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The Committee of Public Accounts is appointed under Standing Order No. 148 viz:

Committee of Public Accounts

148.— (1) There shall be a select committee to be called the Committee of Public Accounts
for the examination of the accounts showing the appropriation of the sums granted by Parliament
to meet the public expenditure, and of such other accounts laid before Parliament as the
committee may think fit, to consist of not more than fifteen Members, of whom four shall be a
quorum. The Committee shall have the power to send for persons, papers and records, to report
from time to time, and to adjourn form place to place.

(2)  Unless the House otherwise orders, each Member nominated to the committee
shall continue to be a member of it for the remainder of the Parliament.

(3) The committee shall have power to communicate to any committee appointed
under Standing Order No. 152 (Select committees related to government departments) such
evidence as it may have received from the National Audit Office (having been agreed between
the Office and the government department or departments concerned) but which has not been
reported to the House.

28" October 1997

Ordered, That Standing Order No. 148 (Committee of Public Accounts) be amended,
in line 7 [line 4 of this text], by leaving out the word “fifteen” and inserting the word “sixteen”.

The following is a list of Members of the Committee at its nomination on 235 July 1997.
The date of any later nomination, discharge or other change is shown in brackets.

Rt Hon David Davis (elected Chairman 30 July 1997)
Mr Alan Campbell

Mr Geoffrey Clifton-Brown

Mr Ian Davidson

Mr Geraint Davies

Ms Mana Eagle

Ms Jane Griffiths

Mr Phil Hope

Mr Christopher Leslie

Mr Andrew Love

Rt Hon Robert Maclennan

Ms Dawn Primarolo fadded 30.10.97)

Mr Richard Page

Mr Charles Wardle

Mr Dafydd Wigley (discharged 16.12.97)
Rt Hon Alan Williams

The cost of printing and publishing this Report is estimated by The Siationery Office at £2,100.
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TWENTY-EIGHTH REPORT

The Committee of Public Accounts has agreed to the following Report:—

CHARITY COMMISSION: REGULATION AND SUPPORT OF CHARITIES

INTRODUCTION AND SUMMARY OF CONCLUSIONS RECOMMENDATIONS

1. Charities have an important role in the nation’s economic and social well being. The
184,000 registered charities have an annual total income of around £16 billion and assets
of some £35 billion. Charities increasingly help to provide public services, and more than
a mlr?_utt: (‘.;hﬂ.ﬁt}’ income arises from contracts with government, government grants and
tax reliets.

2. The Charity Commission supports and supervises charities in England and Wales and
its activities include the maintenance of a register of charities, the monitoring of charities
and the provision of advice. It has extensive powers to safeguard resources for
beneficiaries and to investigate suspected charity fraud and maladministration.?

3. Previous Committees of Public Accounts have examined and reported on the Charity
Commission’s monitoring and control of charities in England and Wales on two previous
occasions in 1988 and 1991." In the first of these reports, the Committee expressed concern
about the Commission’s failure to undertake effective monitoring of charities. In the
second report, the Committee was particularly concerned about the accuracy of the register
and the low percentage of charities submitting accounts.

4. In December 1997 the Committee took evidence from the Charity Commission on the
basis of a more recent report by the Comptroller and Auditor General on the regulation and
support of charities. Two general conclusions emerged from the examination:

* disappointment at the lack of active management of the Commission’s
responsibilities; and

* worry that the Commission is failing to strike an appropriate balance between its
responsibility for regulating charities and its role in advising them.

5. On the first of these points, we are concerned at the slow progress made in the six
years since our predecessors’ 1991 report, particularly since the Commission now has
much stronger powers of regulation. We do not believe that the new powers are being used
to anything like their full potential, and we consider that the Commission should manage
its affairs more actively. It achieved only half its targets in 1996-97.

6. On the second point, it is our view that the Commission is paying too little attention
to enforcing the accountability of charities, and to the importance of promoting public
confidence in the charitable sector. We note the Chief Commissioner’s emphasis that the
Commission’s original function was to take the place of the Chancery Court in providing
legal services to charities. Clearly, this is still part of its role. However, the Commission
also needs to recognise that its role has evolved and that there is now a strong expectation
in Parliament and among those who make charitable donations that it will maintain an
effective scrutiny of registered charities. We expect them to have regard to this expectation

and act accordingly.

'C&AG's Report (HC 2) para |
? C&AG's Report paras 1.8 and 1.11
* HC 116 of session 1987-88 and HC 85 of Session 1991

* HC 2 of Session1997-98
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7. Our more specific conclusions and recommendations which support the general views
above are as follows:

On management

(i)

The Commission achieved only 8 out of 22 performance targets in 1995-96 and
only half of its targets in 1996-97. We consider that this continued failure to meet
the majority of its existing targets shows a lack of management grip, as does the
failure to realign performance indicators and targets in the light of the Charities’
Act 1993. We urge the Commission to show more drive in exploiting the
opportunities for greater effectiveness which the 1993 legislation provides

(paragraph 17).

on the accuracy of the Commission s register of charities

(i)

(iii)

(1v)

(v)

(vi)

(vii)

The Committee recognises the importance of registration in preventing ineligible
organisations from obtaining charitable status, but consider that the Commission
needs to do more to ensure that charities already on the register continue to merit
registered status. The twenty-eight per cent of charities on the register with no
income, and which are therefore potentially inactive, looks unacceptably high.
We expect the Commission to take steps urgently to identify inactive charities and
remove them from the register (paragraph 26).

It is unacceptable that many charities consistently fail to respond to the
Commission’s requests for information about their activities. In 1996 almost one
quarter of charities failed to provide annual returns and one third failed to provide
annual accounts. We are concerned at the Commission’s failure to develop a
policy for dealing with this lack of co-operation by so many charities. We
consider that it has been too passive (paragraph 27).

Given the public’s reliance on the register for information about charitable
activity, it is unacceptable that by 1997 the Commission had only achieved 76 per
cent accuracy in its register. This falls well short of the 90 per cent target
promised to our predecessors (paragraph 28).

We are concerned that the Commission seems unclear about the appropriate target
for accuracy, and about the likely effectiveness of its planned measures to
improve the register. It should come to a clear conclusion quickly, and set targets
accordingly. It should also make more extensive use of its powers to ensure that
the targets are met (paragraph 29).

It is unsatisfactory that the Commission has not had procedures in place to check
that the prospective trustees of newly registering charities had not previously been
removed from such posts by the Commission or the Courts. We consider that the
Commission should have taken a stronger line in promoting safeguards against
unsuitable trustees. With the new charity database, the Commission now holds
detailed information on charity trustees. -We urge it to make better use of this
information (paragraph 30).

Several public sector organisations may hold information on trustees and potential
trustees which could be of use to the Commission, but the Commission has been
able to agree only one arrangement to receive such information routinely. We
consider that the Commission needs to make stronger efforts to agree similar
arrangements with the other organisations which hold this kind of information

(paragraph 31).
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on the submission of accounts and the monitoring of charities

(viii) Itisdisappointing that the Commission has not met its target to obtain 80 per cent

(ix)

(x)

(xi)

(xii)

of charity accounts. The Commission expects to set more demanding targets for
larger charities’ returns, including a 100 per cent rate for charities with an income
of £250,000 or more; but this is not enough. We urge the Commission to consider
a target of obtaining 100 per cent of accounts from all charities with an income of
£10,000 or more, in line with the legal requirement, and to use its wide ranging
powers to ensure submission (paragraph 40).

Following a re-deployment of resources the 1996-97 target for reviewing
accounts was met. The National Audit Office found, however, that potential
matters for concern were not always being followed up in a timely and thorough
manner. We expect the Commission to attend to this (paragraph 41).

We are concerned at the Commission’s lack of rigour during the testing of its new
monitoring arrangements and its failure to use the material generated about
individual charities. While there is always a need for development work on new
systems, we attach importance to following cases through to a conclusion as part
of a properly conducted trial. We expect the Commission to ensure that the
arrangements now in place comprehensively track potential causes for concern
and confirm that they have been fully investigated (paragraph 42).

We expect the Commission to make effective use of the new integrated
information systems to identify charities at risk and to pursue doubtful cases
vigorously, using where necessary its powers to require charities to respond. For
this to be done effectively, the Commission must have a clear policy for dealing
with charities which consistently ignore its requests for information about their
activities and financial standing (paragraph 43).

We welcome the Commission’s offer of information on the progress which it
expects to make over the next two years in developing an effective monitoring
relationship with charities (paragraph 44).

on support and investigation

(xiii)

(xiv)

(xv)

(xvi)

The Committee is disappointed at the time taken by the Commuission to generate
management information about support work. We expect the Commission to
exploit fully the information now being collected to maximise the impact of the
substantial resources used on charity support (paragraph 57).

The Commission is now exceeding its target for responding within 20 days to
charities” requests for support, but requests which fall outside the target have
previously been accorded low priority. We look to the Commission to monitor
closely the effectiveness of new arrangements for ensuring that both the timeliness
and quality of support work is sustained for all cases (paragraph 58).

Whilst levels of customer satisfaction have improved, we consider that the
Commission needs to demonstrate that it is responding to charities’ suggestions
for improvements in charity support. We therefore recommend that the
Commission should make a senior member of staff responsible for evaluating the
merits of charities’ suggestions and for assessing how they can be implemented

(paragraph 59).

In its monitoring of the impact of support cases, the Commission, in the first three
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months of the operation, had rectified only 17 per cent of cases involving
inefficiency or irregularity. We consider that the Commission needs to set
meaningful targets with the aim of achieving timely results from this important

element of support casework (paragraph 60).

(xvii) Although increased resources have been devoted to investigations, we are
concerned that still only 8 per cent of the Commission’s staff are dedicated to
investigation work. We expect the Commission to review this allocation urgently
in the light of the throughput of investigations and delays, the extra cases which
are likely to arise from better monitoring, and the public perception that this work
is one of the main purposes for which the Charity Commission exists

(paragraph 61).

8. We note the Commission’s views that abuse and administration is a minor problem
in the world of charities. But it is not clear how much evidence there is for this view given
the inaccuracy of the Commission’s register of charities, its inability to secure proper
accounts from many of them, and the relatively low percentage of its resources applied to
monitoring and investigating charities. The Commission is reviewing the use of its
statutory powers at senior level. We expect this review to be completed with a due sense
of urgency, and to be informed of its outcome.

MANAGEMENT

9. The functions and duties of the Charity Commission are set out in the Charities’ Act
1993, which requires the Commission to encourage the efficient and effective use of
charitable resources and to safeguard them for beneficiaries. The Charity Commission’s
overriding aim is to promote public confidence in the charitable sector. *

10. The public relies on the Commission for assurance that the charities to which they
donate money are properly run and effective.® However the Commission suggested to the
Committee that its role is first and foremost to support and promote charities.” The
Commission pointed out that it is explicitly prohibited under the Charities’ Act from
engaging in the administration of a charity, that there is a legal dimension to its role, as
reflected in its origins, as an effective substitute for the former Chancery Court, to provide
legal services for charities, and that the Commission’s relationship with the charitable
sector reflects the independence of charities and the fact that it is for trustees to decide how
to fulfil their charitable objectives.?

11. The Commission spent around £13 million on staff in 1995-96. Of the
Commission’s 600 staff, more than a quarter were employed on charity support work.
Only 8 per cent worked on investigations and a similar number were employed on charity
monitoring. The Commission told the Committee that this was sufficient because the
investigation function was now more sharply targeted, particularly at cases of abuse and
maladministration.”

12. We asked about the balance of resources between the Commission’s main functions
and management. Nearly one third of its staff worked on resource management which
included personnel, training and finance and other areas, such as information systems. The
Commission considered that this balance was also about right, and told the Committee that

*C&AG's Report para 1.8

‘0127

" (s 8990

¥ 0s 94-95

Y CRAG's Report para 1.7 and Figures 8 and 9. Q 94
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snniur_ management was not a large component and was contributing to the Commission’s
effectiveness.'”

13. The (_Zharitics.’ Act 1993 created important new powers and requirements, including
new reporting and accounting arrangements and extra powers for the Commission to use
in investigating charities and safeguarding charitable resources.!" The National Audit
Office found that the Commission had made limited use of some of the powers, although
their potential use was proving an effective lever in the course of some investigations'?; the
Commission had not yet set indicators and targets to reflect the requirements under the
Ac!”, and intended to consider how to enforce the requirements from February 1998, by
which time the first accounts under the new legislation should have been submitted.'*

14. The Commission’s structure was reorganised in 1995 to improve its management,
and a regional operations manager was put in charge of each of the Commission’s three
offices, with an executive director to pull together operations across the Commission
through a management committee.”* Even so, the Commission achieved only eight of 22
performance targets in 1995/96, half of its targets in 1996/97, and expected to meet only
two-thirds of targets in 1997-98, despite the strengthened legislation and the process of
improvement and development which the Commission described in evidence.'"® The
Commission explained that this reflected the range of targets set and the process of
development, for example of the new monitoring function, but it recognised the need to
devote attention to improving performance.'”

15. All registered charities with an annual income or expenditure of over £10,000 are
now statutorily required to submit annual accounts and returns to the Commission, with the
first returns expected from the beginning of 1998."" The Commission has undertaken
considerable investment in new information systems in recent years, including the
development of a new charity database at an estimated cost of £1 million, and an integrated
computerised monitoring system costing more than £150,000 to help in handling the inflow
of information."” The development of the annual returns and the procedures for dealing
with them involved sending thousands of questionnaires to charities.”® The National Audit
Office found that the Commission did not pursue individual causes of concern arising from
the questionnaire returns systematically as part of the testing, for example to help develop
the links between monitoring and the support and investigation divisions. Important
documentation and information to assist development was thereby lost or not fully
followed up.*'

16. The Commission told the Committee that the monitoring pilots were developmental
and supported the design of a comprehensive monitoring framework which was enabling
the Commission to engage with the charitable sector in a meaningful and productive way.
Information from the returns had been used, but not in an integrated way, since the

" Qs 117-123. Evidence, Appendix 1, p21
" C&AG's Report paras 1.11-1.12

12 & AG's Report paras 4.17- 4.20, Figure 34
13 C&AG's Report para 2.33

" caAG's Report para 2.32

15 09

' Evidence, Appendix 1, p20

" Qs23

"® C&AG's Report para 1.12

¥ C&AG’s Report paras 2.4 and 2.42
Mo

! C&AG's Report paras 2.43-2.46
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additional work involved in pursuing individual causes for concern had not been seen as
a priority.*

Conclusions

17. The Commission achieved only 8 out of 22 performance targets in 1995-96 and only
half of its targets in 1996-97. We consider that this continued failure to meet the majority
of its existing targets shows a lack of management grip, as does the failure to realign
performance indicators and targets in the light of the Charities Act 1993. We urge the
Commission to show more drive in exploiting the opportunities for greater effectiveness
which the 1993 legislation provides.

THE ACCURACY OF THE COMMISSION’S REGISTER OF CHARITIES

18. Registration is an important safeguard to prevent unsuitable organisations from
gaining charitable status. It is also intended to provide assurance by making information
about charities accessible to the public and demonstrating that a charity has clear objectives
in terms of its intended beneficiaries, and has independent trustees with sufficient powers
to oversee its operation.”  Most removals from the register are because the charity has
ceased to exist. A small number are removed by the Commission because they are judged
not to qualify to register as a charity. Action or investigation by the Commission might
indirectly lead the charity to wind up and therefore to be removed. Deliberate abuse by
individuals working on behalf of, or as employees of, a charity does not mean that the
charity itself can be removed, but the Commission may take remedial action, for example
by removing and replacing trustees.

19. The National Audit Office found from their analysis of charities’ income that more
than 51,000 (28 per cent) had no recorded income. They considered that this raised doubts
over whether all such charities could be active.” The Commission told us that it had made
a sample check on 15,000 charities with no income and had obtained a 50 per cent
response. Some were found to be inactive and had been removed from the register; 700
were referred for possible amendment or amalgamation, and, in around 400 cases, the
Commission drew the charity’s attention to the powers in the 1993 Act to use their
endowed capital ® The Commission did not have a target for reducing the number of
charities with no recorded income, and explained that there were likely to be a lot of
inaccuracies, particularly at the smaller end of the charitable sector. The Commission
would be carrying out a sample survey of 1 per cent of charities accounts below the
£10,000 threshold for routine monitoring to test the accuracy of retuns. The
Commission’s further response would depend on what the survey showed.”’

20. The Committee asked the Commission about the extensive failure of charities to
respond to requests for information to update the register and the apparent lack of action
to pursue them. Between 1990 and 1996 the Commission mailed charities on five
occasions to check that they were active and that their details on the register were still
valid, but the National Audit Office found that some 46,000 charities had not responded
to the last complete (fourth) mailing.®* Around 37,000 charities (24 per cent) had not

2 C&AG’s Report. Qs 23, 97-98

B C&AG’s Report para 2.4

™ C&AG’s Report paras 2.3 and 2.6. Qs 40-43, Evidence, Appendix 1, pl19
B CRAG'S Report para 2.29

% ()38

Q39

* C&AG's Report paras 2.24, 2.29 and Figure 15
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provided annual returns and 36,000 (31 per cent) had not provided accounts in response to
its fifth mailing programme in 1996. The Commission said in evidence that a charity could
not be removed from the register merely because it did not reply.*

21. Thas state of affairs means that the Commission has failed to deliver the accuracy of
the register promised to our predecessors. The Commission had set itself target of
obtaining comprehensive information on at least 90 per cent of all active charities by 1993;
but by 1997 it had only achieved 76 per cent, based on the response rate to the mailing
programme. The Commission told us that it was very unlikely, even under the new
statutory framework, that it would be able to achieve the target. With the new database,
non-returns would be followed up and the Commission would try to ensure a 100 per cent
return from larger charities. There were no statutory powers to enforce returns from
smaller charities, but the Commission told us that it did not intend to develop a policy to
address the difficulties which might arise until after the first complete cycle at the end of
1998, when it would take a view in the light of experience.™

22. The Commission estimates that there are over a million trustees nationwide. Trustees
are legally responsible for the activities and good management of a charity. The new
powers under the 1993 Act were intended to enable the Commission to learn more about
charities and their trustees’ activities, but a person may be disqualified only in certain
limited circumstances. For example a criminal conviction does not necessarily disqualify
a person from becoming a trustee.”'

23. The Commission is required to keep a publicly available register of all persons
removed as trustees by the Commission or the courts, but the National Audit Office found
that Commission staff were unaware that such a register existed. The Commission was not
making full use of information on unsuitable trustees, and standard procedures were not in
place to check prospective trustees of newly registering charities against records of
unsuitable trustees.*

24, We suggested to the Commission that this situation amounted to neglect, and asked
what was being done to improve matters. The Commission said that it was now seeking
to assess on registration whether there were any doubts about a charity, including dnu_hts
about trustees, so that they could be closely monitored.” The new database and monitoring
would give it the kind of information about trustees which it had not had before. It was
improving the lists of trustees who came to notice as being unsuitable, and the list of
trustees removed was now accessible and being used routinely.* It was only now that the
Commission had the new database that it could begin to develop a comprehensive strategy
on unsuitable trustees.”

25. Other organisations hold information on charity trustees, but the Depmmentnf Trade
and Industry is the only organisation with whom the Commission has a S[?E?lﬁ'l‘.‘- agreement
to obtain information routinely, namely on bankrupts and disqualified directors.” The
National Audit Office had noted that the Commission had no formal procedures with the

61,

05 5-7, 61-62

3 C&AG’s Report paras 2.17-2.18
32 8 AG's Report paras 2.19-2.20
k% Q 80

Qs 15-18

%28

% C&AG's Report para 2.21
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revenue departments for exchanging information on their respective investigations.’” In
evidence the Commission said that it was taking action to improve relations. It now had
an active relationship with the local authority associations, recognising the common
interest arising from authorities’ involvement in, and funding of, charities.*® It was seeking
access to the police national computer for the third time, but in the meantime relied on
general co-operation with the police where criminal activity was suspected.™

Conclusions

26. The Committee recognises the importance of registration in preventing ineligible
organisations from obtaining charitable status, but consider that the Commission needs to
do more to ensure that charities already on the register continue to merit registered status.
The twenty-eight per cent of charities on the register with no income, and which are
therefore potentially inactive, looks unacceptably high. We expect the Commission to take
steps urgently to identify inactive charities and remove them from the register.

27. It is unacceptable that many charities consistently fail to respond to the
Commission’s requests for information about their activities. In 1996 almost one quarter
of charities failed to provide annual returns and one third failed to provide annual accounts.
We are concerned at the Commission’s failure to develop a policy for dealing with this lack
of co-operation by so many charities, We consider that it has been too passive.

28. Given the public’s reliance on the register for information about charitable activity,
it is unacceptable that by 1997 the Commission had only achieved 76 per cent accuracy 1n
their register. This falls well short of the 90 per cent target promised to our predecessors.

29, We are concerned that the Commission seems unclear about the appropriate target
for accuracy, and about the likely effectiveness of its planned measures to improve the
register. It should come to a clear conclusion quickly, and set targets accordingly. It
should also make more extensive use of its powers to ensure that the targets are met.

30. It is unsatisfactory that the Commission has not had procedures in place to check that
the prospective trustees of newly registering charities had not previously been removed
from such posts by the Commission or the Court. We consider that the Commission should
have taken a stronger line in promoting safeguards against unsuitable trustees. With the
new charity database, the Commission now holds detailed information on charity trustees.
We urge it to make better use of this information.

31. Several public sector organisations may hold information on trustees and potential
trustees which could be of use to the Commission, but the Commission has been able to
agree only one arrangement to receive such information routinely. We consider that the
Commission needs to make stronger efforts to agree similar arrangements with the other
organisations which hold this kind of information.

SUBMISSION OF ACCOUNTS AND MONITORING OF CHARITIES

32. By submitting accounts to the Commission, charities provide information and
assurance that their activities are being carried on honestly and effectively. Under the
Charities’ Act 1993, all registered charities with an income or expenditure of over £10,000
are statutorily required to submit accounts for years beginning on or after 1 March 1996

7 C&AG’s Report para 4.28
* Qs 29and 32
* 05 19-21
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and annual returns to the Commission. Smaller charities are required to follow good
financial accounting practice and to maintain accounts to be available if requested, but they
do not have to submit them routinely.*

33 Iz? response to the previous Committee’s concerns about the poor level of submission
of charity accounts, the Commission set a target of obtaining 80 to 90 per cent of the
accounts of active, registered charities by 1994, This target has not been met, nor has it
been revised in anticipation of the new requirements under the 1993 Act*' The
Commission told us that the result for the latest completed mailing was 69 per cent. Within
this result, 96 per cent of charities with an income of over £250,000 had sent in their
accounts. The Commission told us that the target had not been modified because the new
monitoring requirements were only now coming into effect. It expected to obtain 100 per
cent of accounts from charities with an income of over £250,000.4

34. In October 1994 the Commission established a central monitoring unit to review the
accounts of registered charities and to develop the charity monitoring made possible under
the provisions of the 1993 Act. Because of its developmental workload, the unit did not
achieve it’s a target for reviewing accounts in 1995-96.*" At the time of the National Audit
Office examination, it also looked unlikely that the target would be met in 1996-97. The
Commission therefore put extra resources into the review of accounts, enabling it to exceed
by over 2000 the 9333 reviewed accounts set by the target.*

35. The National Audit Office found that one fifth of accounts examined were identified
as containing issues requiring further work. However, in eight out of 20 cases, paperwork
on the unit’s subsequent action was not available to show that the cause for concern had
been followed up and to note lessons for the Commission’s developing monitoring
procedures.”

36. During the monitoring pilots, questionnaires were sent to thousands of charities in
order to inform the development of the annual return. The Mational Audit Office found that
causes of concern arising from the replies took a long time to resolve. Cases referred to the
support or investigation divisions were frequently left outstanding for a long period with
little or no action taken, or relevant paperwork was missing or had been destroyed, which
may have meant that lessons from the pilots were missed.*

37. The Commission emphasised the experimental and developmental nature of the work
at the time these findings arose, when the work was not regarded as integral to the main
operations of the Commission. However, the Commission accepted that the loss of
paperwork could have affected the Commission’s ability to establish the system on an
accurate basis, and that the National Audit Office report had helped to demonstrate how the
system should be developed for statutory monitoring. The structure and procedures for
identifying causes for concern and referring them for follow up were now properly in
place.*” There were now people with specific responsibility to ensure that cases referred
to different parts of the Commission were pursued to a conclusion.*®

W & AG's Repori paras 1.12, 2.30-2.32. Q 52
*! C&AG's Report paras 2.30 and 2.33

2 s 81-82

** C&AG's Report paras 2.35-2.36

“qQr1o

% C&AG's Report paras 2.37 and 2.43

46 CBAG's Report paras 2.40, 2.41, 2.45-2.46
7 Qs 24, 55-56

4% Q 24
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38. Charities which systematically fail to respond to the Commission can undermine its
monitoring in the same way as they undermine the integrity of the charity register. We
suggested to the Commission that simply by not responding a charity could slip through
the net over long period of time. However, the Commission did not consider that there was
a simple link between causes of concern and response to mailings, although it
acknowledged that a failure to respond could be a possible cause for an investigation, and
that the Commission could use its power to impose an order requiring the charity to provide
information,” The new integrated information systems would support risk assessment of
charities and more positive monitoring.*

39. The Commission stated that since the results of the new monitoring system had yet
to come through, it would want to report back after another year or two when it would
expect to be able to demonstrate an effective monitoring relationship, and how it was
identifying issues and taking action.”'

Conclusions

40). It 1s disappointing that the Commission has not met its target to obtain 80 per cent
of charity accounts. The Commission expects to set more demanding targets for larger
charities’ returns, including a 100 per cent rate for charities with an income of £250,000
or more; but this is not enough. We urge the Commission to consider a target of obtaining
100 per cent of accounts from all charities with an income of £10,000 or more, in line with
the legal requirement, and to use its wide ranging powers to ensure submission.

41. Following a re-deployment of resources the 1996-97 target for reviewing accounts
was met. The National Audit Office found, however, that potential matters for concern
were not always being followed up in a timely and thorough manner. We expect the
Commission to attend to this.

42. We are concerned at the Commission’s lack of rigour during the testing of its new
monitoring arrangements and its failure to use the material generated about individual
charities. While there is always a need for development work on new systems, we attach
importance to following cases through to a conclusion as part of a properly conducted trial.
We expect the Commission to ensure that the arrangements now in place comprehensively
track potential causes for concern and confirm that they have been fully investigated.

43. We expect the Commission to make effective use of the new integrated information
systems to identify charities at risk and to pursue doubtful cases vigorously, using, where
necessary, its powers to require charities to respond. For this to be done effectively, the
Commission must have a clear policy for dealing with charities which consistently ignore
its requests for information about their activities and financial standing.

44, We welcome the Commission’s offer of information on the progress which it expects
to make over the next two years in developing an effective monitoring relationship with
charities.

SUPPORT AND INVESTIGATION

45. The Commission responds to around 24,000 requests a year for support and advice

* Qs 138-140
* Qs 13 and 31
51.Q 100



THE COMMITTEE OF PUBLIC ACCOUNTS X¥

from cl'[aritics. Because the Commission had not itself analysed data on the type and size
of charity requiring support or the matters raised, the National Audit Office generated
information on the characteristics of the charities requiring support for the purpose of their
examination, on the basis of a sample of cases.®

46. A case management system was introduced in 1995 to improve productivity and
timeliness in dealing with casework and to improve the information available on charities
requiring support, but its effectiveness was impaired by problems including inconsistent
and incomplete recording. Necessary improvements were delayed because of higher
priority work developing the new charity database.” The Commission told us that the
system was now an integrated monitoring tool and recorded information on the nature of
the support cases.*

47. More than a quarter of staff work on support.*® Staff were beginning to specialise in
particular issues and types of charity, but while the Commission aimed to develop centres
of expertise, in general it felt that having specialist sections was uneconomic. The
Commission told the Committee that it recognised the importance of building up the
accounting function, and now had 12 accountants and 10 trainees. It was very important
for Commission staff to have a basic ability to deal with financial and accounting matters
themselves. The specialists were used to train Commission staff and were available as a
professional resource.’®

48. In the sample of cases taken by the National Audit Office, the average time taken to
respond to correspondence from charities was 57 days, and the average support case took
222 days.”” By December 1996 the Commission still had some way to go to reach the
target of achieving 90 per cent of substantive responses within 20 working days, but it told
us that timeliness had since improved, with responses to 96 per cent of correspondence now
within 20 working days.”® The Commission had addressed the risk to correspondence
already beyond time limits by introducing procedures to pick them up, in order to ensure
that no correspondence went beyond 30 days. The National Audit Office found that many
cases had been prematurely closed before the issue had been fully resolved, and some had
then been reopened. Five per cent of cases are examined for internal quality assurance,
which is geared to assess whether the balance between timeliness and quality is right, and
includes checks that cases have not been closed in order to achieve targets, or
correspondence neglected if it has gone beyond the 20 day limit.”

49, The charities interviewed by the National Audit Office had made a number of
suggestions for improving the services provided by the Commission.” The Commission
said that it was establishing more contact with charities through secondments and
development of other links, in particular through consultation with user groups and by
contacts with umbrella groups which enable the Commission to reach smaller charities in
a more effective way." The Commission was seeking to become more customer
orientated, and its surveys indicated that 85 per cent of charities were satisfied with the

*2 C&AG’s Report paras 3.1, 3.3-3.4

*! C&AG's Report paras 3.8-3.9
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* Qs 124125

7 C&AG’s Report paras 3.10 and 3.12

* Qs

% C&AG’s Report para 3.14. Qs 111, 112 and 126
 C&AG"s Report Figure 27

' Qs33and 115
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service they get.*?

50. Since April 1996 the Commission has sought to measure the impact of its support
work by identifying cases of inefficiency and irregularity and how many of these have been
rectified. The National Audit Office found that of 232 cases identified in the first three
months of that year only 39 (17 per cent) had been rectified.*” The Commission agreed that
this looked appallingly low but said that it had doubts about the way the work was being
classified, and that some cases might not prove to be irregular at all. The Commission
reassured us that its review of the categories would not simply exclude cases which were
more difficult to rectify.®

51. In their 1988 report our predecessors were concerned that investigation work had
been under-resourced. More staff are now devoted to investigations, but the investigations
division still only comprises 8 per cent of the Commission’s total staff.*® The division is
mainly staffed by administrative civil servants recruited from a range of backgrounds,
including people who have gained investigative experience with the Inland Revenue and
Customs and Excise.”® The Commission told us that investigation was a relatively new
sphere of activity but was now a stronger function and integral to the Commission.®’

52. Around a quarter of investigation cases had been identified by the Commission’s own
monitoring, and the most common issue was the failure to provide accounts.’® The
Commission expects that the new monitoring arrangements will identify up to 25 per cent
of charities with matters requiring further explanation, some of which will need to be
referred to the support or investigation divisions.*” The National Audit Office found that
only 27 per cent of the Commission’s evaluations of allegations received about charities’
activities were completed within two months compared to a target of 80 per cent, but the
Commission told us that this had now improved and 74 per cent of evaluations were being
dealt with within two months.™

53. In the sample examined by the National Audit Office, investigations had, on average,
taken 21 months from the initial allegation and 14 months from the end of the evaluation.
Two-thirds of investigations lasted more than 12 months against the target of 75 per cent
of investigations to be completed within 12 months. No formal monitoring of performance
against target was being undertaken by the Commission at the time because it wished
investigation staff to concentrate on the effectiveness of investigations.” Delays were
caused by the large number of active cases per investigator, difficulties in obtaining
information from charities, further allegations, and legal action; however, the most recent
investigations were being dealt with the most quickly.” The Commission told us that it
had reviewed its investigation work. Cases could still, by their nature, take quite a long
time but it considered that the investigation function was now effectively managed, with
a focus on the reasons for setting up the investigation, what was expected to be achieved,

210

3 CRAG's Report para 3.22
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and the timescale of the investigation.™

54. The National Audit Office examination revealed that the main areas of concern found
to be substantiated afier investigation were maladministration (51 per cent of cases),
deliberate malpractice (31 per cent), and fund-raising abuse (14 per cent).” The
Commission was not maintaining details of charity trustees, employees or fund-raisers
prosecuted following investigations.”™ One of the outcomes of an investigation can be the
removal of trustees who have acted improperly, but the Commission could not tell us
precisely how many had been removed in the 124 cases of deliberate malpractice. It had
removed 9 trustees or management in total in 1996. Most trustees resign voluntarily; it
estimated that some 60 trustees had resigned as a result of the Commission’s actions in the
first half of 1997.7 The Commission did not have information on the numbers of charities
removed from the register following investigation,”™ but informed us that 143 of the 8,200
charities removed from the register in 1996-97 had amalgamated with another charity, in
most cases with the Commission’s assistance.”™

33. The Commission’s powers were used in only a small proportion of the 1995
investigations which substantiated maladministration (204 cases; 8.1 per cent where powers
used) and malpractice (124 cases; 12.2 per cent where powers used).* The powers were
being used more often by 1996 and the National Audit Office found them being used in just
under one third of cases in their sample. Management information on the use of powers
needed to be enhanced to permit monitoring of the relative effectiveness of different
powers in particular circumstances.”

56. The Commission considered that abuse and maladministration was a minor problem
in the charity world, and that competency rather than lack of integrity was the issue. In the
Commission’s view it could achieve most for the credibility and effectiveness of the
charitable sector by improving standards. Fundraising might be different, and the
Commission was undertaking a review which would look at whether it was making good
use of powers in relation to fundraising. The Commission told us that it could seek new
powers if it considered they were needed, for example to obtain necessary information from
smaller charities.®

Conclusions

57. We are disappointed at the time taken by the Commission to generate management
information about support work. We expect the Commission to exploit fully the
information now being collected to maximise the impact of the substantial resources used
on charity support.

58. The Commission is now exceeding its target for responding, within 20 days, to
charities’ requests for support, but requests which fall outside the target have previously

™ Qs 10-11

™ C&AG’s Report para 4.12 and Figure 32

" C&AG's Report para 4.26. Q 26

" C&AG’s Report Figures 32 and 34. Qs 43, 72-77
" Evidence, Appendix 1, p19

78 Qs 47 and 49

™ Evidence, Appendix 1, p19

" ibid

M C&AG's Report paras 4.17, 4.18 and Figure 34 (updated by Evidence, Appendix 1, p2l)
Q114
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been accorded low priority. We look to the Commission to monitor closely the
effectiveness of new arrangements for ensuring that both the timeliness and quality of
support work is sustained for all cases.

59. Whilst levels of customer satisfaction have improved, we consider that the
Commission needs to demonstrate that it is responding to charities’ suggestions for
improvements in charity support. We therefore recommend that the Commission should
make a senior member of staff responsible for evaluating the merits of charities’
suggestions and for assessing how they can be implemented.

60. In monitoring the impact of support cases, the Commission had rectified only 17 per
cent of cases involving inefficiency or irregularity in the first three months. We consider
that the Commission needs to set meaningful targets with the aim of achieving timely
results from this important element of support casework.

61. Although increased resources have been devoted to investigations, we are concerned
that still only 8 per cent of the Commission’s staff are dedicated to investigation work. We
expect the Commission to review this allocation urgently in the light of the throughput of
investigations and delays, the extra cases which are likely to arise from better monitoring,
and the public perception that this work is one of the main purposes for which the Charity
Commission exists.
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Mr Richard Page
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Mer RicHARD FrIES, Chief Commissioner, and Ms Lynnve BErry, Executive Director, Charity Commission for

England and Wales, examined.

Mg FRANK MARTIN, Second Treasury Officer of Accounts, HM Treasury, further examined.

Chairman

1. Good aftermoon. This afternoon we are con-
sidering the C&AG's Report on the Charity Com-
mission, Regulation and Support of Charities. We
welcome Mr Fries and could you just introduce yvour
colleague for us before we start?

{Mr Fries) Lynne Berry is the Executive Director
in the Commission.

2. 1 should say just at the beginning for your
information that we will have a short closed session
at the end which we would like you to stay for. We
have to cover some issues which cannot be dealt with
in public. My first question for you is that I see from
Appendix 1 in the report that the Commission
achieved only eight out of 22 performance targets in
1995/96 and less than half of its targets in 1996/97.
Can you shed some light on this? Is the Commission
seriously under-performing or are you setting your-
self unrealistic targets?

{Mr Fries) I think it reflects the range of targets set
there and the process of development and improve-
ment. We improved on a range of customer service
targets, for example, in the current year. They are
fairly recently set targets and in that sense I think it
measured certainly performance that we needed to
improve and are devoting our attention Lo improving.

3. If you were a commercial concern, we would
not be very happy with eight out of 22 or less than half
the targets being achieved. What action are you taking
for the future on these matters?

{Mr Fries) The whole process of developing the
Commission has involved improving management
and improving the way in which the different

tunctions of the Commission have been operating,
investigation, the charity support function, the regis-
tration function, and introducing what in effect is a
new function of monitoring which only really started
last year under the new legislation.

4. 1 will come back e a number of monitoring
issues in some of the guestions. I note from paragraph
2.18 that a person with a criminal conviction is not
disqualified from becoming a trustee and the Com-
mission does not hold a comprehensive list of
individuals considered unsuitable to be trustees (that
is 1 paragraph 2.20), nor were you maintaining
details of trustees, emplovees or fund-raisers prose-
cuted following investigations (and that is in para-
graph 4.26). Are you doing enough o prevent
individuals who may be unsuitable from becoming
charity trustees?

(Mr Fries) There are various stages and ways in
which we can take action in respect of trustees. The
new database that was introduced earlier this year
with the new monitoring will give us information
about trustees in a way that we have never had before.
Alongside that, we are improving the lists we have got
of trustees that come o notice as being unsuitable
where we need to consider what action might be
laken.

5. We may come back to that. Paragraph 2.24 says
that in response to the previous Committee’s concern
about the accuracy of the register, the Commission set
itself a target for obtaining comprehensive infor-
mation on al least 90 per cent of all active charities
by September 1993. From figure 15, which from
memory is on page 32, | leamed that the Commission
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had not achieved that target by the end of 1996. When
do you expect the register o have up-to-date, accurate
information on active charities?

{Mr Fries) What we have found as a result of those
mailing programmes, and I might say that the final
figure for the fifth mailing that is recorded in that
figure was a 76 per cent retumn, is——

6. So it is an increase on the 71 per cent here?

{Mr Fries) That was an interim figure. These are
of course mailings, they were non-statutory mailings
that we initiated as a result of the earlier evidence, the
earlier report of this Committee. We have had a series
of cycles and have moved on to the next one after the
earlier one, but all that has been replaced by the
comprehensive monitoring process that the 1993 Act
introduced which actually came inlo operation in
March 1996. This affected reporting years the year
after that which combines a request for the basic
information o maintain the register, plus the monitor-
ing information reguired for the charities above the
monitoring threshold of income of £10,000 a year.
That is the wehicle that we are using now for
maintaining the accuracy of the register, but we have
to acknowledge that the experience before the new
statutory framework and the nature of the return
process that is now set up under the 1993 Act does
raise questions about the extent to which it is actually
possible to reach a target of 90 per cent. We are
talking about over 180,000 charities, a large number
of them very small. What we envisage doing in the
light of experience under the 1993 Act is to review
the extent to which we can get returns from small
charities and take a view on the nature of the register
that we can maintain under that.

7. Are you telling me at the end of all that that you
cannot achieve 90 per cent?

{Mr Fries) 1 think it unlikely with the lack of
statutory powers that we can actually enforce retums
from the majority of small charities. It will be a
question of trying to establish procedures that get
retums so far as possible,

{Ms Berry) We will be expecting a 100 per cent
return for charities with an income of over £250,000
per annum,

8. Thank you. I see from Figure 34 that you
can call on substantial powers in undertaking
investigations, in fact I think those were powers
created as a result of a previous Committee of Public
Accounts report. [ note that the use of some powers
have been devolved to regional operational man-
agers. The NAO found that you were not collecting
information on the use of these powers' or measuring
effectiveness in individual cases. Surely this infor-
mation is important in overseeing the use of powers
and in enabling you to leam aboul circumstances
where they can be used most effectively? What plans
do you have to monitor the use of these powers in
future?

{Mr Fries) Could [ first describe the way in which

the Commission’s operations function and the nature
of the regional operations managers?

9. If you can be brief, yes.

{Mr Fries) The Commission’s structure was
reorganised in 1995 in order to improve management
and one of the initiatives we took then was 1o put ong
person in charge of operations in each of the
Commission’s three offices, that is the regional
operations manager. One of the reasons for having an
executive director is to make sure that is pulled
together by the execulive director responsible for the
Commission’s operations throughout the Com-
mission, and using a managemenl commillgée Lo
co-ordinate that. All of this information is co-ordi-
nated at management committee level, soin that sense
the operations and their effectiveness is kept under
management centrally.'

10, I see. The report indicates that there has been
a marked increase over the years in resources devoted
to investigation work but I notice in paragraph 4.14
that a large number of active cases per investigator
continue to contribute o delay, Are you satisfied the
Commission is in a position to investigate cases with
sufficient thoroughness?

{Mr Fries) 1 think it is fair to say that the cases that
the National Audit Office were looking at more than
a year ago were cases that had been handled before
we had reviewed the working of the investigation
division and sought to focus its work. [ am confident
that the process of evaluation which we now have
means that the way in which the investigation
function operates now is much more focussed. That
is not to say that cases will invariably be dealt with
quickly, since cases can of their own nature extend for
quite a long period. But, 1 do believe that they are
under effective management to make sure that the
reason for sewting up. the investigation, what is
expecied 1o be achieved, and to have a focus on
managing the timescale of the investigation, are
properly managed, yes.

11. Is the result of that that they are dealt with in
a more timely manner now than they were?
(Mr Fries) Yes,

12. My last question before 1 open the matter up
to the Committee, Figures 20 to 24 contain useful
information which the Wational Audit Office pro-
duced on the characteristics of charities requiring
support from the Commission. | note that you were
not yourselves carrying out such analysis. What is the
Commission doing to improve the information it has
about support work and to use this information to
focus support more effectively?

{Mr Fries) Two things are important to highlight
on that. First, the development of the case manage-
ment system that is referred to in the report, which
was fairly new at the time of the study. is now an
integral working tool of Commission operations.
That records the nature of the cases that the charity

' Note bv Wimess: The Commission routinely collect
information on the use of powers [see Evidence, Appendix 1,
page 19 (PAC 87 Qs 74 and 79)).

' Note by Wimess: The Management Commitiee receive
monthly updates on a range of performance measures, includ-
ing quality review, citizens charter and productivity,
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support division is engaged in, for example. But, as
the report acknowledged, we had recently started a
review of the charity support process when the
inquiry was being undertaken, and that has developed
the work of the charity support division to make u
more effective and more focused.

13. Do you feel you now have a management
information system which gives you a reasonable
degree of risk assessment for charities?

{Mr Fries) We are well on the way to that. We have
made very significant developments and the inte-
gration of the systems, the charity data base which is
the essential working tool with the information on the
register, and the management information, will be the
essential tools for effective working.'

Jane Griffiths

I4. Looking at pages 24 and 25, paragraph 2.4,
vou have mentioned the data base as your most
effective tool but it is not clear from this whether it
really is up and running and supporting effective
checks at the point of registration. [s that the case?

{Mr Fries) At the point of registration, we have
streamlined the registration process 1o enable us to
complete that more effectively and speedily. The data
base records the charities which are accepted for
registration. We are seeking to improve the processes
by which registration takes place, both in terms of
checks and timeliness.

15. Moving on to the question of trustees and the
suitability of trustees and looking at page 30,
paragraph 2.19, are all the members of staff who
might deal with such matters fully briefed now on the
existence of and how to use the register?

(Mr Fries) You are talking there about the register
of trustees who have been removed or disqualified?

16. That is right.

{Mr Fries) Yes. We were, of course, sormy to find
that was not readily accessible but it is now, and I can
assure the Committee that is so. Might 1 perhaps add
that it is actually a fairly small list, so in that sense
it is not of great significance in terms of the routine
registration process. | think it has about 47 entries on
it

17. You have said this is a small list but why are
applications not routinely checked against that small
list of unsuitable trustees?

{Mr Fries) They are.

18. In paragraph 2.20 there is no evidence in the
cases sampled that they were routinely checked, but
you are saying it does in fact happen?

{Mr Fries) This drew our attention to that fact.

19. On page 31, paragraph 2.22, with reference
to applications for access to criminal records of
prospective trustees, at what stage is the appeal

against the decision of the Association of Police
Officers now?

{Mr Fries) We have taken that up a second time and
have not persuaded ACPO it would be right to give
us access, but we are pursuing that further in
consultation with the Home Office.

20. But you have no indication as to what the
outcome might be on that?

{Ms Berry) They have turned us down twice and
we have put in a third application.

21. Do you feel that hampers your work severely?
The fact you at the moment cannot get that?

{Mr Fries) It certainly is a limitation. It means we
have to rely on intelligence about unsuitable trustees.
For example, in the context of charities where we fear
there may be paedophile activity, we do co-operate
with the police and others in that sort of context, but
access o the PNC would certainly be a help.

22. Moving slightly back on the same page, at
paragraph 2.21, it says there are records of people
who are bankrupt and disqualified as directors and
you would wish to have access to that information.
The report says that you are currently negotiating
on-ling access %0 as 1o sireamline those checks of
bankrupts and people who are not permitted to be
directors. What stage has that reached?

{Mr Fries) We do now have access 1o that record
but it is not yet an on-ling access.

23. This has been mentioned already, but on page
38, paragraph 2.43, the sample of 20 cases where
there has been cauwse for concern, why was the
paperwork lost in eight out of the 20 cases? I
understand there are difficulties sometimes but why
did that paperwork get lost?

{Mr Fries) The monitoring pilots that we were
carrying oul then were developmental monitoring
tests that the Monitoring Unit was carrying oul and
they were not at that stage integrated into the work
of the Commission. We have now moved on o
proper, formal, integrated monitoring,

24. 5o if such a sample were to be done again,
it

{Mr Fries) | am confident that this would not occur
now. We have a dedicated referrals officer in what is
now called the Charity Database Division which is
responsible for the whole process of monitoring and
refers the cases to the operational divisions, Each
division has a co-ordination officer and is required to
report back, so | am confident that the pilots have had
their effect' and this report has had its effect in
demonstrating how we need to develop the systems
for the statutory monitoring which has come into
operation since the report.

25. Where cases are identified as giving cause for
concern, as in the following paragraph, 2.44, where

! Newte by Wirness: The information contained in Figures 20,
21 and 24 is available from the case management system; the
information contained in figures 22 and 23 is available from
the new Charity Database,

! Nove by Witness: The three pilot questionnaires were sent
to todal of 15,000 charitics on a volunary basis. They were
specifically timed 1o predate the implementation of the new
Act, thus ensuring our preparedness for the legislation.
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there is an example of one charity where a sum of
£350,000 is mentioned as a possible problem but no
action was taken for three months, why is that?
{Mr Fries) That in fact, as I think the text may
imply, was something that the Inland Revenue were
themselves pursuing, so we had liaised with the
Inland Revenue. The arrangements now ensure that
when a case is referred 1o an operational division,
action is taken and reported back, but I am not sure
that that is an example of failure of action on our part.

Mr Hope

26. Iam afraid [ have to go at 5.30 as [ am chairing
a meeting of the All-Party Group on Charities at
which I guess we will probably want to discuss a lot
of these issues as well, Chairman. Could I tumn to page
63, paragraph 4.26, where you say that the Com-
mission does not maintain details of chanty trustees,
employees or fund-raisers prosecuted following
investigations. [ would have thought that was a fairly
common-sense thing to do and that if people had been
caught, prosecuted and dealt with by the courts, then
you could quickly increase your list of 47 by quite a
few more.

(Mr Fries) We are seeking to improve our liaison
with the police. Not all of these cases, [ think, will
arise out of Commission action. We are developing
better intelligence on dubious fund-raisers and access
to the PNC would certainly help to make that more
comprehensive.

27. It is just that there are millions of trustees
and
{(Mr Fries) A million or so, yes,

28. —— and the number that, therefore, are
potentially inappropriate to be there, [ cannot believe
itis only 47. Do you have any concerns that really you
have not even touched the surface of what could be
a significant problem in the charity world?

{Mr Fries) I think it is fair to say that hitherio the
Commission systems had not enabled us to have a
comprehensive relationship of that sort with trustees.
The previous register provided us with a link
with charities through a correspondent who was
not necessarily even a trustee, It is only with the
new register, the new database that we are develop-
ing where a return of trustees will actually be
included and incorporated on the database that we can
begin to have a comprehensive strategy in relation to
this.

29. The relationship with other organisations
appears to be fairly critical to achieving some early
progress on that, but I note from both the comments
on the banks and building societies and indeed in
relationship with the Revenue thal there is not much
ground for optimism and that you feel that the
building societies, you just hope they are going 1o
provide you with some information, and the same
with the Inland Revenue. Do you have any real plans
to make those relationships more robust to get the
information that you need?

{Mr Fries) Indeed we have taken action to make the
relations more robust.

30. And do you feel that we might see some real
progress in terms of the numbers on those lists that
we would be concerned about?

{Mr Fries) Well, the list of removed trustees is,
| think, a somewhat separate matter because that
relates in particular to people who have been removed
by our or the High Court powers. A list of trustees
who have in some way failed in terms of integrity is
something that has a much wider application and 1 do
believe that we are making progress towards that.

31. The reason I am pursuing this issue forcefully
is because increasingly the voluntary sector is
involved in a considerable amount of public sector
spend with voluntary sector programmes and that will
increase, so the public needs to have the confidence
that we have elected councillors who are responsible
for that spend, like it has with employees of public
authorities. It does not feel to me as though the
Commission really has got a grip on what is a major
problem and given the increasing amount of spend
through the voluntary sector that that then 1s held on
to and 1 just want to be convinced that you are taking
that forward rigorously.

{Mr Fries) We are well aware of the issue. As I
said, our information about trustees in the past has
been very slight and we are now able to address those
issues. We are actually having a review of fund-
raising 1o see how we can improve our operational
activities. As the monitoring develops, we will be
able to see what contribution that can make to
identifyving charities that are at risk because the
trustees cannot be trusted. It is, I have to say, very
much a new area and a new potential. It is not
something that we have been able o approach in this
sort of way before we had the active comprehensive
monitoring relationship..

32. Just on this area, your relationship with local
government which gives a lot of contact to the
voluntary organisations and it does know trusiees, it
has service level agreements and it can monitor that
way, but [ see no reference to relationships with local
government in the way that they might play a role in
partnership with you in ensuring that local voluntary
organisations are properly monitored in this regard.

{Mr Fries) We do now have an active relationship
with the new Local Government Association in a
sense precisely recognising that common interest to
develop understanding and contact with local organ-
isations both in their role of trustees and providing
trustees and also in their funding relationship.

33, 1 will just move on to a different area, if [ may,
of user satisfaction with your services, paragraph
3.21. 1 note that the charities that were interviewed by
the NACQ made a number of suggestions as o how
your services to them could be improved. Could you
tell us whether you are pursuing any or all of those?

{Mr Fries) Could I answer in two parts? First, there
has been a long-running programme which we are
developing of establishing more contact and under-
standing of charities from within the Commission. 1t
started with a programme of secondmenis some years
ago and developing links of all sons with charities
and, in particular, with umbrella bodies, particularly
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relevant to helping and understanding the interests of
small charities, forexample. That is a programme that
we are building up and it has been part of the work
of the charity support project which I referred to.
Likewise, developing user groups and consultation
processes both on a standing basis and an ad hoc basis
is something that we are developing. The monitoring
arrangements that we have developed have, for
example, involved a user group and this is certainly
something that, following the Deakin Report, follow-
ing this report, we do see as very imporiant to the
whole way we work.

34. [ am surprised to see, ai paragraph 3.22 and it
is over the page on page 50 at the top, that you are
described as having looked at 232 cases involving
complex issues where charities had been inefficient
or operating irregularly, of which only 39 cases were
reported as having been rectified. That is about a 17
per cent success rate. | have to say that looks
appallingly low.

(Mr Fries) Yes, we are reviewing the way in which
we categorise issues of this sori. Part of the difficulty
is that the nature of charty law is a very general
framework about what is in the best interests of the
charity and breach of trosteeship and we are
becoming doubtful whether that is a helpful way of
classifying the work. If I could give one example,
trustee benefit may or may not be an irregulanty.
There is a presumption that trustees do not benefit
from their trust, but they very often may. We do find
in the monitoring work, for example, that we need to
look behind the apparent irregularities to see whether
it is a technical irregularity or indeed not an
irregularity at all.

35. Justconvince me that you are not just changing
the counting and the categorising to help make your
figures look better?

{Mr Fries) Mo.

36. This will be a substantial look at the way you
are providing a service?

(Mr Fries) 1 hope it will make the figures look
better. It is meant to be more detailed.

37. But it is not just massaging the figures?
{Mr Fries) Centainly not.

38, Lastly, page 34, Figure 17 looks at the income
status of registered charities, and 28 per cent of
charities have no recorded income. [ know the
paragraph states that it refers to those which might
have use of land as war memorials and recreation
grounds, but 28 per cent with no recorded income
seems like a lot of charities doing nothing. Why are
you not doing something about those?

(Mr Fries) We have had a sample check on 15,000
charities with apparently no income and got virtually
a 50 per cent response, and did indeed identify a
proportion that were inactive or defunct and have
removed those from the register, and others which
were inactive in ways which suggested remedial
action was desirable. I think 700 were referred for
possible amendment or amalgamation, and that 15 an
example of charity support work. With some 400 we

drew their attention to the more flexible powers in the
1993 Act to enable small charities to spend their
endowed capital for example, to spend that or to take
action to amalgamate’,

39. Based on that experience, what is your target
figure for getting down the number of charities with
no r;:mrdtd income which should be brought 1o an
end’

{Mr Fries) We are going to carry out a sample
survey of 1 per cent of the charities whose returns
under the new monitoring are below the monitoring
threshold of £10,000 income a year, to see whether
that is accurate. They are required to maintain
accounts and make a report, but not under the new law
submit them to the Commission routinely. That will
be one way in which we will be able o test the
majority of charities. I say 1 per cent, that actually
amounts to over 1,000 of the 110,000 charities which
arg below that threshold. That will be the starting
point for testing the accuracy of the returns and what
response will be appropriate from the Commission in
terms of the situation revealed. The implication, |
think, is that there may be, particularly at the smaller
end of the charitable sector, a lot of inaccuracies and
imperfections, and [ think we have to admit that may
well be the case and we will have to see within our
available resources what we can profitably do about
that.

Mr Page

40. Mr Fries. in this mania of declaration we live
in I must say that for some seven years | was the
honorary treasurer of one of the larger charities in this
country, in the top 50; [ was also on the Commitlee
of Public Accounts in 1990 when we had the previous
evidence and we saw an example there of disaster and
incompetence, a disaster in my own words which was
looking for an opportunity to happen; and [ must tell
you straight from this report here | see that nothing
has gone forward. 1 start from that basis and I think
it is only fair you should know where 1 am coming
from. When we look at this report we see on page 24
that we have some 8.700 charities joining every year
and some 6,200° going every year. How many of that
6,200 were forcibly removed from the register by the
actions of your officers?’

(Mr Fries) If you mean that we intervened to in
some sense pronounce the charity not charitable, very
few. This is the basic maintenance of a register of
organisations accepted under the law as charitable.
Our powers to intervene in that sense are essentially
remedial. If we find charities which are not fulfilling
the requirements of charity law——

41. Mr Fries, this is quite a simple question, how
many did you take off the register because they were
not acting correctly as charities?

| Nate by Witness: (a) 450 chanties were remaved from the
register; (b) 700 charities were issued with advice on winding
up: and ic) 430 charities were considered for removal, or
amalgamation.

 Nove: See Evidence, Appendix 1. page 19 (PAC 87).

' Nove: See Evidence, Appendix 1, page 19 (PAC 87).

4 Nove: See Evidence, Appendix 1, page 19 {PAC 87).
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{Mr Fries) 1 do not know the answer to that but it
will be next to none.

42. Nextio none? S0 you are telling me the whole
of this Charity Commission operation has done
absolutely nothing during the years but just removed
one or two, three or four?

{Mr Fries) We have removed some 200 or 300—I
do not have the figure here

43, Out of 1800007

fMr Fries) Could 1 explain? One panicular
category I can identify as having been removed are
the pun clubs where we came to the view that these
were not bodies which were properly registered as
charities. But our sanctions, our action, in relation to
charities that are not functioning properly is not in
itself to remove them, we must take remedial action
which most likely is to remove the trustees and
replace them with trustees who are functioning

properly”.

44. How many of those have you done?

{Mr Fries) I do not have a figure, but that is one
of the outcomes of our invesiigation work. Could 1
just add

45. Mr Fries, 1 visited the Charity Commission
specifically on this point in 1990, and [ was assured
there was a group or section being set up, in fact I was
grilled by some of the officials there who said how
positive they were going to be to make sure that
charities were going to act in a charitable way and
they were not going to be operating inefficiently.

{Mr Fries) And that is the focus of the integrated
relationship we are now establishing under the new
law with monitoring——

46. Sorry, which new law?
{Mr Fries) The Charities Act, 1993,

47. But that is a four year old law.

{Mr Fries) It came into operation in March 1996
for returns for the reporting year starting March
1996, which is why the report makes clear that we
will not really be getting comprehensive returns
under that until the beginning of next year. We are in
fact already getting some. What we have done since
the Committee’s last hearing—my predecessor and
now me—is develop a much more effective oper-
ation, pulting more resources into investigation as the
report acknowledges, and we are indeed using those
powers where we are able to. In relation w your
question about removals, | was perhaps too sweeping
in saying that none of those removals would be the
result of this son of action, because one of the
consequences of investigation may well be to lead the
charity to wind up or to amalgamate or in some way
o merge with another charity, so the outcome of that
would indeed be a removal and there have been
examples of that.

48. How many examples would you like 1o quote
to this Committee?

{Mr Fries) I can certainly cite examples where, for
example——

49. Just put a number on it'.
{Mr Fries) I cannot give you a number.

50. 1 see. 1 mean this to help vou, you are
registering over 8,000 a year but one of your
complaints is that you cannot monitor their accounts
because they are in a non-standard form?

{Mr Fries) One of the comments about arrange-
ments before the 1993 Act came into operation was
that the accounts were not as helpful a basis for active
monitoring as a standardised. properly developed
system of accounts——

31. 1 understand that.

{Mr Fries)}——that we now have put in place, and
[ would like to claim on behalf of my colleagues that
the way in which the Commission has responded to
this Committee’s concern about the Commission’s
competence on accounting matters has been fully
met, that we have, under the auspices of the
Accounting Standards Board, produced a statement
of recommended accounting practice for charities
which provides that framework.

52. CanI stop youright there and ask, do you insist
that every one of those 6,000, whatever that figure is.
6,200¢ that join every year have o comply with that
standard accounting practice?

(Mr Fries) The simple answer is yes. It is slightly
more complicated in that the law sets minimum
accounting standards, The statement of recom-
mended practice ' is, as ils name suggests,
recommended, but that is the basis for monitoring
under the new procedures and the first thing that
happens when retumns are sent to the monitoring unit,
the Charity Database Division, is that compliance
with the terms and requirements is checked. I ought
to add that the 8,752 charities registered in 1995 and
the number, whatever it is, for 1996, a good many of
those will no doubt fall below the monitoring
threshold, so in that sense they will be obliged 1o
comply with the legal requirement of simple, good,
financial accounting practice. income and expendi-
ture accounting, and maintain those accounts so that
they are available to the Commission, for example for
our | per cent follow-up survey, to check that they are
doing that, and available to the public who want to
know that.

53. In short, you will not register anyone as an
approved charity, despite the worth of what they are
doing, unless they have agreed accounting standards
that can be easily translated and added o your——

(Mr Fries) Itis the other way round. A body which
is a charity, ie, is seeking to do things which under
our law are charitable, in the public benefit, must
register and must comply with those requirements.

! Note: See Evidence, Appendix 1. page 19 (PAC 87).
- Nowe; See Evidence, Appendix I, page 19 (PAC 87).
' Note: See Evidence, Appendix I, page 19 (PAC 7).

' Mote: See Evidence, Appendix 1, page 19 (PAC 87).
* Note by Wimess: The number of charities added to the
register in 1995 was 8,752,
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54. So, in short, going all the way around the
houses, you will not allow anyone to register unless
they will provide their accounts on an annual basis
that is acceptable to you?

(Mr Fries) No. We must register a body which is
properly constituted for charitable purposes under the
law which is described in the report. They are then
obliged to follow those requiremenis, but Parliament
has laid down that the majority of charities in number,
the small ones with an income of less than £10,000
a year, do not have to provide the accounts to the
Charity Commission, but they have to comply with
the simple accounting practice and must have that
accessible so that we or anyone else who wanis to can
check. The dercgulation programme of the previous
Govemnment took the view that the right balance
between encouraging charitable activity and super-
vising to make sure that proper charity standards were
achieved should not impose the bureaucracy of
annual returns and monitoring on the small charities,
but the requirements are there to enable that o be
checked on a selective basis, particularly of course if
concerns arise in relation to the activities of a small
charity.

55. 1 think this is maybe something on which,
from the Committee’s point of view, we should look
forward to making some recommendations regarding
the regulation to make your particular life easier. |
would like to come on to the question asked in fact
by Jane Griffiths when she made the point that in eight
of the ten cases examined, the paperwork which
showed what follow-up action had been taken was
lost. Now, if you have lost the paperwork, how do you
know what you are doing for the future and that your
future system is going to be based accurately? If you
lose your core data, then how do you know what the
heck you are doing for the future?

(Mr Fries) 1 entirely accept that', but, as I said, that
was at an experimental stage and that paperwork was
not regarded as integral to the operations divisions
work at that time. If that happens now, that will be
a very serious matter, but, as I tried 1o describe, |
believe we have management systems there o
minimise the likelihood of that.

56. On page 30 of the report, paragraph 2.45, it
took the Unit six months to write to a charity when
its reply to the monitoring questionnaire gave cause
for concern. Six months. What have you done about
it? What has happened?

{Mr Fries) What we have done is now (o establish
the integrated monitoring that 1 have been describing
on the basis of the experience obtained under these
pilot projects where the issues to be followed up are
much more clearly identified and the procedures for
doing so are more clearly established and it is the
responsibility of the monitoring division to resolve
issues that are identified as possible causes for
concern and then refer them where there are issues o
follow up, so I do believe that that structure is now

properly in place,

! Note by Witness: The NAQ report, paragraph 2.43 states
eight out of twenty cases,

57. Well, I am glad you refer to the central
Monitoring Unit and I am going to look you straight
in the eye and say that accounting officers have come
in front of this Committee for more yvears than | have
been on it, which is quite a long time, and they have
said, “Do you know, you are absolutely right. It has
been terrible, but maiiana the sun is always going to
shine™ and I am now back in 1997 after a mafana of
1990 and the sun is not shining. 1 know it is not your
fault. I know you have only recently been in, so you
cannot be blamed because they changed accounting
officers in accordance with Committee of Public
Accounts interviews or the Committee system,
whatever it is, but can [ ask then with this Monitoring
Unit why it is the fact that 85 per cent of the cases
referred to that central Monitoring Unit, to the Charity
Commission's investigators, were unresolved by July
19967

{Mr Fries) Could 1 answer that by picking up your
earlier observation that this is——

58. Some have been outstanding for over a vear,
not just a mere six months, but over a year now,

{Mr Friex) The three monitoring pilots were
designed primarily to test the monitoring processes.
They were not thought of as operational work, so in
that sense in an ideal world we would have used them
for productive work, but | do believe that I can look
you back straight in the eye and assure you that as a
result of the development trials we do now have a
system which is geared to making proper use of the
retuns made. We will have a long way to go because
this is only now starting this year, but [ do believe that
we have leamed from those pilots and that those sorts
of apparent failures will not be a feature of the
ongoing system.

59, Just one last thought or one last question: with
all of this happening, why should charities even
bother to communicate or talk to the Commission
because, firstly, the responses get lost, the files get put
away if they do not get answered, but, according to
this report, it took the Commission on average 37
days to reply to correspondence from charities
seeking its advice on various samples and what
conceivable explanation can there be for taking 23
months to reply to one charity’s enquiry and why 60
per cent of the responses to the NAO's sample made
were beyond the Commission’s 20 days? I mean, why
should any charity take the Commission seriously?
All they have got to do is sit there, not reply to you
and you will go away. Is that not the truth of the
matter?

{Mr Fries) No. The latest figure for responding to
correspondence within the 20-day target is 96 per
cent, so | do believe that our timeliness has
significantly increased.

60. Well, that is a dramatic improvement. How
many charitable statuses have you removed because
the charities have not responded to the Commission’s
enquiries? 3

(Mr Fries) The answer I gave carlier about
following up nil income returns indicates that we
have removed quite a number of charities as a result
of that.
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61. But they do not count. If something is not
trading you take if off the register, that is not a big
success. | know of charities where the whole
operation is—how can [ put it—Iless than efficient.
How many have you taken off the register because
they have not bothered to reply, they have just ignored
you and told yvou to go away?

(Mr Fries) We cannot remove a charity merely
because it does not reply. Under the new data base we
will follow up non-retums and we will be, as
recommended in the report, in the light of experience,
selting targets for returns of charities in particular
according to size, and with the larger ones we shall
certainly do our best to make sure there is a 100 per
cent return. For the 180,000-plus charities there will
be a point at which we cannot simply devole
resources 10 following up, but——

62, Soif they out-wait you, you close the file and
go away? That is just what you have said.

{Mr Fries) We will have to take a view in the light
of experience. As | say, the new structure, the new
legislative requirements, means we shall not have had
a first complete cycle until the end of next year, so
over the next year we will be reviewing experience
and begin to be able to take a view on how far the new
structure suffers from the problems of the previous
structure, which was not statutorily based, in terms of
low percentage returns and how those are divided
between different levels of income. Then we shall
have to develop a policy and of course bid for the
resources necessary to follow that up to make sure an
acceplable outcome is achieved.

Mr Page: | am able to tell you, Mr Fries, you have
been rescued by the Chairman who has told me my
Wime is up.

Chairman: That being so, Mr Fries, there were a
number of questions from Mr Page you could not
answer and 1 must ask you for a nole on two ilems.,
One is on those charities which were removed or
amalgamated"—your word—because they did not
measure up and why, Also the number of charities
which were not responding to you®.

Mr Williams

63. Mr Fries, may [ say, like some of my other
colleagues, I will be wanting to ask you some
questions in closed session which I know will be a
disappointment to certain people sitting in the public
gallery but propriety I think requires we do it that
way. Mr Page and 1 are similar veterans of this
Committee—he has survived the process better than
I have! He refers to the 1991 report. [t was not exactly
a glowing report, was it?

(Mr Fries) 1991 was of course before my time, but
my impression looking back at it is that it did
acknowledge quite significant progress from what we

' Note: See Evidence Appendix 1. page 19 (PAC R7)
(s 40-48),

? Note by Witmess: ‘The number of charities pot responding
to the Commission’s Sth mailing exercise carned oul in 1996
were: 37,370 (24%) not providing Annual Remums; and 36,062
(319 not providing accounts,

must all accept was a very damning report in, [ think,
1988.

64. So there is a chequered history as far as the
Commission is concemned, but you became Chief
Commissioner the following year?

{Mr Fries) 1992, yes. Could | say that | think
it is an improving record rather than a chequered
record.

65. That is exactly what we intend to explore. IF
we look at page 17, Figure 9, this deals with staff
numbers. There has been what [ have described as the
less than glowing report from this Committee in 1991,
you were appointed in 1992, and we find that staff
numbers hit their peak not long after you took over,
in 1993. Does that mean 1993 was a time of
excellence in the performance of the Commission?

{Mr Fries) Aside from the question of whether
numbers equals excellence, there is a particular
reason why there was a peak then, and that was to do
with the 1992 Act as it was first passed, which was
consolidated with the 1960 Act into the Charities Act
1993, The reform programme, which was triggered
by this Committee's report in 1988 and led to the
Government’s White Paper, envisaged a switch of
resources in particular divesting the functions of the
Official Custodian for holding charities” investments,
and that, because of the timing of the legislation and
the need for quite a long-running programme which
I myself inherited for divesting the Official Custodian
of that work, there was a time-lag before the saving
on staff that that programme involved was realised.
So it was built into the public expenditure plans that
the Commission would be declining.

66. So what we have seen is a 16 per cent or 102
cut in the numbers of staff as revealed in that
particular diagram?

{Mr Fries) It means the number of staff—

67. No, it must mean that because you agreed the
Ic| .
{Mr Fries) It means the staff which were engaged

68. Do you disagree with these numbers?
iMr Fries) 1 do not know about the numbers

precisely.

69. That is all I need to know at this stage. There
has been a 16 per cent cut from a period which you
admit was not a period of excellence, after a peried
when you had a not very glowing report from this
Committee. If we look at Figure 32 on page 58, this
is a diagram showing causes for concem found to be
substantiated following investigation. This is based,
in fairness, on a sample undenaken by the NAO, and
again these are figures which you have agreed. In fact,
05 per cent of the causes for concern were as a result
of maladministration, deliberate malpractice in a
third of the cases, and fundraising abuse in 14 percent
of the cases. Those are all pretty serious reasons lor
& CONCern, are not?

(Mr Fries) Yes, indeed.
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70. Yet you have been cutting back on your
manpower. Let us take, following on the line Mr
Page has taken but from a slightly different angle,
deliberate malpractice. There were 124 cases found,
what action was taken in those 124 cases?

{Mr Fries) Could 1 make a comment on the staff
before coming on to that?

71. Treally do not want to pursue that much longer
because, like Mr Page, I am time-limited. Let us
concentrate now on the consequences, if that is what
they are, of the staffing changes. What about the 124
deliberate malpractice cases, was any action taken
against them?

{Mr Fries) Action will have been taken to tackle
the issues. There are various forms of action which
can be taken as a result of investigations.

72. Any serious action? Anyone required to be
removed or anything of that son?

{Mr Fries) Removal of trustees is a particular
action, and quite often the result of an investigation
is a change of trustees which may happen as it were
voluntarily.

73. So in how many of those 124 cases did that
happen?

(Mr Fries) 1 cannot link the figures for action with
that particular outcome.

74. You will let us have a note on that?
(Mr Fries) Yes, 1 will let you have a note on
investigation action'.

75. Sorry, it was not 124, it was 204, [ was looking
at the wrong note (sic). Then there is the deliberate
malpractice, the 124 cases there, which is very
serious.

{Mr Fries) That was the category [ was thinking of
particularly in terms of removal of trustees or change
of trustees.

76. But I would have thought that would be clear
in your mind. Surely deliberale malpractice is
something you must frown on? It must be bumt in
your soul if it is a very frequent occurrence, you must
know what has happened there?

(Mr Fries) 1 can tell you that we appointed 19
new trustees and removed 9 as a matter of formal

powers,

77. You removed 9 from 124 cases of deliberate
malpractice?

(Mr Fries) I do stress that trustees ceasing o be
trustees most commonly happens on a voluntary basis
rather than actually using stafutory powers.

T8. 1see, soin addition to the 9 there will be some
who chose to go voluntarily rather than face the
indignity of being asked?

{Mr Fries) Certainly.

! Newe: See Evidence, Appendix 1, page 19 (PAC 87),

79. That clarifies the position slightly. Perhaps
you could let us know how many are in that category
as well." What about the fundraising abuse, again a
serous matter? 35 cases there. How many people
were in any way penalised for that?

(Mr Fries) That will often involve liaison with the
police with the possibility of prosecution. 1 do not
have the figures for prosecution outcomes, but the
most serious cases will involve police action rather
than Commission action,

80. You see, there we have a series of very
worrying cases. with maladministration being the
least serious probably, but you had abuse and you had
deliberate malpractice and yet we are told by the
National Audit Office that the Commission does not
make full use of information on trustees in relation to
the people who are unsuitable individuals, that your
information is not comprehensive and applications
are not being checked against records of unsuitable
trustees. That sounds almost, well, it sounds abso-
lutely neglectful, does it not, not almost?

{Mr Fries) What we are now doing is seeking to
assess at the time of registration whether there are any
doubts about a charity which, among other things,
may include doubts about trustees so that we can keep
a better watch on such charities, but in the context of
investigation, there we are talking about action to be
taken once issues of concern have come o notice and
the effect of the better integrated systems that we will
now have with our better powers under the 1993 Act
will enable us to link these processes.

81. You see, you are talking to a Commitiee that
works on the basis of information often found by
looking at the accounts. That is what the National
Audit Office primarily does for us and that is what we
spend a lot of our time on and that is where we
discover a great deal of abuse and yet we find that,
according to the NAQ, you set a target for obtaining
80 to 90 per cent of the accounts of active charilies
by 1994 and you have not yet increased that target,
as one would expect you to do, to take account of the
fact that the 1993 Charities Act requires the sub-
mission of accounts and only 61 per cent, two-thirds,
of what you set as your target was obtained in 1995,
It is small wonder there is abuse, is it not?

{Mr Fries) The latest figures were 69 per cent as
the final outcome of that return which again, I should
stress, was before the statutory monitoring structure
came into operation and for the largest charities it was
06 per cent and that is for charities with an income
of over quarter of a million.

#2. But that is below a target which was not even
up to date because the target had not been modified
to reflect better the advantages which were given to
you by the Act, so the incompetence is even greater.

{Mr Fries) Bul recommendations 2 and 3 in the
report charge us with setting these targets in the light
of experience under the monitoring requirements
that are only now coming into effect” and we shall set

! Nore: See Evidence, Appendix I, page 19 (PAC 87).

* Nore by Witness: Under the 1993 Act, approximately 30%
of registered charities now have to submit their accounts to the
Chanty Commission,
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realistic targets, and particularly for the larger
charitics demanding targets, for making sure that
we can get a return of accounts and in particular
100 per cent:
(Ms Berrv) We are still, as [ said earlier, expecting
a 1K per cent return for those charties with an
income of over £250,000 a year and, if I may repeat,
itis only this year that we are able to get the accounts
in under the new regime and, therefore, it is only this
year that we will actually know what the returns are
going o be which will give us the sorts of information
that you are asking for.

83, Who set the 90 per cent target?
{Ms Berry]l We have set a 90 per cent larget.

84, Why did vou set a 9 per cent target if you
knew vou could not achieve it?

{Mr Fries) The previous target, which was, | think,
set by my predecessor at the hearing seven years ago,
was set in a very different context and, 1 think he
would acknowledge, before we had had experience of
how realistic it was to obtain information, so it was
a demanding target. We have 1o acknowledge that it
did not prove possible under the non-statutory
processes to achieve that and indeed

85. Yes, but then in that case vou should have
modified it downwards, which you did not do, and it
sounds like an exercise in continued masochism, does
it not?

(Mr Fries) Well, we have been geaning our
processes o establishing the night framework for a
very different statutory structure which the 1993 Act
sets.

86. But, you see, according 10 the National Audit
Office, you consider, nod vou personally, vou, the
Commission, consider that the monitoring of charity
accounts is of limited value until revised standards of
accounts and reports come into effect. If it is of
limited value, why did you bother to set high targets
and then dismally fail to meet them and, secondly,
one would question as an accounting Commitiee
whether obtaining those accounts could possibly have
been of limited value?

(Mr Friez) 1 think those words can be taken
literally, “limited value”. It is important to have the
accounts of charities. For effective active monitoring
we believe that the accounts produced under the
SORP (Statement of Recommended Practice) re-
quirements will be a great improvement, but 1 am not
saying that there was no point in having accounts
previously and, as far as the target is concemned, [ do
not think we suffered by, as it were. inheriting that
target and trying to improve the return of accounts
from charities; it is just that that experience has shown
how we should go about it under the new legislative
Iramework.

87. You see, that again does not make sense
because having failed to get anywhere near your
target and having dismissed reaching your target as
being necessarily all that important because you were
not sure that it was going to be worthwhile, we then
discover, according to the NAO, that one-fifth, 20 per

cent, of the reports and accounts that you did obtain
and did examine required further work and then, lo
and behold, you lost the paperwork and in the cases
where follow-up work was required, when the NAOQ
wanted to find out what had been done about it, for
some mysterious reason the documentation had
slipped through the floorboards.

{Mr Fries) As | was explaining earlier, I think you
are talking about the monitoring returns under the
pilot, the developmental project, and 1 have already
acknowledged that it is of course regrettable to lose
papers, but I do believe that we have systems that will
not have that result in the future.

Mr Williams: May [ say that there is a series of
other examples of what 1 regard as neglect or
incompetence here and now all testified to by the
NAO and [ must say that this is one of the gloomiest
and most dismal reports I think we have ever had to
hear about.

Mr Leslie

88, Iuisdifficult to know where to start. As already
mentioned by Mr Williams, the 1991 report was not
glowing, but this report by the National Audit Office
is not very glowing either, s it?

{Mr Fries) | think it reflects a record of develop-

" ment that is acknowledged in the report itself, that we

have made important progress in producing an
effective operation that provides the right balance of
support and supervision of charities.

B9. Lam juststruggling really to find many success
stories actually, to be honest. Effectively this report
is a report by a group of auditors about a body which
is essentially an audit body in itself, is it not? Your
role is basically as an auditor looking over these
charities?

{Mr Fries) No, 1 would not say that we are
an auditor. The relationship of the Commission to
charities is a mixture of legal support and regulatory
input. Part of it is auditing which is why the
Commitlee was so concerned, in particular, at its
first examination in 1988 at the lack of the
accountancy skills, but an important part of it is
the legal framework, the legal integrity of charities
which links with financial governance and manage-
ment integrity,

90. But your role is to make sure these charities are
acting with the greatest propriety?

(Mr Fries) Our fundamental role as set out in the
Charities Acts certainly from 1960 has been to use our
powers 1o enable charities o operate, 1o use their
resources more effectively. In that sense, it is a
promotional and suppont role first and foremost.

91. 1 think this might be where things are going
wrong, you know, [ wonder whether you are focusing
the aims and objectives of the whole organisation
sufficiently properly, because a lot of the worries
which have been expressed so far are about whether
you are following up a lot of these charities on their
propriety. Is there anything to stop A N Other person
setting up a charity, ripping off thousands of people,
getting all the tax benefits and continuing to do this
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for years and years? Is this question of propriety being
sufficiently addressed in your organisation?

{Mr Fries) | believe it is. The report acknowledges
that we have, I think the words they use are,
“effectively doubled the staff engaged in monitoring
and investigations". So from the original report which
indicated the Commission was making very little use
of its intervention powers, we have put a significant
focus on that.

92. How many staff are involved in monitoring
investigations now?
(Mr Fries) It is about 90.

03. Out of how many staff?
{Mr Fries) Out of 570,

94. Is that a sufficient ratio? Are you happy with
that?

(Mr Fries) Yes, | believe so. | would just support
that by emphasising that as part of the reorganisation
of the Commission and bringing in better manage-
ment, we have sought to focus the investigation
function so that it is more sharply targeted at cases,
particularly abuse and maladministration. Although
they are the least of the number of cases that we find,
that is because that is where, as vou say, the
confidence in the charitable sector is most at risk and
where powers of intervention are necessary and
appropriate. But [ would like to stress that the
Commission’s origins are as an effective substitute
for the Chancery Count to provide legal services, you
might call them, to charities, and that is a continuing
necessary part of the way our charitable system

operates.

95. You say you provide support and that is the
main function, but what | am aware of is the enormous
amount of criticism about the delays there are in
providing this support if at all, if it ever actually turns
up. [ know yvou have a lot of requests for support and
you have identified about 4,000 people who need
support from your monitoring, and yet there is very
little action. In talking about delays, why is the
average length of a case 222 days?

(Mr Fries) That is not so now. [ quoted the figure
earlier of 96 per cent of charity support cases being
dealt with within the Citizen's Charter target of 20
days. That is a considerable improvement and that is
in relation to a charity suppon workload of about 24,
25,000. I would not want to say that support is more
important than investigation, the point I am seeking
to emphasise is that the Commission has a broad
range of functions which reflects the particular
nature of the charitable sector, for instance in lerms
of the legal framework that it must operate 1o,
which is a legal inheritance but which is funda-
mentally there to reflect the independence of charities
and the fact that charities are there for the public
good and the legal role is a very important part
of our work. Equally, the relationship the Com-
mission must have with the charitable sector must,
I believe, reflect the fact that it is trustees who
must decide how they are going to seek to fulfil
their charitable objects. The Commission does not
have the power, indeed explicitly is prohibited in

the Act from engaging in the administration of a
charity——

96. 1 realise that but I am concerned that there is
a Charity Commission going along with £23 million-
worth of taxpayers” money, doing various amounts
of work, and there is a whole load of charities out
there which have very poor interaction with you,
| think there is a greater need for you to connect
with a lot of these charities. That is just a comment
because | want to follow up the question about the
pilot questionnaire you developed to look at this
whaole matter of support and investigation. You sent
it to a variety of people to help and develop their
annual returns and encourage them to do them
because, as has already been mentioned by Mr
Williams, there is a very poor record of getting these
returns from charities. When you got this information
from the questionnaire, did you use any of that
information?

(Mr Fries) It was used.

97. How?

(Mr Fries) As | have said before, it was not seen
as part of the core work of the Commission. but the
retumns were used apart from their prime function of
enabling us to develop monitoring systems so that, if
I could just take the liberty of commenting on your
earlier remark, I do not believe it is the case now that
the charitable sector does not engage with the
Commission. It used to be put in terms that it would
be bad news to hear from the Charity Commission but
if a charity kept out of the way there was no risk of
that happening. The reform programme has meant
that the great majority of charities are not only
accessible to us but do engage with us, and the growth
of our charity support work is a reflection of that
relationship. On the use of the material which came
in from the, I think it was, 10,000-0r-50 monitoring
returns that was the sum total of the three pilots, we
did seek to make use of that, but as | have emphasised,
at that stage, not in an integrated way. 11 was al a time
when the charities support divisions had a very
substantial workload and it may be regrettable but
was perhaps understandable that this additional
work was not then integrated and was not seen as a
priority.

98. So the guestionnaire was Irying to encourage
people o put in returns and they went to all that effort,
filling in the returns, sending them back, yet that
information was not actually used in checking the
accounts and the propriety of those organisations
themselves?!

{Mr Fries) 1 think it has been invaluable in enabling
us to develop a comprehensive monitoring frame-
work which we are now using, that enables us to
engage in a meaningful and productive way with the
charitable sector.

99, But it is also about co-ordination, is it not?
That was a typical example of how one arm of the
Charity Commission seemed to be doing one thing
and yet it did not connect with what the other arm
should be doing.
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{Mr Fries) | think that is unfair. The nature of a
development programme is to make sure that when
it goes live, as it were, as part of the Commission’s
operations, it has been developed in a way which
makes it effective. A development project is by
definition not an integrated part but it was done
consciously and under proper oversight and, as I said
earlier, with the right sort of consultation with the
charitable sector to make sure it was effective.

1000, So that sort of thing is never going to happen
again?

(Mr Fries) I am not sure how apologetic o be for
that, because this was a development project and in
that sense was designed to produce the results which
I would want to come back in a vear or two years™ time
lo be able to demonstrate is an effective working,
monitoring relationship, identifying issues which we
are laking effective action on, and [ am confident that
that is what is happening.

101, Soon future projects, when you are going out
talking to the charities, you are going to make sure
you use the quality of information you get from them
on all aspects of

{Mr Fries) Not necessarily. If it is a development
praject the first importance is to make sure, if we are
developing a system, that we develop iteffectively for
proper use. We do trial operations and so far as
possible make use of the material, but the point of a
development programme is actually to make sure it
functions properly.

102. The problems I see in this report are that you
arg too slow, you have a very poor record, you have
insufficient responseé from the charities and in-
sufficient support for the charities, there are a lot of
delays and there is a lack of co-ordination. This is all
from this report. What is it actually going to take for
your organisation to clear up this messT Does it need
a complete, radical overhaul? Does it need a whole
fresh look al the organisation of the Charity Com-
mission itself?

{Mr Fries) A complete, radical overhaul is what we
arg going through and that is the point of the
legislative framework that is being set up. It is a
radical overhaul in the sense that it is not simply the
way in which parts of the organisation function, but
they have, if one wants Lo use that jargon, the whole
business of being re-engineered from being a body
which was primarily operating on the basis of a legal
orientation to one that now has a broad range of skills
and expertise and integrated operational systems,
robustly developed. that 1s able to achieve what
Parliament has tasked the Commission with doing as
from last year. So in a sense | make no apology for
the fact that this has been a growing process, but it
is fundamental and the test is how we make effective
uze of the active relationship which the Act envisages
for the Commission. Indeed what I would say about
our relations with the charitable sector is that there
was welcome for the aspiration 1o make the Com-
mission more customer-oriented and 1 do believe that
the customer satisfaction survey results that we get,
for example, 85 per cent of charities say they are
. satisfied with the response that they get, that that is

a sign that we are making very good progress in that
respect. Indeed 1 would go further to say that we are
now beginning to get beyond that, as it were.
honeymoon period and the implication of an active
Commission intervening with charities is producing
some of the sort of reaction from charities which one
might expect.

Mr Leslie: Well, if that is the honeymeon, fingers
crossed for the rest of the marriage!

Mr Love

103. We have been here before, as a number of the
Members of the Committee have said, as there were
reports in 1988 and 1991 and you have commented
on them. We have this report before us. How satisfied
are you in the light of the changes brought about by
the 1993 Act that this agreed report is good progress
for the Charity Commission?

{Mr Fries) It was inevitably a view of progress at
that time and on that basis of course 1 accepted it. 1
believe that it was a study of the Commission in the
process of development and that programme of
development and improvement is continuing.

104. Can I refer you to figure 2 on page 4 which
is vour performance indicators? Now, | am aware that
you have indicated that some of those figures have
changed since this report was drawn up. I want to
refer you to the part on monitoring and to two issues
in particular, First of all, in terms of the charties
submitting accounts where in this projected year it is
53 per cent, [ believe that has gone up to 69 per cent?

{Mr Fries) Yes.

105. Can [ just ask, first of all, whether that is
within the timescale that you have set, whether the 53
per cenl is within the timescale and people have
subsequently submitted accounts or are all of those 69
per cent within the timescale that you have set?

(Mr Fries) Yes is the simple answer,

{Ms Berrv) If L may say, there is a difficulty because
of the different financial years that different charities
may have. As you can imagine, they have a variely
of financial vears, but basically the answer is yes.

106, But would vou accept that if you look at other
sectors that do this, like the company sector, it is
critically important that you get your accounts in
within a specific time-frame because you need (o
move on to the following year and if you have people
dribbling in at ceriain times——

{(Mr Fries) Yes,

107. You have assured yourself that the numbers
that are coming in within the tumescale that you are
selting is increasing on a year-by-year basis?

{Mr Fries) The new framework which, as Ms Berry
says, is not asimple financial year framework because
there is a rolling sequence of years that charities
account (o, but the framework is for producing
accounts and making a report for the year reporting
within ten months afier the end of that year. Now,
what we will do under the new law is to take the date
on which the new law came into operation, 151 March
1996, so for reporting years starting then, and when
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that complete cycle has been completed, then we shall
be able to review progress on that, but by that time
of course charities will be into their second year.

_ 108, Can | wake the next portion of figure 2 which
is accounts examined where it appears that the
numbers are likely to be going down. It is a projected
figure and I do not know whether it has changed yet,
s0 | ask the question.

(Mr Fries) Can 1 just give you the final figure for
that year? It was 11,561 where it says “6,340".

109. So you are telling us that your projected
figure is actually half of what the final figure ended
up being?

{Mx Berry) That is right,

110. Does that show a good projection? Surely
you have a closer idea than that? This is not a eriticism
and obviously it is good news that you have boosted
the number of accounts that you have examined, but
surely you should have a much better idea? Have you
put resources mnto this towards the end of the vear
which you had not originally intended?

(Ms Berry) The original target was 9,333, This was
of course a year of enormous change and a year in
which we were bringing in many of our new
compuierised systems and indeed were putting new
resources into that and moving people across into that
to ensure that we did achieve it when it looked, at the
point when the NAO were coming round, that we
were only going to hit that figure, so we transferred
the resources across and indeed came out with the
figure of 11.561. I think what I would like to say is
that what we very much recognise is that the last two
years have demonstrated an enormous change. On the
sorts of issues of timeliness, our performance has
improved by 20/25/30 per cent in different areas in
the last 18 monthsftwo years, and of course that is not
reflected in the year end report. They are figures that
were nol in some of the year end data which I believe
we submitted beforehand and we could certainly do
an uP-m—datt note on them if that would be helpful
now'.

111. Can I just make a comment about targets in
general and raise an issue which was raised in the
report, and that is that of course targets are fine, but
whien you find that yvou are in a small number of cases
not meeting them, you tend to put them on the back
bumer and this was commented on in the report, that
when the responses had gone over the target time,
they tended just to leave them so that they could catch
up with the others which were still within the time
limit. Now, that argument could be used for all of the
targets you have set. What can you say to us to give
us confidence that that is not happening within the
Charity Commission?

{Mr Fries) 1 think the particular thing 1 would want
to say about that is that we have developed quality
assurance processes which review a sample of cases,
5 per cent of cases dealt with. 1o make sure that they
are being handled properly and pant of their being
handled properly is to make sure that cases are not

closed in order to achieve targets and that cases are
not neglected because they have gone over target. If
I could take the 20-day target for charity support
work, we now have a procedure to pick up cases
which have gone beyond 20 days where a more senior
member of staff will examine a case to make sure that
there is action before 30 days and it is mechanisms
like that which are designed to improve the operation.

112. Does that show up in the figures? Do you
keep figures if you have gone over your target time
for 30 days, 40 days?

{Ms Berry) Nothing goes bevond 30 days. We have
a 100 per cent success rate in picking them up within
30 days as in the last few months. We have put in new
systems which have now achieved this.

113. Can I move on to the table which was
commented on earlier, Figure 32 on page 58, where
we have causes for concern? It has certainly been my
impression, and I think the impression of other
members of the Committee, that the Commissioners
have not taken these issues of maladministration and
abuse as seriously as perhaps they should have been.
I wondered with the new powers available to you
under the Act whether you feel you are now making
proper use of those powers in order to address these
concerns?

{(Mr Fries) Yes. What | would say to support that
would be in particular the resources we have put into
the investigation side of the Commission. First of all,
there was the reorganisation of the Commission to
improve management within the Commission, and
then the review of the investigation function itself. |
believe that those steps have meant that the investiga-
tion function is now a much stronger function of the
Commission, from, I think it fair (o say, a base when
investigation was not something the Commission saw
itself as engaged in. So it is a relatively new sphene
of activity and one that is now integral.

114, The reason I ask that, going over the page to
Figure 34', is that it does not appear, just taking a
cursory glance and referring that back to the 186,000
charities there are in this country, that extensive use
is being made of the powers available o you. That
could be because charities are essentially well-run
and are free of fraud and corruption. 1 suspect our
view would be it 15 more widespread than indicated
or highlighted in these figures. Can you give us some
reassurance that you are tackling these issues with the
new powers you have available?

{Mr Fries) We have been engaged in investigation
work for some years now and it has been a fairly
consistent finding from the range of sources that
hitherto we have had, which highlight potential issues
of concern which might need investigation, that abuse
and deliberate maladministration is very much the
minor issue in the charity world. Fundraising is
perhaps a different issue and one we are specifically
addressing to see whether we are making better use
of our powers in relation to fundraising. But | would
say our experience is that it is issues of competlence

! Nove: See Evidence, Appendix 1, page 19 (PAC 87).

! Note: See Evidence. Appendix I, page 19 (PAC 87).
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rather than lack of integrity which characterises the
charitable sector, and that the greatest value that the
Commission can bring to enhancing the effectiveness
and credibility of the charitable sector is by the work
we do in improving standards, while of course
making sure that we have a robust and vigorous and
effective investigation function. That is certainly our
aspiration.

115. Can I finally go on to the charities who fall
below the 10,000 threshold that has been set in the
Act? | understand that although it is a large number
of charities, it is a small amount of the money, 3 or
4 per cent. Doing a quick calculation that still ends
up being over £600 million-worth of people’s money
given to charities. [ was somewhat concerned by your
carlier comment that you were not guite sure how the
Commission would get in touch or try to elicit from
those charities the information that would give you
assurance that everything was well. I wondered what
thoughts you had on how that could be done in order
to safeguard what is, although small spread widely,
a very large sum of mongy?

{Mr Fries) The money may of course come from
all sorts of sources and quite a lot of it may, [ suspect,
particularly for the smaller charities, be old endow-
ments, old parish charities and that sort of thing.
There are two things [ would say. One is that we are
seeking to become more effective in the way we work
by programmes of wvisits and surgeries and co-
operation with umbrella bodies representing the
charitable sector, which enables us to reach small
charities in a much more effective way. We are also
developing risk analysis procedures to identify areas
where there may be particular risks, by looking at the
trustee structure, forexample, by looking at the nature
of the charity and so on. That is the sort of programme
we will have to develop in the light of our experience
of how, under the new structure, we are able 1o keep
in touch with small charities given the relief
Parliament has given us, if you like to think of it like
that, from active oversight of what you rightly say are
a large number of charities which collectively do
involve a substantial amount of money. [ think the
question will be how we are best able to identify
patterns using ocur sample follow-up to the small
charities to see what areas do give grounds for
concern. 1 certainly would not want to leave the
impression that just because a charity appears to have
an income of less than £10,000 a year we should
neglect that, Confidence in chanties is as much
affected by the way in which small charities are seen
in their area as larger ones, and we are very conscious
of that. I hope the relationship with bodies like the
councils for the voluntary service which can act as
both our links and our pariners in working with the
charities in their area, which is something we have
built up quite a lot recently, will be an effective way
of addressing the sort of concerns you are rightly
expressing.

116. The one thing you did not mention there was
that, as | understand it, the Charity Commissioners
have approval under the Act to go back and ask for
further powers, for changes in the law, in order to
address any issues you feel are not being done. The

impression 1 get is that in reality it is extremely
difficult under the law as it stands for you to be
assured you will get the information required from all
these small charities, and in effect we are in a sense
writing them off because of that fact. 1 wondered
whether you had given any serious consideration to
addressing whether there may be powers you would
require in order to fulfil the assurance function with
these smaller charities?

(Mr Fries) We are certainly very conscious of
that strand and have been engaged in working closely
with the deregulation, now the better regulation,
initiative to ry to make sure the powers are
appropriate. The law has moved guite a long way in
terms of recognising that the structure of small
charities which has been inherited, and which 1
believe this Committée was concerned about in the
past, has been made much more flexible, and that is
quite a large part of the charities support work which
we are trying to streamline to develop quicker and
easier information about the way in which small
charities may become more effective. Certainly if our
experience suggests that we need a different sort of
relationship or powers of oversight, it is one of the
advantages of being a government department, albeit
a non-ministerial one, that we do have that link into
the political process.

Maria Eagle

117. Mr Fries, I have been struck listening to my
colleagues and your responses by your complacency,
[ have to say. 1 wok the view when I first read this
report that it was still pretty damning, but that perhaps
it might represent some progress over the even more
damning reports of the past. However, 1 must say
that listening to you, you have rather pul me in a
tougher frame of mind. [ want to have a look initially
al the way in which you operale your own organis-
ation and can you, therefore, um to page 17 and
figure 8 on the deployment of staff? Now, this shows
the proportion of your staff working on each of your
main activities and 1 am struck by the fact that 30 per
cent work in resource management and other, which
seems o me o comprise of other types of manage-
ment  plus your IT system. What is resource
management'?

(Mr Fries) That comprises personnel, training,
finance, and it also includes the basic support staff,
like messenger services and so on, so it is a somewhat
misleading figure in that some of those staff do
contribute directly to the operations as well as
essential functions in terms of finance and training.

118. That is a pretty high figure for what is
essentially senior management, is it not?

(Mr Fries) No, no, it is nol senior management.
Senior management is very small.

119. I accept thal messengers are nol senior
management, but it seems to me that those sorts of
functions, resource management, operational man-
agement, it is all people who are running the
organisation, but not carrying out the functions, is it
not?

! Note: See Evidence, Appendix I, page 19 (PAC BT).
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(Mr Fries) | would say that it includes finance with
the Efficiency Unit which is part of that is an essential
function for making sure that we do indeed improve
our management.

120. I am sure it is essential and I am not
suggesting that you have staff not committed to it.
What I am questioning is the percentage of staff who
appear 1o be committed to running the organisation
rather than carrying out its functions and it appears
to me to be at least 30 per cent. Now, do you think
that is basically accurate?

(Mr Fries) 1S, for example, the information
technology part which is under “other” which is part
of that 30 per cent, that is an absolutely essential
function,

121. What percentage of that 30 per cent are your
IT staff?

{Mr Fries) They are cumrently something over 20
total staff.

122. Twenty staff?
{Mr Fries) Twenty staff, ves,

123. So 20 out of 200 or s0? That would not take
that percentage down too much further, would it? It
seems to me that you are slightly top-heavy in terms
of people running around deciding how things should
be done rather than carrying out the functions. If we
look at two of your important functions, investigation
and monitoring, you have & per cent of your staff
dealing with each one of those and that is significantly
less than the 30 per cent dealing with running the
Comrmission, is it not?

(Mr Fries) As 1 say, resource management and
other comprise a number of different functions and I
would say that it is not a question of being top-heavy
because the senior management is not a very large
component and they are involved in, in one way or
another, contributing to the effectiveness.

124. Okay. I would like you to turn to page 9 and
recommendation 7 of the repont, paragraph 18. This
is in relation to one of your other main functions
which is support for charities. It talks half-way
through the paragraph about things like, “Staff are
also beginning to specialise on particular issues and
types of charity”. Now, | would have thought it would
be essential, given the range of charities and issues
that they cover, that your staff who are dealing with
supporting them would specialise. Can it really be the
case that you are only just now starting to have your
staff specialise?

{Mr Fries) Mo, is the simple answer to that. We
have had specialist sections and in the past the
Commission tended to operate particularly by having
particular sources of expertise and that is the way that
we are developing. We continue to think about
whether particular paris of the charitable sector ought
to have special sections, but in general we think that
that is an uneconomical way of allocating staff, that
it is better to have someone, for example, who is
recognised as having expertise, say, in dealing with
the almshouse part of the sector rather than there
being a specialist section so that one gets the best use
of expertise,

125. Well, I think specialisation in an organisation
such as yours is absolutely essential to effective
working, whether it is providing support, monitoring
or whatever. and investigation too. On page 22,
paragraph 1.16, there have been issues raised before
by this Committee about the mix of qualifications of
staff that you have had in the past. Here we see that
you now have nine qualified accountanmts which 1
understand is a significant improvement on the past
when you did not have any at one stage. If we take
a look in paragraph 1.16 at what they have been
spending their time doing, they are contributing
widely to the development of Commission policy and
operations, they are providing technical advice on
casework and the development of your monitoring
system, training to other Commission staff on
accounting issues, advice to charity representatives,
50 there is some contact, on new accounting
procedures, and undertaking detailed examination of
the accounts, Now, | would have thought that only the
last two of those are really doing the job that you have
got an accountant in to do. What percentage of your
accountants’ time is spent dealing with looking at
accounts for irregularity?

{Mr Fries) I cannot give you a percentage’, but
what [ would say is that it is very imporant for
Commission staff to have the basic ability to deal with
financial and accounting matters themselves and,
therefore, training Commission staff is actually a very
important key function and being available as a
professional resource for issues that demand the
inevitably more expensive professional resources, so
of course we have to keep this balance of organisation
under review. Indeed [ might use this opportunity to
say that we now have twelve qualified accountants
and also ten trainees, so we do recognise the
importance of building up the accounting function,
but I think, as has happened with the legal function,
the way we develop has to be 1o enable the front-ling
operational staff to develop the range of skills needed
with expertise of various soris in support and that is
the framework of our development,

126. Certain professions might call that
“de-skilling”, but it is an interesting approach to
dealing with the legal and accountancy profession,
Back on page B and paragraph 17 and back to the
recommendations, this is dealing with the issue of
support for charities again. There are some comments
here which I just want to take up with you about the
way in which your targets and what one might
broadly call “quality assurance” are affecting the way
in which your staff are actually working. Half-way
down that paragraph it says, “The National Audit
Office found that some cases had been closed
prematurely and then reopened. Cases already out-
gside the 20 day correspondence target”, and that 15
working days, which to most people is a month, not
20 days, “were sometimes being allocated a low
priority, because further work on the case would not
contribute to achieving the target”. | have worked in
organisations running with targets and quality assur-
ance and it is rank, poor management when staff are

! Nate by Witness: Just over 30% of our accountants time is
devoted 1o looking for imegularity.
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affected in that way to meet targets because they are
forgetting what they are there to do and they are just
tuming all their attention to keeping the line
management happy. Now, do you accept that that is
going on in your organisation and, if it is, what are
you doing about it?

{Mr Fries) As Ms Berry said earlier, we now have
a 30-day fall-back to make sure that actions happen
and management oversight to make sure that the
targets are not distorted. [ certainly would very much
accept that the danger of targets of this sort is to lose
sight of the actual substance and that is a prime focus
of the quality assurance process which, incidentally,
includes making sure that the professional issues have
been satisfactorily dealt with, that cases have been
referred to accountants or to lawyers if the complexity
required it, so I believe that the quality assurance
process is geared to keeping an oversight and that
balance between timeliness, which has been the great
complaint of the charitable sector of the Commission,
and quality.

127. 1 still think that the picture I built up from
these examples is of an organisation that has not got
to grips with managing its staff and making sur¢ you
are carrying out your core functions efficiently. I want
o move on to the question of investigation which [
think is very important. You said to one of my
colleagues that you saw the Charity Commission
primarily as a legal service to charities in replacement
of the old Chancery Court, and although clearly a
function [ find that a remarkable way of defining your
role as a Commission. [ think what the public see you
as is a guarantee that the charities they give money
to are properly run and effective. 1 do not want you
to comment on that but I want to have a look at the
question of investigation and how well you deal with
that. We are looking at page 51. Some of my
colleagues have already raised the guestion of
investigations not being carried out frequently
enough where potential abuse is discovered. I wonder
if you are satisfied yourself that your investigators go
in often enough where issues are raised?

{Mr Fries) 1 think the development of the
evaluation process means that we do now have an
effective way of assessing the range of material that
would potentially give rise to investigation and
making sure that proper cases are referred for
investigation and that the investigation function
operates robustly,

128, Who is it who investigates in your organis-
ation? Do you have lawyers? Who investigates? What
sort of skills do they have?

(Mr Fries) The investigation division is basically
staffed with administrative civil servants recruited
from a range of backgrounds and in particular, as [
think the report notes, we have drawn in staff from,
for example, Inland Revenue, Customs and Excise,
people who do have an investigatory background and
experience.

129. And you provide some form of training, 1

expect?
{Mr Fries) Yes,

130. To ensure that the quality of investigation
which is carried out is satisfactory?
{Mr Fries) Yes.

131. I want to use a case which came 1o me from
a constituent. I am not allowed 1o mention her name
but I will give you the set of facts. She was somebody
who worked for an educational charity, it was a
school, and she was a whistle-blower, she raised
issues of what she thought was lack of propriety and
trustees running off with money. She was sacked for
her pains and is still awaiting an industrial tribunal.
She was not satisfied with your investigation, you
decided there was no problem which required you to
go further and there are some 1ssues which concerned
me when I read your report. For example, your
investigator went to talk to the people who were
accused as one would expect, the trustees, but did not
go and interview her. Is that normal practice, not 1o
get full details of the allegations?

{Mr Fries) In general investigators would check
the range of sources of information, in particular the
person who brings the complaint to us. That is
normally the starting point.

132. She of course had written a letter to you but
was not then interviewed so she could not give you
full details of her allegations. There were allegations,
for example, of things like petty cash vouchers going
missing. £100 missing from petty cash. Your
investigator accepted ex post facto evidence that
things had been put right later which did not actually
deal with the issue of whether there had been
wrong-doing in the first place, and upon that basis
yvour report said in a number of places things like
“allegation unfounded”. Do you think that is a
sufficiently robust quality investigation?

(Mr Fries) Not the way you put it. T'take it, it would
be wrong in this context to identify the case
concerned but 1 would certainly be——

133, I will write to you certainly.

(Mr Fries) Yes.

Maria Eagle: What it raised for me was a general
issue of the quality of investigation when you do get
round to investigating and whether or not the public
can be satisfied that some people who often take great
personal risks, as this lady did and ended up withouwt
a job as a resull of her action, can be satisfied you are
going to be sufficiently robust in investigating the
issue. [ think that is all 1 have to say, Chairman.

Mr Camphell

134, I will be brief. I was not actually going o
intervene at all but 1 would like, if I may, to go over
some points colleagues have raised where [ am not
happy with the answers given. | want to start with
Figure 8 on page 17 and look at the balance of staffing
which is, at the end of the day, a management issue.
We have identified about 30 per cent in resource
management and you have explained to my col-
leagues why that is. IT we look at the relatively small
percentage involved in investigation and monitoring,
you have told us those figures in terms of numbers
have increased, but let us have a look in terms of
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outcome. If you look at page 56 and Figure 31, you
had the huge target of B0 per cent of evaluations
completed within two months of the receipt of the
complaint, and yet we find that was only actually
achieved in just over a quarter of the cases. If we look
at investigations on page 57, we find, correct me if [
am wrong, before April 1996 you had a target of 75
per cent of the investigations being completed within
12 months but in fact not only did you not meet that
target you no longer formally monitor that target
either, presumably because you were not meeting the
target, and we have heard something about the
optimistic levels that some of your targets were set al.
Do you want to comment on that?

(Mr Fries) Evaluation is the first stage to see
whether investigation is appropriate and we are
nearer to achieving the 80 per cent target—74 per cent
is the figure I have for this year—within two months.
The length of time an investigation takes is much
more a matter of the nature of investigation and it is
very difficult to set targets that, as it were, are a good
test of the quality of investigation. It i5 more
important, we think, 1 have a clear focused aim in
starting the investigation and 1o pursue it vigorously.

135. But the average time for investigation after
the complaint has been made is 21 months. The
average time after the evaluation has been completed
15 OVET 4 year.

{Mr Fries) I do not have figures——'

136. You have told the Committee the balance of
staff you have, and you are quite happy that, as I read
it, only 16 per cent of your staff are actually involved
in investigation and monitoring,

{Mr Fries) The figures in the report inevitably
related o cases that had been closed up to the time
of the report, which did not include cases that were
being dealt with under the improved management
arrangements. 1 do not think we have figures here
about the length of cases now.

137. You also make the point that your success is
where there has been most recent investigation,
where the clues, if you like, are warmest. What I
would put to you is that it is the older cases, where
you have not been able to follow them up more
quickly {and | agree the trail is possibly colder) where
people could be getting away with it over a very long
period of time. Is that fair?

{Mr Fries) That may well have been so, yes.

138, We can then put that together with other
targets that you have set. In Figure 15 on page 32 we
have charities providing returns to you, and if [ read
it right about a third of charities slipped through the
net because again you did not hit your target. If we
then look at how many charities have actually
responded to your request for annual accounts, we
learn again that although the figure has admirably
gone up to 69 per cent, you failed to hit the target. If
yvou add those together, and forgive me if | am wrong

! Note by Wimess: In 1995-96, 37% of evaluations were
completed within 2 months; in 1996-97 the figure was 69%:;
the projected figure for 1997-98 s T4%.

on this and this is too simple, there is growing
evidence that anyone could slip through the net over
along period of time. If we are talking about the same
people, even if you identify them, you are talking
about a devil of a long time before you get round 1o
putting anything right?

{Mr Fries) If I may, itis a bit simplistic to link those
processes, because the mailing was testing out our
ability to maintain an accurate register, which we are
aiming to improve. The return of accounts and reports
is the return of substantive material on the basis of
which we may be able to take constructive action, but
the source of investigations is likely to be only
partially that routine material and we shall always be
dependent on information, which is why we would be
concerned if we did not follow up vigorously
complaints brought.

139, Precisely but, forgive me if I am wrong, you
aré talking about people who actually respond to vour
requests plus those whistle-blowers may well com-
plain 0 you about. 1 am talking about people who
systematically fail to respond to requests from you
and, as a result, you either do not get to them or, when
you do get to them, because you are relying on
whistle-blowers or someone o complain, it is taking
you such a long time before you actually agree
whether or not there is a problem.

(Mr Fries) Where investigation is concemned, we
do use our powers to require information. I think the
figure for last year was 300 orders.

140, But we are still talking about two different
groups of people here. We are talking about people
that are drawn 1o your attention or who do, as you
request, draw themselves to your attention. [ am
talking about people that you cannot find and identify.
There is a group in there, 18 there not?

{Mr Fries) I do not think there is that simple link
between causes of concern brought to us and response
to mailing. We may well find that a charity that we
can follow up because it is on the register and we are
able to impose an order requiring information has
failed to respond to the return. Now, that will in itself
be a possible cause for investigation and indeed
linking returns and how we can best enforce retumns
may well involve the use of powers in that way.

141. 1 can see what you are saying, but I am not
sure it actually answers my point. | would just finally
like to say this, Chairman: you spoke of your
assumptions about the motives of some of those
people involved in maladministration and you seem
to imply, correct me if 1 am wrong, that they often
did not, in your view, intentionally set out to
maladminister and it is a question of supporting them
and educating them and giving them guidance,
whatever. We have heard that before from other
organisations and it leads us often where there is a lot
of public money involved, and we have heard the
phrase already this evening, to suggest a certain
complacency in that. There are assumptions that you
begin with and it then sets the ethos for your
organisation and it then can often, and this concems
me greatly, means that you do not pursue effectively
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enough what is happening to public money, not just
the public money that is given to you o spend to
discharge your duty properly. but other money which
is given by the public to charities.

{Mr Fries) It has been commented, for example,
by the Deakin Commission that the advice and
regulatory functions are difficult to combine and [
would certainly accept that. I would not accept,
particularly as we have developed and focused the
investigation function, that we give undue priority to
the advice and support function. In terms of
workload, it is the greatest and indeed the prevent-
ative work in that context is beneficial in preventing
things from getting to the point where investigatory
functions are needed, but 1 do believe that having
focused investigation divisions separated from the
advice, guidance and support work is the way to
structure the Commission so that we avoid falling into
that trap. Now, | have been accused of complacency
and I would not want to give the impression of being
complacent about that. It is something that we will
have constantly to develop to make sure that
investigation is properly effective, alongside encour-
aging and supporting what is the mass of committed
charitable activity.

142. 1 hear and accept what vou say, but you
would also accept that that view 15 open to dispute?

(Mr Fries) Yes.

Chairman: We are now about to go into closed
session. Can [ just say for the benefit of the public that
this Committee takes great pride in the transparency
of its proceedings and normally holds as much as
possible in the open, but sometimes the evidence we
take can prejudice proceedings elsewhere, so I am
afraid we have to have a closed session.

EVIDENCE HEARD IN PRIVATE

Mr Williams

143. We have been inundated with representations
about the RSPCA. Now, it is one of the biggest
charities with £85 million reserves and £40 million a
year income. Have you had a great many representa-
tions?

{Mr Fries) There are a number of different aspects
in relation to the RSPCA which has been something
we have been very actively engaged with ever since
I joined the Commission from a number of points of
view, but [ suppose the particular focus of contro-
versy is on their campaigning activities and their
relationship to, in particular, issues like hunting and
so on and legislative activity.

144, But the issues we are getting are different.
They are more a matter of what is alleged to be almost
intimidation of local branches, We have this enor-
mous organisation with its £85 million reserves and
yet if a local branch wants to carry out a project, it
expects that local branch to raise its own money. I
have a branch in my own area which raised £1 million
and found itself almost bankrupted by the require-
ments imposed from the centre by the RSPCA. [ know
you are familiar with this as I wrote myself to you at
one time about it and 1 know that it may go back into

court which is why are doing this in the way we are,
but there was an anticle in May, [ do not know whether
vou saw it, in The Guardian Weekend, four or five
pages, which listed a whole catalogue of disputes with
branches where branches had actually been closed
down and the courts have forced the RSPCA 1o open
them again, people have been thrown out and the
RSPCA was forced to renew their membership. It
seems that there is something rather sick in that
organisation. Is this not something that you should
be concerned about when so much money is at
stake?

(Mr Fries) Weare working with the RSPCA itself,
the central RSPCA., in reviewing it structures and that
is relevant, I think, to the relationship with branches.
The fact that branches are, as [ understand i, separate
charities mean that there is inevitably a potentially
rather difficult relationship and the RSPCA having a
particular siruciure which in particular involves an
elected council means that the branches are properly
represented at the level of the RSPCA and its
SOVEIMOrs.

145. On the local issue, there was a formal
complaint to the Charity Commission that a branch
had mishandled finances. On the basis of that, you
issued instructions that it should be disbanded and the
RSPCA has subsequently withdrawn this allegation,
s0 it says in the document, and there is a strong
suspicion that you are altogether far too cosy with the
central RSPCA,

{Mr Frigs) | hope not too cosy. We, of course, see
it as our responsibility to work with them o try o
make sure they have an effective constitution and
management structure.

146. Rather than delay proceedings now by going
into great detail, because we are only hearing one side
of the story and RSPCA Central is not here but you
have been involved, could you let the Committee
have in writing a list of the various representations
which have been made to you against the RSPCA'
and an indication of what action was, if any, taken in
response to those allegations?

{Mr Fries) We cenainly can,

147, We want full information.

{Mr Fries) Complaints of that sort, so far as [ am
aware, have actually been very few.

{Ms Berry) Very few.

148. It would obviously be helpful. All we want
Lo get at is what is true and what is not.

{Mr Fries) If it will help the Commitee T will
send in a short note which identifies the complaints
and perhaps puts that in the context of the work we
seek to do with the RSPCA, so you can form your
view on whether you think we are too cosy and have
teo much of a cosy relationship to the disadvantage
of others.

Mr Williams: Thank you. That is all I want to ask.

Chairman: Any more questions? Mr Fries, thank
you and your colleague for coming today to give
evidence.

! Note: See Evidence, Appendix 1, page 19 (PAC 87).
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SUPPLEMENTARY MEMORANDUM FROM THE CHARITY COMMISSIONERS
FOR ENGLAND AND WALES (PAC 1997-98/87)

Regulation and Support of Charities

Qs 40, 41, 42, 43, 44 and 49

The number of charities removed from the public Register of Charities as a result of action by the Charity
Commission are:
4,358 in 1995/96

8.200 in 1996/97

The 1995/96 figure is made up as follows: those that in response to our monitoring programme,

have been identified as ceasing to exist 3,305
Those that, in the majority of cases with the Charity Commission's assistance, have amalga-

mated with another charity 40ks
Those that have ceased to operate or to be charitable 645

The 1996/97 figure is made up as follows: those that in response to our monitoring programme,

have been identified as ceasing 1o exist 7,807
Those that, in the majority of cases with the Charity Commission’s assistance, have amalga-

mated with another charity 143
Those that have ceased to operate or to be charitable 256

_ The Commission’s powers to remove charities from the register are limited and deliberate abuse by
individuals working on behalf or as employees of a charity, does not mean that the charity itself can be
removed.

Qs 74 and 79
The use of the Charity Commission's powers in relation to the proven cases of maladministration are:
Year Investigations Number of Powers % of cases where
closed used in these cases powers used
1995 204 48 12.2%(25)

The use of the Charity Commission’s powers in relation to the proven cases of malpractice are:

Year Investigations | Numbers of Powers | % of cases where
closed used in these cases powers used
1995 124 18 B.19%(10)

The number of charity trustees voluntarily resigning as a result of our action with chanty _nffairs is
estimated to be 60 during the first half of 1997, This figure is based on a sample taken of one third of the

cases closed this year.

The overall trend is that the Commission is using its powers in a higher proportion of its cases now than
either last year or the year before.
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(8 Figure 34 Update

1993 1994 1995 1996
Orders for information/meetings 145 104 130 238
Banks accounts frozen 51 34 45 52
Trustee or management prevented from acting 23 30 30 89
Trustee appointed 23 11 3 19
Trustee or management removed 3 (i} 9 9
Receiver manager appointed 1 -+ 3 9
External auditor appointed 0 1 0 0
Charitable assets recovered from debarred trustees 0 0 0 0
Prosecution for failure to provide information 0 0 0 0

(Q 22 Staffing
Resource Management

Includes 25 paperkeepers who manage the movement and storage of the Commission's case files. This
contributes directly to the efficiency of the operational function.

Others

Senior Management in the Commission is carried out by 4 members of the Senior Civil Service.

Staffing in the IT funciion is 23
Regional office managers and their immediate staff contribute directly to the operational function.

Q 146

Glamorgan—Swansea, Neath and Port Talbot
Branch Treasurer complained of disagreement with H() concerning a project to build a new animal centre:

The Commission conducted discussions with the parties and were concerned that Branch funds were at
risk. The Commission used ils statutory powers o appoint a receiver manager to ensure that the first phase
of the animal cenire was completed. On completion of the building the receiver manager was discharged.

Glamorgan-Swansea, Neath and Port Talbot
The ex-chairman complained that the Society has withheld from him financial information relating to the
current financial year:

The Commission provided copies of the accounts for 1996 and explained that there is no legal requirement
to make the information requested available. It could not direct the charity trustees to provide the ex-chair
with the information he requested.

Chariry Commission for England and Wales

3 December 1997
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