Appendix 1. Glossary of terms

This glossary provides information on terms used in this SORP and also
includes terms that originate from, and are set out in FRS 102. If a term is not
specifically set out in this glossary, users should refer to FRS 102.

Accounting estimates are monetary amounts in the accounts that are subject to
measurement uncertainty.

Accounts is a term used in the SORP to refer to the statement of financial activities
(SoFA),income and expenditure account (where produced or required by company
law), balance sheet and statement of cash flows and notes.

Accruals accounts record the income and expenditure of the charity and the
increase or reduction in its assets and liabilities. All income and charges relating to
the reporting period to which the accounts relate must be taken into account without
regard to the date of payment or receipt. Accruals accounts are compiled on a ‘true
and fair’ basis in accordance with accounting standards and the SORP.

Activity classification of costs is the method of identifying the total cost of an
activity, including both direct and indirect costs. An activity is a project, programme of
work or activity that furthers one or more of a charity’s purposes, or an activity
undertaken to raise funds for the charity.

The SORP identifies three high-level activities for charities preparing accruals
accounts: expenditure on raising funds, expenditure on charitable activities and other
expenditure.

Amortisation is an accounting term referring to the systematic allocation of the
depreciable amount of an asset over its useful life. An example would be a right to
patent royalties for a set period of time; the value of this right declines in accordance
with the fall in future benefits receivable.

Asset is a present economic resource controlled by the entity as a result of past
events.

Associate is an entity over which the investing charity has significant influence, but it
is neither a subsidiary nor an interest in a joint venture.

Audit when referred to in the SORP is the statutory requirement under charity law
for an audit of the charity or the group where the charity’s or group’s gross income
and/or assets exceed the relevant threshold. The audit threshold is set by charity law
on the basis of the income received in the reporting period and the total assets held



at the end of the year.

Balance sheet (also known as a statement of financial position) is a statement of the
assets, liabilities, funds and equity (where relevant) of the charity (the funds of the
charity may also be known as the residual interest) at the end of the reporting period
(financial year).

Branch is used in this SORP to describe a charity’s administrative arrangements
whereby its internal operating structure is arranged according to function, location or
other factor designed to facilitate its administration. SORP module 25 ‘Branches,
linked or connected charities and joint arrangements’ provides further information on
what constitutes a branch.

Capital is the charity law term used by the SORP for resources received by the
charity which the trustees are either legally required to invest or retain and use for the
charity’s purposes. Capital is the term applied to permanent endowment where the
trustees have no power to convert it into income and apply or spend it; the term also
applies to expendable endowment where the trustees do have this power.

Charitable companies (company charities) are those charities established under
company law for exclusively charitable purposes. The reference to company law is the
law as it applies in England and Wales, Scotland, Northern Ireland and the Republic
of Ireland. A feature of charitable companies is that of dual registration with the
regulator for companies and the charity regulator. Both company law and charity law
apply to the annual reporting requirements of a charitable company.

Charity is any institution established for purposes which are exclusively charitable in
the law applying in England and Wales, Scotland, Northern Ireland or the Republic of
Ireland. A charity includes all those activities, administrative branches and funds
falling within the scope of a single governing instrument or for which the trustees are
otherwise legally liable to account. The reference to a single governing instrument
includes a situation where instruments are supplemental to the main instrument apply.

Charity trustees are the people who under the governing document are responsible
for the general control and management and administration of the reporting charity.
Charity trustees are those defined in section 177 of the Charities Act 2011, section
106 of the Charities and Trustee Investment (Scotland) Act 2005, section 180 of the
Charities Act (Northern Ireland) 2008 or Part 1 of the Charities Act 2009 (Republic of
Ireland). In the charity’s governing document trustees may be called trustees,
committee members, governors or directors, or they may be referred to by some
other title. In the case of a company charity it is the directors who are the charity
trustees. Trustees may be individuals or a corporate body.

Combined financial statements (aggregated accounts) are accounts prepared by
the reporting charity which aggregate the assets and liabilities and income and
expenses of one or more connected charities with the financial performance of the



reporting entity itself. The combined accounts provide a ‘true and fair’ view of all of the
charities controlled and administered by the trustees of the reporting charity.

Commencement date (of a lease) is the date on which a lessor makes an
underlying asset available for use by a lessee.

Common deposit funds (CDFs) are collective investment schemes that are
authorised to accept deposits and are for charity investors only. They are investment
vehicles that pool deposits and provide diversification to reduce risk, and are tax
efficient, cost effective and administratively simple. They are deemed by law to be
charities themselves, and enjoy the same tax status as other charities.

Common investment funds (CIFs) are collective investment schemes that are
similar to authorised unit trusts and are for charity investors only. They are investment
vehicles that provide diversification to reduce risk, and are tax efficient, cost effective
and administratively simple. They are deemed by law to be charities themselves, and
enjoy the same tax status as other charities.

Consideration is the term for the resources used to settle a transaction or the making
of a payment in cash or kind.

Consolidated accounts is an accounting term for the accounts (financial statements)
of a parent and its subsidiaries presented as those of a single reporting entity.

Contract asset is a charity’s right to consideration in exchange for goods or services
that the charity has transferred to a customer when that right is conditional on
something other than the passage of time (eg the charity’s future performance).

Constructive obligations is an accounting term for obligations that derive from
actions where:

e through an established pattern of past practice, published policies or a
sufficiently specific current statement, the reporting charity has indicated to
other parties that it will accept certain responsibilities; and

e as aresult, the charity has created a valid expectation on the part of those
other parties that it will discharge those responsibilities

Contingent asset is an accounting term for a possible asset that arises from past
events. Its existence will be confirmed only by the occurrence or non-occurrence of
one or more uncertain future events not wholly within the entity’s control.

Contingent liability is an accounting term for either:

e a possible obligation that arises from past events where its existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain
future events not wholly within the entity’s control; or



e a present obligation that arises from past events but is not recognised in the
accounts — either because it is not probable that a transfer of economic
benefits will be required to settle the obligation, or because the amount of the
obligation cannot be measured with sufficient reliability

Contract is an agreement between two or more parties that creates enforceable
rights and obligations.

Contract income is income received by a charity for the purpose of providing the
goods or services under the terms of a legal contract. It is important that trustees
establish from the outset whether the receipt of income is subject to a legally binding
contract for the supply of goods or services.

Indicators of a contract for the supply of services are:

e the payer, rather than the recipient charity, has taken the lead in identifying the
services to be provided; and/or

e the arrangement provides for damages to be paid in the case of a breach of
its terms, rather than, for example, for total or partial refund of the payment
made

If there is no contract, the rights and obligations of the parties will depend primarily on
the law of trusts and conditional gifts, rather than on the law of contract.. A contractual
payment to the charity will normally be unrestricted income of the charity.

Control (of an entity) is the power to govern the financial and operating policies of an
entity in order to obtain benefits from its activities. For example, a charity may
exercise control over a subsidiary in order to raise funds for the charity through
trading activities or as a vehicle to carry out certain of the charity’s purposes.

De facto trustee is a person who has not been validly appointed as a trustee but is
acting as the trustee of the charity and is exercising the functions that could only be
properly discharged by a trustee. This may have come about due to an error,
omission or oversight in the appointment process of that trustee. A trustee who is a de
facto trustee of a company charity may alternatively be known as a de facto director.

Deferred income consists of resources received by a charity that do not meet the
criteria for recognition as income in the statement of financial activities (SoFA)
because entitlement to the income does not exist at the balance sheet date. Deferred
income is not recognised in the SoFA until the charity is entitled to the income.
Instead, deferred income is disclosed as a liability in the balance sheet.

Defined benefit pension scheme (sometimes known as a final salary pension
scheme) is a pension or other retirement benefit scheme other than a defined
contribution scheme. Usually, the scheme rules define the benefits independently of
the contributions payable, and the benefits paid are not directly related to the
investments of the scheme.



Defined contribution pension scheme is a retirement benefit plan under which an
entity pays fixed contributions into a separate entity (a fund), and has no legal or
constructive obligations to pay further contributions or to make direct benefit
payments to employees if the fund does not have sufficient assets to pay all
employee benefits relating to employee service in the current and prior periods.

Derivatives are defined in FRS 102 as a financial instrument which in summary has
all three of the following characteristics: its value changes in response to a change in
the underlying variable, it requires no initial net investment or an initial net investment
smaller than would otherwise be expected, and it is settled at a future date. In their
simplest form, derivatives can be used to reduce the cost and/or risk associated with
holding or acquiring assets. Examples include ‘fixing’ an interest rate on a loan for an
agreed rate over a fixed time period, or agreeing a future value of foreign exchange
for settlement at an agreed date at an agreed exchange rate.

Designated fund is a portion of the unrestricted funds of the reporting charity that
has been set aside for a particular purpose by the trustees. For example, the value of
functional fixed assets used to further the charity’s purposes may be identified as a
separate designated fund. Designated funds continue to count as part of the
unrestricted funds of the charity, but the trustees may choose to exclude designated
funds from the calculation of the charity’s reserves.

Donations comprise gifts that will not provide any economic return to the donor other
than the knowledge that someone will benefit from the donation. Income from
donations includes gifts that must be spent on specific charitable purposes (i.e.
restricted income funds) or given to be held as endowment funds. Donations will
include gifts in kind and donated services.

Donations, for accounting presentation purposes, exclude any gifts such as
performance-related grants where entitlement is dependent on the performance of a
particular level of service or units of output being delivered.

Economic benefits refers to the value derived from an asset in terms of cash flows
generated, its cash flow generating capacity, or the service potential created, or costs
saved or avoided by having control over the asset.

Economic resource is a right that has the potential to produce economic benefits.

Employee benefits are all forms of consideration paid by a charity in exchange for
the service rendered by employees, including trustees (who are also employees), and
include all remuneration, salary, benefits, profit- sharing and bonuses, employer’s
pension contributions and any termination payments made. For employers with
employee members of a defined benefit pension scheme, employee benefits include
the change in the net defined benefit liability arising from employee service rendered
during the reporting period and the cost of plan introductions, benefit changes,
curtailments and settlements.



Endowment funds are resources received by the charity that represent capital. A
feature of endowment funds is that charity law requires the trustees to invest it or to
retain and use it for the charity’s purposes. The term endowment applies to
permanent endowment, where the trustees have no power to convert it into income
and apply it, and to expendable endowment where the trustees do have this power.

Ex gratia payments are payments made at the discretion of trustees and not as a
result of a contract or other legal obligation.

Ex gratia is where the trustees:

e Dbelieve that they are under a moral obligation to make the payment; but
e do not have the power to make the payment
In addition, the trustees must not:

e be able to justify the payment as being in the interests of the charity; or

e be under any legal obligation to make the payment

Fair value is an accounting term for the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants at
the measurement date.

For the purposes of applying the lessor accounting requirements in Module 10B and
Section 20 of FRS 102, fair value is the amount for which an asset could be
exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s
length transaction.

For traded securities in which there is an established market, the fair value is the
value of the security quoted in the London Stock Exchange’s Daily Official List or
equivalent. For other assets where there is no market price on a traded market, it is
the trustees’ or valuer’s best estimate of fair value. In these circumstances, fair value
measurement aims to estimate an exchange price for the asset or liability being
measured in the absence of an actual transaction for that asset or liability.

In the absence of any specific guidance in this SORP or in the relevant section of
FRS 102, the guidance in Section 2A Fari Value Measurement shall be used in
determining fair value.

Finance lease is a lease that transfers substantially all the risks and rewards
incidental to ownership of an asset. Title may or may not eventually be transferred. A
lease that is not a finance lease is an operating lease.

Financial instrument is a contract that gives rise to a financial asset of one entity
and a financial liability or equity instrument of another entity.

Financial statement is a term used in FRS 102 to describe the accounts.



Fundraising costs consist of three categories:

e costs of generating donations

e fundraising trading costs, which are the costs of trading to raise funds and
include the cost of goods sold and any other costs associated with a trading
operation

e investment management costs

Funds is a term for the money and other assets held on trust or as corporate
property.

General volunteer is a term used in the SORP for a person who is giving
unremunerated assistance to the charity of any kind other than assistance which is
related to their trade or profession.

Governance costs are the costs associated with the governance arrangements of
the charity. These costs will normally include internal and external audit, legal advice
for trustees and costs associated with constitutional and statutory requirements, for
example the cost of trustee meetings and preparing statutory accounts.

Governing document means any document that sets out the charity’s purposes for
the public benefit and how it is to operate. It may be a trust deed, constitution,
memorandum and articles of association, scheme of the Commission, Act of
Parliament, Royal Charter, conveyance or will.

Government means government, government agencies and similar bodies whether
local, national or international.

Government grants represent the assistance by government in the form of a transfer
of resources to a charity in return for past or future compliance with specified
conditions relating to the operating activities of the charity (or its subsidiary).

Grant income is any voluntary income received by the charity (or other transfer of
property) from a person or institution. The income or transfer may be for the general
purposes of the charity, or for a specific purpose. It may be unconditional or be
subject to conditions which, if not satisfied by the recipient charity, may lead to the
property acquired with the aid of the grant or part of it, being reclaimed by the grant-
maker.

Entitlement to grant income may be subject to performance conditions and is
recognised as the performance conditions are met.

Grant payments are any voluntary payments (or other transfer of property) in favour
of a person or institution made by a charity in furtherance of its charitable purposes.
The payment or transfer may be for the general purposes of the recipient, or for some
specific purpose such as the supply of a particular service. It may be unconditional, or



be subject to conditions which, if not satisfied by the recipient, may lead to the grant,
or property acquired with the aid of the grant or part of it, being reclaimed by the
charity.

A charity may make a performance-related grant, in which case it recognises its
liability, as the goods or services specified in the grant terms are provided by the
recipient.

Gross income is a term defined in charity law and is used to determine the
thresholds governing the requirements for accounts’ scrutiny, the preparation of
accruals accounts by non-company charities, submission of reports and accounts and
any annual return to the charity regulator.

The definition of gross income may vary by jurisdiction. In relation to consolidated
accounts, gross income is the gross income of the group after any adjustments
arising from consolidation (e.g. intra-group sales).

Group is a parent and all its subsidiaries.
Group accounts is an alternative term for consolidated accounts.

Heritage assets are tangible and intangible assets with historic, artistic, scientific,
technological, geophysical or environmental qualities that are held and maintained
principally for their contribution to knowledge and culture.

Holding trustees have no power to make management decisions and can only act on
the lawful instructions of the charity trustees regarding the property they hold on
behalf of the charity.

Impact reporting is the term used in this SORP to describe the difference a charity’s
work has made to the circumstances of its beneficiaries and, if practicable, any wider
benefits to society as a whole.

Inalienable asset is an asset held by a charity which it must retain indefinitely.
Inalienable assets have all of the following characteristics:

e the asset is retained indefinitely for a charity’s own use and benefit to further
its charitable purposes

¢ the charity is effectively prohibited from disposing of the asset without external
consent

e the asset, by its nature, will belong to a charity’s restricted funds and,
depending on the trusts attached to the asset, may be part of the permanent
endowment

Disposal without external consent could be prohibited by the charity’s governing
document, the donor’s imposed conditions or in some other way. Normally, the asset
will belong to the charity’s permanent endowment, where it is held on trusts that
contemplate its retention and continuing use but not its disposal.



However, in the case of a gift in kind of a wasting asset, such as a building, a long
lease or a non- durable artefact, the terms of trust may not have provided for its
maintenance in perpetuity or its replacement. The asset will be expended to the
extent of the aggregate amount of its depreciation or amortisation, properly provided
for in the annual accounts (i.e. based on its useful life).

Intangible asset is an accounting term for an identifiable non-monetary asset without
physical substance. Such an asset is identifiable when:

e itis separable, i.e. is capable of being separated or divided from the entity and
sold, transferred, licensed, rented or exchanged, either individually or together
with a related contract, asset or liability; or

e it arises from contractual or other legal rights, regardless of whether those
rights are transferable or separable from the entity or from other rights and
obligations

For the purposes of this definition, an asset is a resource controlled by the entity as a
result of past events and from which future economic benefits are expected to flow to
the entity.

Interest rate implicit in the lease is the rate of interest that causes the present
value of the lease payments and the unguaranteed residual value, to equal the sum
of the fair value of the underlying asset and any initial indirect costs of the lessor.

Investment management costs include the costs of:

e portfolio management
e Obtaining investment advice
e administration of the investments

e rent collection, property repairs and maintenance charges relating to
investment properties
Investment property is an accounting term for property (land, a building and/or part
of a building) that is held to earn rental income or for capital appreciation, or both,
rather than for:

e use by the charity as functional property to further the charity’s charitable
purposes

e use in the production or supply of goods or services or for administrative
purposes

e sale in the ordinary course of business

Key management personnel is a term used by FRS 102 for those persons having
authority and responsibility for planning, directing and controlling the activities of the
charity, directly or indirectly, including any director (whether executive or otherwise) of
the charity. This definition includes trustees and those members of staff who are the
senior management personnel to whom the trustees have delegated significant



authority or responsibility in the day-to-day running of the charity.

Lease is a contract, or part of a contract, that conveys the right to use an asset (the
underlying asset) for a period of time in exchange for consideration.

Lease liability is the liability recognised at the commencement date by a lessee,
measured at the present value of the lease payments that are not paid at that date
discounted using the interest rate applicable to that lease.

Lease term is the aggregate of:

a) the non-cancellable period of a lease;

b) periods covered by an option to extend the lease if the lessee is
reasonably certain to exercise that option; and

C) periods covered by an option to terminate the lease if the lessee is
reasonably certain not to exercise that option

Liability is an accounting term for a present obligation of the entity to transfer an
economic resource as a result of past events.

It includes an obligation of an entity to transfer economic benefits that results from a
duty or responsibility obligating the entity either legally or practically (a constructive
obligation), because it would be financially or otherwise operationally damaging to the
entity not to discharge the duty or responsibility.

A moral obligation does not create a liability unless it meets the definition of a liability
or the definition of a constructive obligation.

For the purposes of Sections 21 and 22 of FRS 102, a liability is a present obligation
of the entity arising from past events, the settlement of which is expected to result in
an outflow from the entity of resources embodying economic benefits.

Licence agreement is a term used by this SORP to describe an arrangement that
allows temporary (a period of 12 months or less), non-exclusive use of an asset.
Refer to paragraph 10B.8 for more information.

Low value asset is where in a lease arrangement, the underlying asset is
considered to be of low underlying value on an absolute basis, regardless of whether
such leases would be material to the lessee. The value of lease payments has no
bearing on the assessment of whether an underlying asset is of low value.

Market participants Buyers and sellers in the principal (or most advantageous)
market for the asset or liability that have all of the following characteristics:
(a) they are independent of each other, that is they are not related parties;

(b) they are knowledgeable, having a reasonable understanding about the
asset or liability and the transaction using all available information;



(c) they are able to enter into a transaction for the asset or liability; and

(d) they are willing to enter into a transaction for the asset or liability, that is,
they are motivated but not forced or otherwise compelled to do so

Material or materiality is an accounting test of what elements of information should
be given in a particular set of accounts (financial statements).

Information is material if omitting, misstating or obscuring it could reasonably be
expected to influence decisions that the users of general purpose financial
statements make on the basis of those financial statements, which provide financial
information about a specific reporting entity.

Immaterial information will need to be excluded to avoid clutter that impairs the ability
to understand other information provided. Materiality is not capable of general
mathematical definition, as it has both qualitative and quantitative aspects.

Materiality is identified from a combination of factors, rather than any one in particular.
The principal factors normally taken into account are:

e the item’s size judged in the context of the accounts as a whole and the other
information available to users that would affect their evaluation of the
accounts (this includes, for example, considering how the item affects the
evaluation of trends and similar considerations)

e the item’s nature in relation to:
e the transactions or other events giving rise to it

e the legality, sensitivity, normality and potential consequences of the
event or transaction

e the identity of the parties involved
e the particular headings and disclosures that are affected

If there are two or more similar items, the materiality of the items in aggregate as well
as of the items individually needs to be considered.

Decisions about whether an item is material or not will be made at the time of
preparing the accounts. The trustees are ultimately responsible for the preparation of
the charity’s accounts. This process may result in different materiality considerations
being applied, depending on which aspect of the accounts is being considered. For
example, there is a requirement for a high degree of accuracy in the case of certain
disclosures such as trustees’ remuneration and expenses, which will override normal
materiality considerations.

Measurement is the process of determining the monetary amounts at which the
elements in the accounts are to be recognised and carried in the Balance Sheet
(statement of financial position) and Statement of Financial Activities (statement of
comprehensive income).



Non-company charity is any charity that has not been established as a company
charity under company law. Non-company charities include unincorporated trusts or
associations, charitable incorporated organisations and charities established by Royal
Charter.

Onerous contract is a contract in which the unavoidable costs of meeting the
obligations under the contract exceed the economic benefits expected under the
contract.

Operating lease is a lease that does not transfer substantially all the risks and
rewards incidental to ownership. A lease that is not an operating lease is a finance
lease.

Parent is an entity that has one or more subsidiaries.

Peppercorn arrangement — in this SORP such arrangements are considered to
have the legal form of a lease, but with nil or nominal consideration and are unlikely
to meet the FRS 102 definition of a lease but are considered therefore to be a form
of non-exchange transaction.

Performance-related condition (in respect of funding commitments, government
grants and other non-exchange transactions) are follows:

A condition under which entitlement to resources is conditional on the performance
of:

(a) a specified activity; or

(b) a particular level of service or units of output to be delivered

Pooling scheme is a class of Common Investment Fund that provides for the pooling
of investments belonging to two or more charities (which may be special trusts) that
are administered by the same trustee body as the body managing the pooling
scheme. Such schemes are referred to as ‘pool charities’.

Provision is an accounting term for a liability of uncertain timing or amount. For the
purposes of this definition, a liability is a present obligation of the entity arising from
past events, the settlement of which is expected to result in an outflow from the entity
of resources embodying economic benefits.

Public benefit entity is defined by FRS 102 as: ‘an entity whose primary objective is
to provide goods or services for the general public, community or social benefit and
where any equity is provided with a view to supporting the entity’s primary objectives
rather than with a view to providing a financial return to equity providers, shareholders
or members’. Charities are one type of public benefit entity.

Recognition is the process of capturing in the financial statements an item that
meets the definition of one of the elements of financial statements: assets, liabilities,



equity, income or expenses. Recognition involves depicting the item in one of those
statements - either alone or in aggregation with other items - in words and by a
monetary amount, and including that amount in one or more totals in the statement.

Related parties is a term used by the SORP that combines the requirements of
charity law, company law and the Financial Reporting Standard applicable in the UK
and the Republic of Ireland. The term is used to identify those persons or entities that
are closely connected to the reporting charity or its trustees.

The following ‘natural persons’ are classed as related parties:
A. any charity trustee and trustee for a charity

B. a person who is the donor of any land to the charity (whether the gift was
made on or after the establishment of the charity)

C. any person who is:

1. a child, parent, grandchild, grandparent, brother or sister of any such
trustee (A) or donor (B) of land

2. an officer, agent or a member of the key management personnel of
the charity

3. the spouse or civil partner of any of the above persons (A, B, C1 and
C2)

4. carrying on business in partnership with any of the above persons (A,
B, C1, C2 and C3)

5. a person, or a close member of that person’s family, who has control
or joint control over the reporting charity

6. a person, or a close member of that person’s family, who has
significant influence over the reporting charity

‘Close member of a person’s family’ refers to:

e that person’s children or spouse
e the children or stepchildren of that person’s spouse or domestic partner
e dependants of that person

e that person’s domestic partner who lives with them as husband or wife or in
an equivalent same-sex relationship

A charity is not necessarily related to another charity simply because a particular
person happens to be a trustee of both. For example, it will be ‘related’ if the
relationship means that one charity, in furthering its charitable purposes , is under the
direction or control of the trustees of another charity.



The following entities, which are not ‘natural persons’, are classed as related parties
of a reporting entity (including a reporting charity) if any of the following conditions

apply:

e the entity and the reporting charity are members of the same group (which
means that each parent, subsidiary and fellow subsidiary is related to the
others)

e oOne entity is an associate or joint venture of the other entity (or a member of
the group in which the other entity is the parent or a member)

e both entities are joint ventures of the same third entity

e oOne entity is a joint venture of a third entity, and the other entity is an associate
of the third entity

e the entity is a post-employment benefit plan for the benefit of employees of
either the reporting entity or an entity related to the reporting entity

e the reporting charity provides/receives key management personnel services
to/from the entity

e an entity that is controlled or jointly controlled by a person, or two or more
persons, identified in A, B or C

e an entity in which a person, or two or more such persons, identified in A, B or
C, taken together, have a substantial interest or significant influence over the
entity
Control is presumed to exist when one or more persons identified in A, B or C, taken
alone or together, hold directly or indirectly, more than half the voting power of an
entity. However, control can also exist when they, directly or indirectly, control half or
less than half of the voting power of an entity, if they have:

e power over more than half of the voting rights by virtue of agreement with
other investors

e the power to govern the financial and operating policies of the entity under a
statute or an agreement

e the power to appoint or remove the majority of the members of the board of
directors or equivalent governing body, and control of the entity is by that
board or body

¢ the power to cast the majority of votes at the meetings of the board of
directors or equivalent governing body, and control of the entity is by that
board or body

An individual has a substantial interest or significant influence in an entity where that
person, or two or more persons identified in A, B or C, taken together, have an
interest in the equity share capital of that entity of a nominal value of more than one-
fifth of that share capital, or is entitled to exercise, or control the exercise of, more
than one-fifth of the voting power at any general meeting of that entity.



Related party transactions are the transfer of resources, services or obligations
between a reporting charity and related parties, regardless of whether a price is
charged.

Reporting charity is the charity preparing and filing the statutory annual report and
accounts (financial statements) for itself and one or more connected (Scotland) or
linked (England and Wales) charities or subsidiaries that it controls. The accounts of
the reporting charity will combine any restricted funds or connected or linked
charities administered by the reporting charity. The accounts of the reporting charity
will be consolidated where they include one or more subsidiaries.

Reporting date is the last date of the charity’s reporting period (its financial year).

Reporting period is the accounting period (financial year) for the reporting charity.
The reporting period, which is normally 12 months long, is the period of time over
which the transactions of the charity are measured and reported in the accounts
(financial statements).

Reserves - In this SORP the term “reserves” (unless otherwise indicated) describes
that part of a charity’s income funds that is freely available to spend on any of the
charity's purposes.

The starting point for calculating reserves is the amount of unrestricted funds held by
a charity. However, some or all of the unrestricted funds may not be readily available
for spending and may need to be excluded. For example:

e Fixed assets, such as land and buildings, used to carry out the charity’s
activities

e Investments for the purpose of achieving the charity’s purposes

e Designated funds if committed for spending

e Commitments that have not been provided for as a liability in the accounts

This definition of reserves normally excludes:

e permanent endowment funds
e expendable endowment funds; and
e restricted funds

However, you may need to consider:

e where restricted funds are held, the nature of the restriction, as such funds
may reduce the need for reserves in particular areas of the charity’s work

e whether expendable endowment is readily available for spending

e the impact on reserves of having a pension provision, a long-term mortgage
or a revaluation reserve in the charity’s accounts

Restricted funds may be either endowment or restricted income funds, depending
on the nature of the restriction. Where the fund is not an endowment fund and is held



on trust for spending on specific purposes, it is known as a restricted income
fund.The resources (the assets and liabilities) of each restricted fund are held and
maintained separately from other funds. This is in recognition of the circumstances in
which the resources were originally received, and/or the restrictions on that fund that
determine the way those resources are subsequently to be treated.

Right- of- use asset is an asset that represents a lessee’s right to use an underlying
asset for the lease term.

Service potential is the capacity to provide services that contribute to achieving a
charity’s purposes. Service potential enables a charity to achieve its objectives
without necessarily generating net cash inflows.

Short-term lease is a lease that, at the commencement date, has a lease term of 12
months or less. A lease that contains a purchase option is not a short-term lease.

Significant activities are the activities that the trustees consider to be the main or
the most important activities undertaken to further the charity’s purposes in the
reporting period.

Social investment is a class of assets that comprises investments undertaken for
both a financial return and to further the investing charity’s purposes.

Social donation lease is a lease that contains a non-exchange component. A social
lease is one where the lessor chooses to accept lower rent for the philanthropic
intention of providing a benefit to a public benefit entity.

Social lotteries are lotteries that are permitted by the law of the jurisdiction(s) in
which the charity is fundraising and are not operated for private or commercial gain
for a non-charitable purpose. The regulations applying to social lotteries normally
have limitations on the amount of money that can be raised through the sale of
tickets, and/or have specific requirements for registration or licensing. They may also
set limits on the size of the prize or prize fund.

Special purpose entity is a term referring to a corporation, trust, partnership or
unincorporated entity established by the charity (the sponsor) or on its behalf to
achieve a narrow, well-defined objective. A feature of a special purpose entity is that
its managing board has only limited decision-making powers: the entity is, in
substance, controlled by the sponsor.

Special trust as defined in section 353 of the Charities Act 2011 (charities
registered in England and Wales only) is property that ‘is held and administered by
or on behalf of a charity for any special purposes of the charity, and is so held or
administered on separate trusts relating only to that property’. Whether registered or
not, a distinguishing feature of special trusts is that they do not file a separate
trustees’ annual report and accounts. Instead, a reporting charity combines within its
annual report and accounts the results of the special trusts it holds or administers as



a component of the restricted funds it reports.

Statement of financial activities (SoFA), analogous to a statement of
comprehensive income, shows the income, the expenditure, gains and losses, and
transfers between restricted funds/unrestricted funds during the reporting period (the
financial year). The statement reconciles total funds brought-forward and total funds
carried forward at the end of the financial year.

Stock (also known as inventories) is assets which are:

e held for sale in the ordinary course of business
e in the process of production for sale

¢ in the form of materials or supplies to be consumed in the production process
or in the rendering or providing of services

Subsidiary is an entity that is controlled by another entity (known as the parent).

Support costs are costs incurred to facilitate an activity. Unlike direct costs, which
result directly from undertaking the activity, support costs do not change directly as a
result of the activity undertaken. Support costs include the central or regional office
functions, such as governance, general management, payroll administration,
budgeting and accounting, information technology, human resources and finance.

Total return is an approach to investment management that allows trustees to
manage investments without the need to take account of whether the return is income
(dividends, interest, etc.) or capital gains (and losses). Refer to the SORP module
‘Total return (investments)’ for more information.

Trading is an activity which has the ‘badges of trade’ that have been established by
the courts. These are: profit-seeking motive; existing trade connections (linked or
connected trading activity); repetition; method of finance (borrowing); interval between
purchase and sale; selling organisation; method of acquisition (purchased for sale);
operations pending sale (making it fit for sale); and the nature of the asset.

Trustees has the same meaning as charity trustees.

Unrestricted fund is a legal term for the unexpended resources held by a charity on
trust, comprising money and other assets that can be used for any of the charitable
purposes of the charity. The use of unrestricted funds is not restricted to any specific
charitable purpose of the charity.

Underlying asset is an asset that is the subject of a lease, for which the right to use
that asset has been provided by a lessor to a lessee.

Unrestricted funds are funds which can be spend for any charitable purpose. They
are unrestricted in their use.



