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WAS THE HODGSON REVIEW A DAMP SQUIB? 

On Thursday 5th September 2013 the Government published its response to Lord Hodgson’s statutory review of the 
Charities Act 2006 and the Public Administration Select Committee’s review of the same Act. 

You might be forgiven for thinking this would herald a wealth of important reforms to the legislative and regulatory 
framework for charities in England and Wales.  Well, unless I missed it, it certainly doesn’t achieve that – I lost 
count of the number of times I read “the Government does not accept this recommendation” or, where a 
recommendation is accepted, some weasel words about the need for legislative time to be found (Civil Service 
speak for kicking it into the long grass). 

It’s not that there will be no change at all.  However, what changes there will be seem to be relatively minor or 
niche rather than a systemic approach to maintaining public confidence in charities.   

So were these reviews just a huge waste of time? 

In fact I feel rather more charitable than that (sorry!).  I take this as a signal that, with some tweaking, the 
Government is happy that the legislative and regulatory framework is about right.  I tend to agree – public 
confidence in charities remains high.  I really can’t see much merit in, for example, changing registration 
thresholds, a new name for the Charity Commission, further tinkering with definitions of public benefit or a raft of 
small regulatory changes that if anything would increase the burden on charities.  Well done for resisting the 
temptation to make changes for the sake of it. 

So what will change? 
As I have already said, most of the changes are tweaks or niche changes that could have a significant impact on 
some charities, particularly larger charities but won’t have a significant effect on most charities.  However, my 
purpose here is not to run through a long a tedious list of those (although you can find one at the end of this article 
if you want to check for yourself!). 

What I want to highlight are two areas where I think the Government’s response gives a good pointer towards the 
key areas that are most exercising Ministers’ minds and which could eventually result in substantial systemic 
change.  These are: regulation of fundraising and social investment. 

Fundraising regulation 
There is a clear threat in the Government’s responses that the sector needs to make the current, low-key self-
regulatory regime work or statutory regulation will follow (Leveson for charities?).  A particular concern is the need 
for better self-regulation of “chugging” (signing people up for direct debits in the street). 

Self-regulation is currently a voluntary self-certified membership of the Fundraising Standards Board (FRSB) as 
well as a number of other voluntary regimes; it is all rather confused.  So the Government is encouraging 
simplification and rationalisation and clearly favours the FRSB regime. 

Moreover there is an exhortation to charities (initially those with more than £1m annual income) to join the FRSB 
scheme.  There is a clear message that the Charity Commission and Government will apply pressure to charities to 
join through deregulatory incentives and/or adverse publicity for those who do not.  The Government also wants the 
FRSB to show some teeth by ejecting members who fail to meet standards, including through use of compliance 
audits.  Progress will be reviewed in 5 years and compulsory membership or statutory regulation may follow if the 
Government is not pleased. 

My recommendation, therefore, is that all charities, especially those with annual income over £1m, should 
seriously consider signing up to the FRSB scheme. 
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Social Investment 
In the last 5-10 years the Government (regardless of who has been in power) has encouraged growth in social or 
“mixed motive” investment – i.e. investment that generates both financial and social returns for the investor.  The 
Government’s response to Hodgson continues this trend with undeniable signals that more social investment is 
wanted and that the regulatory environment will be adapted to facilitate this.  This is likely to include: 

• Considering ways to emphasise more clearly that Trustees’ primary duty is to further the objects of their 
charity, including when considering investment options (i.e. to make clear that social as well as financial 
returns can be included in the equation).  This would include investment by charitable trusts and 
investment of non-functional permanent endowments. 

• Development of a standard social investment vehicle/fund by Government. 
• Amendments to the Charities’ SORP (accounting rules) to enable social returns to be accounted for as well 

as financial returns. 
• Clarification of the tax treatment of different types of social investment. 
• Development of a “social investor” exemption from Financial Promotions rules. 

The Government had already included in the Financial Services Act 2012 provisions to ensure regulation can take 
into account non-financial goals such as social returns. 

While these changes may appear to be rather detailed and prosaic, taken together I believe they show a 
determination by Government to free-up the market for social investment and remove continuing concerns about 
conflict between regulatory regimes that may inhibit so called “mixed-motive” investment.  My own view is that this 
is to be welcomed but that it will probably also mean that more Government funding for charities will come through 
this route, rather than as grants or contracts. 

My recommendation, therefore, is that all charities, especially those with significant statutory sector 
incomes, should ensure they have the skills and capabilities to access (or make) social investments, which 
often comes with a high level of initial scrutiny from potential investors. 

Conclusion 
In my humble opinion, the Government has got it about right with its response to Hodgson and the Select 
Committee.  Some sensible changes are proposed, some important signals on future direction are given but there 
will not be wholesale change on the scale seen in the 2006 Act, with the costs of disruption that could bring.  
Nevertheless, all charities should make sure they are familiar with the changes that are coming and in particular 
that they respond to the Government’s agenda on fundraising regulation and social investment (where this is 
relevant to them). 

If you would like to discuss further the implications for your charity please contact me at 
julian@almondtreeconsulting.co.uk or on 07802 957 938.  The full text of the Government’s responses is 
available at www.gov.uk/government/publications/government-response-to-recommendations-on-the-legal-
framework-for-charities. 

 

Julian Lomas 
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And now for the tedious list of other proposed changes! 
The Government’s response to the Hodgson and Select Committee reviews includes the following prospective 
changes that will affect some (and in some cases all) charities.  This is not a comprehensive list of all changes but 
rather those that are likely to have the most significant impacts. 

• Focusing the Charity Commission’s resources/activities on core functions (including possible deregulation): 
o Registering charities. 
o Regulation of charities including more proactive regulation. 
o Providing the public with information. 

• The likely introduction of a system of fines for late filing of returns with the Charity Commission. 

• A range of possible changes to Charity Commission reporting requirements including: 
o Greater transparency/disclosure of charities’ political or campaigning activities. 
o Social impact reporting. 
o How long Trustees have served for an why. 
o Possible merger of the Summary Information Return and Annual Return. 

• Further guidance on charitable purposes and more model objects. 

• The option of voluntary registration for charities that are not required to be registered. 

• Some rationalisation or coordination of regulatory roles between the Charity Commission and other 
regulators (e.g. Companies House, HMRC etc).  This is likely to include the Homes and Communities 
Agency becoming the principal regulator of charitable social housing providers. 

• Simplification of the charities’ SORP and proportionate application of IFRS (International Finance Reporting 
Standards). 

• Some harmonisation of the registration regimes between the countries of the UK. 

• The possibility of the Charity Commission becoming the principal regulator for charitable industrial and 
provident societies. 

• A possible increase in the threshold for full-audits to annual income of £1m. 

• Widening of the range of criminal offences that disqualify individuals from being charity Trustees. 

• A range of detailed changes to the regulatory regime for street and house-to-house collections. 

• Further tightening of tax rules to crack down on use of ‘bogus charities’ to avoid tax. 

• A review of charity law by the Law Commission (underway) which will look at: 
o The procedures for allowing charities to use charitable funds to pay for litigation costs. 
o The procedures for referral of cases to the Tribunal and the powers/scope of the Tribunal. 
o Social investment issues, including by charitable trusts and permanent endowments. 
o Addressing the issue of failed legacy gifts because of charity mergers that occurred between the 

Will being made and the gift becoming available. 
o Rationalising the Charity Commission’s functions where another organisations could undertake the 

role instead. 
o Deregulation of disposals of mortgages and other charges over charity land. 

• Development of standard wording for charitable bequests. 

• Encouragement to civil servants and businesses/employees to volunteer (including as Trustees) and give 
in kind support to charities (including secondments etc). 

• A possible central portal for charity trustee vacancies provided by national umbrella bodies. 

• Future provisions to allow industrial and provident societies and Community Interest Companies to register 
as Charitable Incorporated Organisations. 


