the board in January 2015. It is too early to draw firm conclusions on its
success but it is encouraging that the model links risk assessment to the Commission’s
strategic objectives and outcomes. The model captures risks permanently present within
the sector, as well as those that emerge or change over time such as novel ways a charity
could be used as a vehicle for tax avoidance. The model also assigns to every charity one
of 4 potential risk ratings (low, medium, high and very high) based on its past conduct.

11 Principal regulators promote exempt charities’ compliance with charity law, but have no powers of enforcement, and so
must work with the Charity Commission.

12 The Charity Commission, Risk Framework: Charity Commission, June 2013, available at: www.gov.uk/government/
publications/risk-framework-charity-commission. The risk framework was last updated in June 2013.
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2.5 Some challenges remain: when we reviewed the pilot, the team were still
experimenting with the weightings given to the different factors used to generate
each charity’s risk rating.

Improving the use of data

2.6 One of the Commission’s early initiatives to improve its use of information was the
creation of an ‘analysis hub’. The hub carried out projects that drew out valuable insight
from the information the Commission already held. This, in turn prompted changes

including a redesign of the online registration application and revised internal guidance.

2.7 While the analysis hub’s projects delivered benefits, the projects required
considerable data manipulation and analysis. They showed up the limitations of the
Commission’s information technology (IT) systems in supporting routine data analysis.
For example, the hub’s project team had to undertake a time-consuming manual
reconciliation of 2 large spreadsheets to find the total number of serious incident reports.
The Commission recognises the need to improve its IT systems and has established a
project to address this (Figure 3).

Making better use of external data

2.8 Alongside making better use of internal data, the Commission also recognises

the need to make better use of external data sources. In April 2014, the Commission
became a member of the fraud prevention service Cifas.'® This has enabled it to access
and match its own trustee data against the National Fraud Database which identified a
number of cases now prioritised for follow-up.

2.9 In April 2014, the Commission agreed a data-sharing exercise with HM Revenue &
Customs (HMRC). This will enable them to identify charities claiming gift aid which are
not on the Commission’s register of charities.

A strategic approach to better use of data

2.10 Alongside these data-sharing exercises, the board recognised the Commission
needed better tools for analysing data, and began a data mining project in May 2014.
The Commission has identified new data and data analysis that would be helpful to its
case officers. It has started reviewing a sample of existing cases to see whether it could
achieve improved case outcomes if better data and analytical methods were available.
It will use this work to improve its ability to detect fraud in charities.

13 Cifas is a not-for-profit organisation originally founded to support the financial services industry in providing
pre-transaction due diligence. Its National Fraud Database contains personal data linked to cases of fraud.
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Improved information-sharing with others

2.11 The law permits the Commission to exchange information with other regulators
and government agencies, where this furthers statutory purposes. In some cases closer
working is formalised through a memorandum of understanding. The Commission has
13 such memoranda with other organisations, and a further 4 are in the process of
being finalised.

2.12 In 2013-14, the Commission made 1,152 disclosures of information to around
50 organisations, plus local authorities and police forces. However, it received
information only 594 times (Figure 5). The volume of exchanges is growing overall:
in the first half of 2014-15 there were 20% more exchanges of information compared
with the same period in 2013-14.

2.13 The Commission exchanges more information with HMRC than any other
organisation. It shares information with HMRC relating to non-charitable spending,
unauthorised investments and potential tax avoidance. When we last reported we found
both organisations had failed to share certain information with the other. This had hindered
some of both organisations’ investigations. The Commission needs a strong relationship
with HMRC to support both organisations’ interest in combating tax avoidance and
fraudulent gift aid claims. In 2013-14, the Commission made 236 disclosures to HMRC
and received 201 disclosures from HMRC (Figure 6 on page 26). However the balance
of exchanges has deteriorated in the first 6 months of 2014-15 when the Commission
disclosed to HMRC 3 times as much as it received. HMRC told us it is currently preparing
to disclose information to the Commission relating to a large number of cases. It remains
to be seen if the level of these disclosures leads to a substantial increase in the second
half of 2014-15. During 2014, the Commission’s chief executive met the permanent
secretary of HMRC to discuss how their organisations will work together in the future.
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Figure 6
Information exchanges between the Commission and HMRC

In the first 6 months of 2014-15, the Commission disclosed to HMRC 3 times the
amount of information it received

Number of information exchanges
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2013-14 2014-15
Q1 and Q2
B HMRC disclosures to Charity Commission

Charity Commission disclosures to HMRC

Notes
1 We have not audited the underlying data systems from which this data is drawn.

2 These exchanges represent information passed through each organisation’s designated contact point.
Individual Information exchanges also took place directly between members of staff from both organisations.

Source: Charity Commission
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2.14 Since 2005, the Commission has worked with the police to act on concerns

that charities are at risk of or are being abused for terrorist purposes. This work aids
intelligence sharing and has led the Commission to issue relevant alerts to the sector,

for example highlighting the risk that a minority of charitable aid convoys to Syria may

be abused for non-charitable purposes.’ The Commission has also opened new cases
following referrals from the police. These have increased from 10 in 2012-13, to 30 in
2013-14. This makes it the Commission’s most effective information sharing arrangement.

Partnering with umbrella bodies

2.15 In April 2014, 15 umbrella organisations agreed to help the Commission follow-up
with those charities that had failed to submit their annual return to the Commission.'®
After giving a list of 1,071 charities to the umbrella bodies, 290 (27%) charities submitted
their return by August 2014. New initiatives such as allowing umbrella organisations to
offer pre-registration checking services began in July 2014. These have successfully
reduced the volume of calls, emails and letters the Commission receives which frees up
resources for use elsewhere. However in recent months the rate of decline has slowed
(Figure 7 overleaf). In June 2014, the Commission cut its contact centre’s opening hours
from 30 hours a week to 15 hours a week (weekday mornings only). As part of its change
programme, the Commission is considering how to maintain the accessibility of its online
information and guidance, following the reduction in individual one-to-one advice.

14 Charity Commission, Syria and aid convoys, 21 February 2014, available at: www.gov.uk/government/news/syria-and-
aid-convoys

15 ‘Umbrella organisations’ are organisations that represent the interests of the charitable sector or a part of the charitable
sector to the public, the government and key stakeholders.
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Part Three

Follow-up checks and use of powers

3.1 When we last reported, we found the Charity Commission (the Commission) did
not routinely follow-up on trustees’ assurances to check they had done what they said
they had. We also found the Commission was making little use of its statutory powers,
could be slow to act and failed to take tough enough action in some of the most serious
cases. We also pointed out gaps in the Commission’s statutory powers which were
hampering its ability to regulate effectively.

3.2 This part considers the pace of registration, follow-up of regulatory concerns, and
the use of statutory powers, including statutory inquiries.

Pace of registrations

3.3 Between November 2013 and October 2014, the responsibility for managing
fast-track, low-risk and discontinued registrations passed from the registration team to
the First Contact team.'® This was intended to free up the registration team’s time to
focus on higher-risk cases.

3.4 The transfer reduced the registration team’s workload by around a third. However,
the registration team did not achieve its internal performance target for medium-risk
cases for the 10 months after this transfer. It has also not met its performance targets for
high-risk cases for the 4 months June to September 2014 (Figure 8 overleaf). The First
Contact team has largely achieved its performance targets for fast-track and low-risk
registrations, with performance only failing to reach the target in the occasional month.
The number of applications to register a charity rose from 5,949 in 2012-13 to 6,661 in
2013-14 and the average time the Commission took to register charities also increased.
As a consequence, a backlog of registrations has built up.

16 Discontinued registrations are where the Commission has been unable to register a charity because the information
provided is incomplete or inappropriate. After 30 working days, the Commission sends a reminder. If no further
response is received within 10 days the case is closed.
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3.5 The Commission told us that long-term staff sickness, staff vacancies and the
need for registration staff to train their First Contact colleagues in handling low-risk
registration cases have all contributed to the failure to meet internal targets for the
speed of processing medium- and high-risk registrations.

3.6 The Commission has recruited 2 new staff to work on high-risk registrations and
is in the process of recruiting a further 2 staff which will double the number of officers
working on high-risk cases, and raise the registration team’s staff complement to 23.
The Commission’s legal team has taken on the most complex high-risk registrations.
In December 2014, the Commission appointed a new temporary head of registration.
It has also recently established a dedicated team to process applications that are over
target time. It remains to be seen whether these additional measures will eliminate the
registrations backlog by the end of January 2015, as the Commission intends.

Gaps in checking trustees’ assurances

3.7 The Commission created the operations function monitoring team (OFMT) in
October 2013 to improve the way it monitors registration and operations cases that
require follow-up.” Since its creation, the new team has had a positive impact:

e |t visited 70 charities where it had concerns, and this led to 10 charities being
removed from the register.

® [t reviewed suspicious registration applications which led to 17 pre-registration
cases not being progressed.®

e  Some charities register, raise funds and then dissolve before the 18-month deadline
for submitting annual returns. OFMT worked with the Fundraising Standards Board
(FRSB) to disrupt bogus fund-raising through improved information-sharing and by
persuading transport authorities and some train operating companies to only allow
charities to raise funds on their premises if they have submitted their annual returns
and are signed up to the FRSB.

17 Following the Commission’s internal restructuring in October 2014, the OFMT moved to the Investigations, Monitoring
and Enforcement directorate. It is now called the Monitoring and Enforcement team.
18 In 2013-14, the Commission formally refused 23 registration applications in total.
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3.8 Although the creation of the OFMT has delivered benefits, our review of a sample
of cases suggests there is more the Commission could do with regard to follow-up
and checking what trustees tell it. As part of our audit we reviewed the Commission’s
handling of 12 registration cases, 10 operation cases and 8 statutory inquiries, selected
at random. We found the Commission managed the majority of cases effectively.
However, in 2 of the 10 operations cases the Commission indicated to trustees the
action it expected them to take, but we saw no evidence that it had checked whether
trustees had complied with its instructions before the cases were closed. These cases
are summarised below:

® In one case a charity’s auditor alerted the Commission to concerns that the
trustees were incapable of discharging their responsibilities. The Commission
outlined to trustees a set of actions they should take, but did not check whether
they had been completed. We could not tell from the case management record
what risk rating the Commission had assigned to the case. The Commission
accepts that it should have followed up with the charity; it opened a new
monitoring case in September 2014, which remains open.

e  The other case was a medium-risk case involving theft of approximately £93,000 of
charity funds by a trustee, which had been reported to the police. The Commission
recommended to the charity that it should recruit an additional trustee and improve
its financial controls. The Commission did not follow up to check these changes
had been made and closed the case on the basis that little income was at risk.

3.9 We also found 2 registration cases where the charities did not have an income
of £5,000, but instead an offer of funding. In such cases, the Commission’s internal
guidance allows case officers to use their discretion in deciding whether to register
the charity but advises that it is reasonable to ask the charity to supply evidence to
show there is £5,000 in the charity’s bank account within a short period. We found no
evidence the Commission requested this extra evidence in either case. In one of the
cases the Commission accepted a photocopy of an uncashed cheque written against
the trustee’s personal bank account, as a formal offer of funding.

Statutory inquiries

3.10 The Commission has the power to open a statutory inquiry where it has serious
concerns about how a charity is being run. Opening an inquiry allows the Commission
to use certain statutory powers provided specific conditions are met.

3.11 When we last reported, the Commission had opened fewer than 20 statutory
inquiries in each of the 5 years to 2010-11, although the number of inquiries had

risen slowly since then. This upward trend has continued: the Commission opened
64 statutory inquiries in 2013-14, and 68 in the first 6 months of 2014-15 (Figure 9).
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Figure 9
Number of statutory inquiries opened

The Commission has opened more statutory inquiries
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1 Until 2011, the Commission also used regulatory compliance cases (149 in 2008-09; 171 in 2009-10; 141 in 2010-11).

2 In2013-14, 24 out of the 64 statutory inquiries were ‘double defaulter’ cases. For 2014-15, up to and including
September 2014, the 68 statutory inquiries include 34 ‘double defaulter’ cases. ‘Double defaulter’ cases are a class
action taken against larger charities that have failed to submit annual returns for at least 2 of the past 5 years.

3  We have not audited the underlying data systems from which this data is drawn.

Source: Charity Commission

3.12 Of the 64 inquiries opened in 2013-14, 24 were part of a ‘class inquiry’ into large
charities that, despite a warning, had failed to file their annual accounts. Thirty-four of the
68 inquiries opened in the first 6 months of 2014-15 were also part of that class inquiry.
The Commission told us that, by June 2014, 30 of the 58 charities in the class inquiry
had complied with their obligations, resulting in £47 million of charitable funds being
accounted for.

3.13 The Commission has hardened its stance where a charity does not comply with
an order to provide information. In some cases, such failure is now considered evidence
of misconduct or mismanagement. It has also streamlined processes by, for example,
reducing the senior authorisation required for exercising certain powers.

3.14 In March 2014, to support the rise in the number of statutory inquiries opened,
the board approved 7 new posts in the investigations and enforcement team, bringing
the total number of investigators to 20.
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Information gathering powers

3.15 The Commission has powers to require individuals to provide documents and
information. It can also enter premises to seize documents. In 2013-14, the Commission
changed its practice so that it uses information-gathering powers to obtain information
in all inquiry cases. This has resulted in a steep increase in their use (Figure 10). The
Commission used its information-gathering powers 652 times compared with 200 times
in 2012-13.

Figure 10
Statutory powers to gather information

The Commission has increased use of its statutory powers to gather information
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Enforcement powers

3.16 When we last reported, the Commission’s use of enforcement powers had started
to increase in 2013-14, following years of decline. This upward trend has continued
(Figure 11 overleaf). The Commission used its enforcement powers 56 times in 2013-14
compared with 3 times in 2012-13. In 2013-14 the Commission protected £31.3 million
of charitable assets through its completed investigations.

3.17 As part of our audit, we looked at the Commission’s handling of 8 statutory
inquiries and the actions it had taken in the 12 months before September 2014."°
We found the Commission was actively managing all 8 cases, with no evidence of
long periods of inactivity or cases being allowed to drift.

3.18 We also found evidence that the Commission was using its powers more quickly.
In 2 inquiries opened after April 2013, the Commission acted promptly to protect
charity property by freezing the charities’ bank accounts. There were also 2 instances
where the Commission appointed an interim manager within 3 weeks of the start of the
process to recruit a manager. This contrasts with one of the cases we looked at for our
last report where recruiting an interim manager had taken three months.

3.19 In May 2013, the Commission issued a policy on the recovery of misappropriated
charitable funds.2® This makes it clear trustees will be accountable for deliberate and
reckless conduct that causes losses for charities. Two of the statutory inquiries we
looked at referred to this policy. The 2 cases together led to the recovery of £1 million
for charities following legal settlements with the trustees.

3.20 As a consequence of opening more statutory inquiries there is potential for legal
costs to rise. The Commission told us it believes it can mitigate these rising costs,
in part, as its experience in litigation increases. In principle, this should lead to the
Commission being successful in more cases and hence being awarded its costs.

Possible new powers

3.21 In October 2014, the government published the Draft Protection of Charities Bill.?"
This proposes to give the Commission a number of new statutory powers, such as the
power to disqualify trustees, issue official warnings and direct trustees to wind up a
charity. The Bill also proposes to extend the range of offences that lead to automatic
disqualification for trusteeship to include money laundering, terrorism and bribery.

19  We selected 4 long-running inquiries opened before April 2013, and 4 inquiries opened after April 2013 to help identify
any changes in the Commission’s approach.

20 The Charity Commission, Our policy on restitution and the recovery of charitable funds misappropriated or lost to
charity in breach of trust, May 2013.

21 Cabinet Office, Draft Protection of Charities Bill, 22 October 2014. Available at: www.gov.uk/government/publications/
draft-protection-of-charities-bill



36 Part Three Follow-up on the Charity Commission

v 9 0 0 - 4 4 4

4 - 0 0 0 0 F 9

/e 8v € g L (04 ¢l ge

0 b 0 L € ch ¢k ch
¢O pue LD

Gl-¥10¢ vI-€L0¢ €lL-¢t0¢ <¢l-LL0C FL-0L0C 0F-600¢ 60-800¢ 80-200C

BIEP UOISSIWWOY Aley) :90IN0g

‘UMBIP S| BIEP SIY} YOIYM WO} SWS)SAS Blep BulAliopun ay) pelpne 10U oABY 8AN |

9 A 4 € 3 6
0 % v 6 9¢ 6
9l ke 9¢ ve 0S 68
14 8 14 S ve 6}

¢0-100¢ 10-000¢ 666+ 8661 1661 966

= . B T

S B O

— — 0¢

m - o

— 00}

Octh

ovk

pasn Jjamod sawi} Jo JaquinN

Q9lO0N

pajuiodde
Jebeuew wusiu| |
panowal sesisnl| |

Bunoe woly
pajusna.d sesysni|
pajuiodde

seo)sni} MeN W

S1-¥ 102 j0 siapenb om 1Sl 8y} pue {|-g L 0g Ul 9S04 siomod JuUswadIoyua Jo asn ay|

71-€L0Z 0} 802002 PUE Z0-+00Z O} 9661 ‘siemod Jusiisdlopu

L1 @inBi4




Follow-up on the Charity Commission Part Four 37

Part Four

Oversight of the Commission

41 Inits last report, the Committee of Public Accounts (the Committee) said the board
of the Charity Commission (the Commission) needed to have sufficient grip on the
Commission’s performance and operations to hold the executive effectively to account.

4.2 This part deals with the Commission’s performance indicators and the board.

Capacity of the board

4.3 The Commission’s board is currently composed of 8 non-executive members. The
Cabinet Office appointed the current chairman in October 2012 and 7 new non-executive
members between May and July 2013. A new chairman of the audit and risk committee
was appointed in November 2014, following the previous post-holder’s resignation.

4.4 The board members appointed in summer 2013 bring experience in: fraud
prevention, counterterrorism, data mining and risk management. These are all central

to the Commission’s transformation programme. There are also three lawyers on the
board to meet a requirement of the Charities Act 2011 that a minimum of 2 board
members should have legal qualifications. The Commission’s chairman told us the board
largely has the skills it needs. He is considering whether there is sufficient information
technology (IT) expertise at board level given the importance of IT improvements to the
transformation programme.

4.5 When we last reported, both we and the Committee noted the new board’s
commitment to tackling the concerns we identified in our last audit. In the course of our
current audit, we found board members continue to be fully committed to transforming
the Commission into a robust regulator. The board’s early engagement with the issues
raised in our last report prepared the ground for the chief executive’s arrival. This
enabled her to act quickly and decisively when she formally joined the Commission.
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Governance arrangements

4.6 The board met 7 times in 2014, compared to the minimum 6 times per year required
by the Commission’s governance framework.?? The board is supported by several
permanent and time-limited committees to which it delegates some of its tasks (Figure 12).
During 2014, the board sought to strengthen the Commission’s governance arrangements
by widening the remit of the audit committee to include risk, and by creating the public
interest litigation and high-risk cases committee to monitor high-profile cases. It has also
created new temporary committees such as the data mining and fraud management
oversight committee to oversee specific aspects of the transformation programme.

Figure 12

The Commission’s board committees and their roles

Board committee

Permanent committees

Audit and risk committee — meets at least
4 times a year

Governance and remuneration committee —
meets at least twice a year

Public interest litigation and high-risk cases
committee — meets every 2 months

Time limited committees

Transform oversight programme board —
met monthly for the first 3 months and
thereafter bi-monthly

Data mining and fraud management oversight

committee — meets monthly

Policy guidance committee — meets as necessary

Notes

Committee role

To review the comprehensiveness and reliability

of assurances on governance, risk management

and the control environment and the integrity of the
Commission’s annual report and financial statements.

To review the effectiveness of the Commission’s
leadership and succession planning and make
recommendations for the remuneration structure.

To monitor cases where the Commission is
considering or actively pursuing litigation, and other
cases which are high-risk.

Strategic oversight of the transformation programme,
monitoring progress and benefit realisation.

Oversight of the data mining project and fraud
management work.

Oversight of policy development and guidance
to charities.

1 Atthe end of 2013 the audit committee’s remit was broadened to include financial and operational risk, and

performance management.

2 The public interest litigation committee was established in November 2013 to enable more efficient monitoring of high
profile cases. The committee’s remit was expanded in January 2014 to include high-risk cases.

3 The transform oversight programme board was established in October 2014. It took over the work of the
business plan steering committee which in turn took over from the change management steering committee.

4 The data mining and fraud management oversight committee was established in October 2014 following a
merger of the data mining oversight committee and the fraud management steering committee.

5  The policy guidance committee was set up in April 2014.

Source: Charity Commission

22 The Commission’s governance framework sets out the roles, responsibilities, and procedures for conducting its
business efficiently and effectively. The framework requires the board to evaluate its own performance each year.
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4.7 Since the arrival of new board members in mid-2013, the board has not carried
out an evaluation of its own performance. An annual evaluation is good practice and
a requirement of the Commission’s governance framework. The board has asked the
government’s internal audit service to conduct a review of the board’s effectiveness
before the end of 2014-15.

4.8 The Commission’s governance framework should be reviewed annually. It was
last reviewed in January 2013. The board has delayed the review until late 2014-15
to allow the new governance arrangements to bed in.

Board reporting

4.9 Board members told us that they are broadly happy with the quality of board
papers, although members of the public interest litigation and high risk cases
committee continue to work with senior managers to improve the presentation and
clarity of papers provided to that committee. At each meeting the committee reviews
the details of 30 high-profile cases, on average. The Commission aims to reduce the
number of cases the committee sees as its assessment of regulatory risk matures.

Holding the Commission’s executive to account

4.10 The Charities Act 2011 gives the Commission’s board the power to undertake
executive activities.?® Furthermore the Commission’s governance framework says

the board is ultimately responsible for everything the Commission does, and can act
executively in exceptional and appropriate cases, at the board’s discretion. Given the
casework nature of some of the Commission’s work, board members spend a good
amount of time becoming acquainted with the details of the most difficult cases,
particularly where litigation is or may be involved, so as to exercise effective oversight.

411 However, the chief executive is the Accounting Officer and is accountable to
Parliament for the Commission’s performance. The Corporate Governance Code says
“board committees should only exercise governance functions and not stray into the
executive management of the department which is the role of officials”.?* In its 2013-14
annual governance statement the Commission says it has met the Code’s requirements.
Board members recognise the inherent tension between the Charities Act 2011 and

the Corporate Governance Code and consider that they must be guided above all by
the provisions of the Act.

23 Charities Act 2011, Schedule 1. The Act also establishes the Charity Commission as a body corporate (with distinct
legal personality) of which the board are members.

24 HM Treasury, Managing Public Money, July 2013 and HM Treasury and Cabinet Office, Corporate governance in central
government departments: Code of good practice, July 2011.
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Board time commitment

4.12 The Commission was the subject of serious criticism in 2013, first from the
Committee of Public Accounts for its handling of the Cup Trust case, and later in 2013
when both the NAO and the Committee concluded it was not an effective regulator.2®
This was a difficult time for the Commission and the board needed to step up to provide
strong leadership, particularly during the period of transition to a new chief executive in
early 2014.

4.13 The Charities Act 2011 does not define the number of days that the Commission’s
board and its chair should work. However, the Minister for Civil Society has indicated
that Commission board members are normally expected to spend 12 to 18 days a year
on their role. In March 2014, the Minister for Civil Society agreed a temporary increase
in board time, of up to 22 days per board member for the 6 months to September 2014.
This was to cover the additional commitment needed to support the Commission’s
response to criticism from the Committee and the NAO and drive forward the necessary
organisational change. However, the Minister rejected the chairman’s original request
that this increased time commitment should be extended for the whole of 2014-15.

He noted, that “such an increase could be seen as a shift to something more like an
executive board with hands-on day to day management responsibility ... Once your
new Chief Executive has settled into the role, | would expect to see the board members
stepping back into a more non-executive and less hands-on role.”

414 In January 2015, the new Minister for Civil Society wrote to the board’s chairman
agreeing that for the foreseeable future each board member may continue to spend up
to 22 days in each six month period on board business, if and as needed. This is to help
the Commission take forward its transformation programme. The arrangement will be
kept under review as the Commission’s transformation proceeds.

4.15 Figure 13 shows the time commitment that board members were budgeted

to work for and the actual time they claimed. In addition, the chair of the board

told us he has worked on average 3 to 4 days a week compared to his contracted
and remunerated 2 days per week. During the 6 months from October 2013 to
March 2014, board members were entitled to spend up to 9 days on their role. In
this period, 5 board members exceeded this time commitment. During the 6 months
from April to September 2014, when board members were permitted to spend up

to 22 days, 2 board members exceeded this time commitment.

25 Available at: www.publications.parliament.uk/pa/cm201314/cmselect/cmpubacc/138/138.pdf
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Figure 13

Board members’ time commitment

Measure 6 months to end 6 months to end
March 2014 September 2014

Number of days budgeted for in period 9 22

Number of board members who exceeded the limit 5 2

Lowest and highest board member claim (days) 6-27.5 5-27

Total number of days spent by the board in 135 122.5

the period (not including the chairman)

Notes

1 One of the 7 board members did not claim remuneration between October 2013 and March 2014 and one other
board member did not claim remuneration between February and September 2014, but their time was recorded
for governance reporting purposes.

2 The Chairman’s time is not included in this table.

Source: Charity Commission

416 We found instances where the board undertook executive activities during the
period from late 2013 to mid-2014, including:

e  directing key transformation strands, for example the data mining project;
®  evaluating bids from, and appointing, contractors;

® commissioning and receiving a report from consultants on which senior managers
did not have the opportunity to comment. (This led to senior staff taking the
unusual step of preparing a formal response to the supplier’s report);

e  attending meetings with charity trustees on specific regulatory issues;

e  setting-up board subgroups to consider specific regulatory cases, for example a
charity’s registration application; and

e  directing Commission staff in how to manage some high-profile cases.

417 In our view the board’s increased involvement during the period from late 2013
to mid-2014 can be justified by the need to tackle the serious issues facing the
Commission and provide leadership in difficult times. The new chief executive told us
that the support from the board when she first arrived was very welcome.
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4.18 However, the chief executive is now established in her role and in our view there is
a risk that the board’s continuing close involvement in executive matters could become
the norm. There may be perceived benefits of the board’s greater involvement during the
transformation programme. However, there is a risk that if the board is too involved in
executive decisions for an extended period the important separation between executive
and non-executive becomes blurred, impairing the board’s independence which is
critical to its role of holding the executive to account.

4.19 Notwithstanding the powers the board has under the Charities Act 2011, to
ensure good governance we would expect the board to keep under review its level of
involvement in executive decision-making. Board members told us they expect, over
time, to move to a more non-executive role.

Developing the Commission’s performance measures

4.20 When we last reported we found the Commission’s performance measures were
poorly linked to its objectives.

4.21 Since our last report, the Commission has revised its key performance indicators.
It now has 4 (rather than 3) externally reported performance indicators (Figure 14)

and 20 (rather than 30) internally reported performance indicators. The performance
indicators are now better linked to its statutory objectives, with 8 of the 20 internal
indicators focused on outcomes. The indicators are also weighted more towards the
Commission’s compliance and accountability objectives, in line with its strategic focus.
Given the Commission’s focus on improving customer-facing services, the internal
indicators now include a measure of digital uptake. However, there is no indicator yet
to measure the effectiveness of its new risk framework.

4.22 In 2013-14, the Commission met its targets for existing externally reported
performance indicators (Figure 14). Following a recommendation in our last report,
the Commission has now developed an external performance indicator to measure
public trust and confidence in the Commission itself. The target is for year-on-year
improvement, and the baseline has been set at 6.1 which is the 2013-14 Ipsos MORI
survey result.

4.23 The Commission recognises it has more work to do on its indicators to ensure they
align with its new business model and strategic direction. It plans to revisit its indicators
once the new senior management team is more established and the new chair of the
audit and risk committee has settled into post.
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Figure 14

The Commission’s externally reported performance indicators

External performance indicator Target 2010-11 2011-12 2012-13 2013-14 2014-15 (part)

New

EPI 1 Deliver value-for-money efficiency 6.3% of budget, N/A N/A N/A N/A Reported

savings in readiness for 2015-16 in real terms, at 2014-15
by March 2015 year end

Old

EPI 1 The cost of the Commission 50p or less 53p 47p 43p 35p N/A

for every £1,000 of income of
registered charities

EPI 2 The percentage of Commission 90% N/A N/A 89% 90% To October 2014
casework or other pieces of work that 98%

has been reviewed as acceptable

or better

EPI 3 Overall level of public trust and 6.7 6.3 6.6 6.7 6.7 Next survey due
confidence in charity (according to in 2015-16

independent survey)

New

EPI 4 Overall level of public trust and 6.1 N/A N/A N/A 6.1 Follow-up survey

confidence in Charity Commission due by end

(according to independent survey) of 2014-15
financial year

Notes

1 EPI1 has been changed from a cost-focused target to an efficiency savings target.
2 EPI 2 was first measured in 2012-13.

3 EPI3 -The public were asked: “Thinking about how much trust and confidence you have in charities overall, on a scale of 0-10 where 10 means
you trust them completely and O means you don’t trust them at all, how much trust and confidence do you have in charities?”

4 EPI 4 - The public who were aware of the Charity Commission were asked: “On a scale of 0-10 where 10 means you trust it completely and O means
you don’t trust it at all, how much trust and confidence do you have in the Charity Commission?”

Source: Charity Commission
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Appendix One

Our audit approach

1

This study examined how far the Charity Commission (the Commission) has

progressed in addressing the recommendations made by the NAO and the Committee
of Public Accounts (the Committee) about its regulatory effectiveness. It covers whether:

2

the Commission has a clear strategy and effective leadership to radically transform
and deliver its regulatory responsibilities within constrained resources;

the Commission is proactive in carrying out its regulatory duties;
the Commission is making increased, appropriate use of its statutory powers; and
the Commission board is able to effectively hold management to account.

Our audit approach is summarised in Figure 15. Our evidence base is described

in Appendix Two.
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Figure 15
Our audit approach
The Commission’s [~ B
objective The Commission’s objectives include increasing public trust and confidence in charities and promoting compliance
by charity trustees with their legal obligations.
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be achieved The Commission is responsible for maintaining the register of charities, protecting and recovering charitable assets
where there has been mismanagement or misconduct, granting permission to charities for certain actions such as
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Our conclusions

The Commission has made good progress in addressing Committee of Public Accounts and NAO
recommendations and towards becoming a robust regulator. It needs to:

understand the costs of its new regulatory model; and

develop and implement its individual transformation projects;

show stakeholders that its new regulatory approach is enabling it to be a more effective regulator.
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Appendix Two

Our evidence base

1 Our independent conclusions on whether the Charity Commission (the
Commission) is progressing in becoming an effective regulator of registered charities
were reached following our analysis of evidence collected between August 2014 and
November 2014.

2  We applied an analytical framework with evaluative criteria, of the characteristics
we would expect to find evidence of that would indicate whether or not the Commission
is becoming a more effective regulator of registered charities. Our audit approach is
outlined in Appendix One.

3  We assessed whether the Commission has a clear strategy and effective
leadership to radically transform and deliver its regulatory responsibilities within
constrained resources.

We reviewed key documents including:

e the Commission’s revised Statement of Regulatory approach (the Statement)
to check whether its approach to delivering objectives are clear and demonstrate
a move to becoming a more robust, proactive regulator;

e the board, senior management team and supporting committee papers and
minutes to understand the decisions made as part of the transformation
programme; and

e unit costing and funding papers to determine the Commission’s understanding
of the cost of effective regulation.

We interviewed:

e the chief executive, the chairman, senior managers and board members about
their role in the Commission’s transformation programme and to understand
theCommission’s new strategy and focus;

e  stakeholders including charity sector umbrella bodies on the Commission’s
performance; and

e  HM Treasury about the Commission’s additional funding case.
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We analysed:

e the revised strategy, revised business model and transformation plan, for alignment
with the Commission’s objectives; and

e the new senior management team structure, to see whether the new structure
has clear chains of accountability.

4  We examined whether the Commission is proactive in carrying out its
regulatory duties.

We reviewed:

®  reports produced by the analysis hub, created in January 2013, to understand
the main findings and what changes were made as a result; and

e the revised risk framework, to establish whether it is likely to lead to better
risk management.

We interviewed:

®  senior managers and board members with responsibility for data and risk, to
understand how the Commission uses information to inform its risk assessments
and prioritisation of resources;

e  senior managers and HM Revenue & Customs to review the Commission’s
relationships with other agencies — we also reviewed the updated memorandum
of understanding agreed with HM Revenue & Customs;

e the new operations function management team, designed to follow-up on trustee
assurances; and

e  charity sector umbrella bodies on the Commission’s performance.

5  We examined whether the Commission is making increased, appropriate use
of its statutory powers.

We analysed:

e  Data on statutory powers used, and cases opened and closed. We compared the
latest data to prior years, to understand the Commission’s direction of travel.

We examined:
e A non-representative sample of 8 statutory inquiries

We reviewed contact between the Commission and agencies or specialists,
evidence seen by the Commission, powers used and how momentum was
maintained on the case.
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A non-representative sample of 12 registration cases

We reviewed evidence used by Commission staff, correspondence between
trustees and the Commission and whether or not specialist advice was sought.

A non-representative sample of 10 operations cases

We reviewed correspondence between the charity and the Commission, contact
with specialists or agencies and evidence used by Commission staff.

In each case our sample was not representative of the whole population but was
indicative of how the Commission is applying the risk framework and complying with
its own guidance.

We interviewed:

6

board members and senior managers with an interest in fraud prevention,
use of powers and the consultation on extending the Commission’s powers;

the Cabinet Office on extending the Commission’s powers; and

stakeholders including charity sector umbrella bodies on the Commission’s
performance. We also reviewed umbrella bodies’ responses on the consultation
to extend the Commission’s powers.

We analysed whether the Commission’s board is able to effectively hold

management to account.

We reviewed:

board and supporting committee minutes and papers, to assess the nature
of board activity and compared this against HM Treasury guidance for
board behaviour;?®

the revised performance indicators against good practice guidance for performance
reporting — we also considered the Commission’s response to internal and external
reviews of the indicators;?” and

the Ipsos MORI report on the public trust and confidence indicators.

We interviewed:

26

27

the chairman, board members, the chief executive, senior managers and the
Cabinet Office to discuss the roles of the board and of the senior management
team; and

senior managers on the development of the new performance indicators.

HM Treasury, Managing Public Money, July 2013 and HM Treasury and Cabinet Office, Corporate governance in central
government departments: Code of good practice, July 2011.

Comptroller and Auditor General, Performance Frameworks and Board Reporting, National Audit Office, July 2009;
Comptroller and Auditor General, Performance Frameworks and Board Reporting Il, National Audit Office, May 2011;
and HM Treasury, Cabinet Office, National Audit Office, Audit Commission and Office for National Statistics, Choosing
the right FABRIC, February 2013.
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Appendix Three

Recent NAO and Committee of Public
Accounts’ recommendations

1

This is a follow-up study on the findings of our report of December 2013,

The regulatory effectiveness of the Charity Commission? and the Committee of
Public Accounts’ report of its hearing on 16 December 2013.2°

2

28

29

The NAO’s recommendations to the Commission were to:

Reuvisit its business model and think radically about alternative ways to meet its
objectives within constrained resources.

Develop ways of measuring and reporting the effectiveness of its regulatory activity.
This should include revising its performance measures.

Make greater use of its statutory powers in line with its objective of maintaining
confidence in the sector.

Develop an approach to identify and deal with those few trustees who deliberately
abuse charitable status.

Introduce, without delay, sample checks of the information and assurances
trustees provide.

Be more proactive in assessing risk.
Work more closely with HM Revenue & Customs.
Our recommendations to the Cabinet Office were to:

Prioritise its planned work to help the Commission focus on its core regulatory
functions by removing or reducing those activities that add little regulatory value.

Assist the Commission in securing legislative changes to address gaps and
deficiencies in the Commission’s powers

Comptroller and Auditor General, The regulatory effectiveness of the Charity Commission, Session 2013-14, HC 813,
National Audit Office, December 2013.

HC Committee of Public Accounts, The Charity Commission, Forty-second report of Session 2013-14, HC 792,
February 2014.
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4 The Committee of Public Accounts’ recommendations to the Commission were to:

e Develop a clear strategy detailing how it will deliver its responsibilities as a regulator
effectively, and set out how it will use its budget to implement that strategy. If it
is being asked to do too much with too little it should clearly set out its case for
additional resources to government.

e  Use its statutory powers to regulate charities more effectively. This should include
making better use of the intelligence it already holds on charities to identify risks,
improving how it prioritises the use of its resources, and responding more quickly
to serious concerns in individual charities.

e [ntroduce a determined and focused new leadership to radically transform the
Commission’s culture and operations. The board needs to have sufficient grip on
the Commission’s performance and operations to hold the executive effectively
to account.

e Act decisively to finalise and put into action a robust change management plan
to tackle its enduring failings effectively.
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