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Increase in Charities audit threshold  

What’s the issue? 

In March 2015, the government announced changes to charity law in England and Wales enabling 

more charities to become exempt from the need for an audit of their annual accounts. This intended 

change is to decrease the regulatory burden on charities, and associated cost and is expected to 

mean up to 4,000 charities no longer need an audit. 

So what’s changed? 

• The audit exemption income threshold for exemption from audit has increased to 

£1,000,000 for individual charities (and also charity groups)  

• The list of professional accountancy membership bodies able to carry out independent 

examinations (IE) of charities with income more than £250,000 has been expanded - (an 

increase in choice of potential provider). 

What’s the detail? 

The threshold for the audit requirement is now doubled from £500,000 to £1,000,000 of income. 

The changes apply to financial years ending on or after 31 March 2015.  

If your charity has income of between £500,000 and £1,000,000 (and also gross assets of less than 

£3,260,000) you now may no longer require an audit. Before, this was only the case for charities 

with less than £500,000 income.  

If your charity is now exempt from audit, it will still require an independent examination (IE) by a 

qualified accountant . The requirements for smaller charities (below £500,000) have not changed, so  

• Charities with income under £25,000 still don’t need an IE or an audit 

• Charities with income above £25,000 must have an IE 

A summary of the ‘old’ and ‘new’ requirements is shown below: 

Income On/after 31 March 2015 (new) Before 31 March 2015 (old) 

Less than £25,000 No Audit or IE No Audit or IE 

£25,001 - £500,000 IE IE 

£500,001 - £1,000,000   IE* Audit 

Above £1,000,000 Audit Audit 

 

Note 1*– Assuming gross assets are less than £3,260,000 

Note 2 – Above £250,000 the IE must be carried out by a qualified accountant (this has not changed, 

though the range of accountancy qualifications accepted has been expanded). 
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What about a charity that is also a company? 

Charitable companies must follow company law in addition to charity law. A company must also 

qualify as ‘small’ under relevant company law. The current qualification criterion for a small 

company is that: 

Two of the following three limits must be met, for the current year and the preceding year (the ‘two 

year rule’). A company may also be treated as ‘small’ if it qualified as small in the preceding financial 

year and two of the three criteria are met for either the current or the preceding year. 

• Turnover less than £6.5m; 

• Balance sheet total (gross assets comprising fixed and current assets) of not more than 

£3.26m; 

• Number of employees not more than 50 

Also if at least 10% of shareholders continue to wish it, the charitable company must have an audit. 

What about CIOs? 

The new rules apply also to charitable incorporated organisations (CIOs). 

What are the main differences between an audit and an IE? 

Both types of scrutiny give assurance by providing an opinion on a written report to the trustees. An 

audit provides a higher level of assurance whilst an independent examination gives more limited 

assurance. 

An audit involves the verification of transactions and balances to ensure that the report and 

accounts can be relied upon by readers. An audit report states that the accounts show a ‘true and 

fair’ view of the organisation’s financial position and performance.   

An independent examination follows Charity Commission specified set instructions and involves a 

review of the accounting records and checks to ensure that the accounts have been properly 

prepared from those records. The examiner may also sometimes prepare the accounts from the 

accounting records, so this step may be unnecessary. The examiner will also review the accounts and 

consider any unusual items or points that should be included in the notes. The examiner will check 

the records back to original (source) documents such as invoices typically only where there is a query 

or discrepancy.  

The examination is not an audit and an independent examination report provides ‘negative 

assurance’ in stating that nothing has come to the examiner’s attention to suggest that accounting 

records have not been properly kept and that the accounts have been prepared to comply with 

accounting requirements. Further information about independent examination can be found on the 

Charity Commission’s website < http://tinyurl.com/offc4lj > (please note this guidance does not yet 

reflect the changes in audit threshold but is otherwise still valid). 

The differing level of scrutiny and assurance provided by audit and examination processes is typically 

reflected in the associated costs. An audit is generally much more expensive than an IE.   
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What do charities need to think about? 

Scrutiny of the accounts and financial records is an important element of your governance 

arrangements and trustees will need to carefully consider any changes. In doing this, some questions 

that might be appropriate may include the following: 

• Do we meet the new criteria to qualify for an IE instead of an audit? 

• Do we need the level of assurance provided by the audit process? 

• Do our funders and stakeholders need the assurance provided by the audit process? 

• Does our governing documentation currently require us to have an audit? (this can often be 

changed) 

• Do any other benefits arising from the audit process otherwise justify the extra cost incurred 

in having an audit instead of an IE?  

Can we still have an audit if we want? 

Yes indeed – and there may be some cases where an audit is still needed. For example:  

• Funders or banks may require your accounts to be audited. You must check relevant funding 

agreements and speak to your funders to confirm the position if you are thinking of 

changing. 

• Your governing documentation may state that an ‘audit’ must be carried out. This is more 

common in older governing documents. If so, in many cases, you can, if you wish, get the 

wording updated to remove this requirement – enabling you to then opt for an IE instead of 

an audit. 

• There are also specific types of charity such as NHS charities or Registered Social Landlords 

(RSLs) that are required by other legislation to have an audit. 

How can WYCAS help? 

WYCAS does not carry out audit but is able to carry our accounts preparation and/or Independent 

Examinations for charities with income up to the new threshold of £1,000,000.  

If you are able, and choose to take advantage of the change in audit threshold and would like a 

quote for an Independent Examination or would just simply like some further details about the 

change, please contact us (and speak to Simon Bostrom). 

 


