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Charity Tax Group

The Charity Tax Group (CTG) has over 500 members of all sizes representing all types of charitable activity. It was set up in 1982 to make representations to Government on charity taxation and it has since become the leading voice for the sector on this issue. 
CTG welcomes the opportunity to submit this Budget representation and looks forward to working with the Government to help create a simple and fair tax system for charities 
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Budget 2016: An opportunity to show support for the charity sector
The Charity Tax Group (CTG) urges the Government to take the opportunity in the forthcoming Budget to tackle a number of outstanding technical and practical difficulties charities currently face with the tax system. 
In formulating policy proposals that may affect charities we urge the Government to continue to consult key sector stakeholders, so that we can help to identify any unintended consequences for charities. 
1. Protection of existing VAT zero rates and exemptions 

VAT zero rates are invaluable for charities and any threat to them would seriously endanger their ability to continue their operations effectively. The specific charity reliefs on advertising, medical research, donated goods, fundraising items, certain buildings and other items are hugely important to the sector and should continue to be fully protected. The wider zero rates are also important to charities: given that they are effectively treated as final consumers for VAT purposes, the scope of the tax and the range of reliefs available impacts directly on the ‘sticking’ VAT suffered by charities and their subsequent ability to maintain services.
We are aware that the European Commission has launched a Roadmap on the future of VAT reform, which will include a review of existing VAT rates and structures and an assessment of the existing derogations in Member States. It is crucial that the UK Government demonstrate continued strong support for ALL the UK zero rates that are presently protected in negotiations with the Commission and other Member States. The Government should also ensure that the important social exemptions in Article 132 of the Principal VAT Directive are protected as, in the absence of more effective reliefs, they are also invaluable to charities.

How can the Government help the sector?
· By making a clear statement supporting the retention of the zero rates from which charities currently benefit. 

· By working with the sector to identify opportunities for new reliefs for charities, as part of these negotiations, particularly to reflect the modernisation of charity operations and innovations not covered by the existing zero rates. However, any widening of the reliefs should not be at the price of endangering existing reliefs.  

2. VAT refund schemes 

CTG welcomed the Government’s decision to extend the s33 VATA 1994 refund scheme to include UK search and rescue and air ambulance charities and hospices. This has been an important step in the right direction to level the playing field between charities and public sector/commercial providers of equivalent services, which are often services that would otherwise fall on the state to provide. It is important that legislation is regularly reviewed and, following consultation with our members, we have identified a number of organisations that now fit the requirements of the extended VAT refund scheme as outlined in the legislation and guidance. 

How can the Government help the sector?
· By reviewing the eligibility of other organisations that we believe meet the requirements of s33 C & D and confirming their ability to claim VAT refunds. These organisations will be making direct representations to Treasury officials with CTG support and include charities recently accepted as accredited SAR organisations and charities providing specialist care services to the terminally ill or incapacitated. 

· By recognising the obstacles that charities continue to face in the VAT system and committing to a wider consultation with charities on ways to remedy this. 

3. Apprenticeship Levy 

CTG’s members have expressed considerable concern about the proposed Apprenticeship Levy and its implications for the charity sector. Conservative estimates suggest that up to 1200 charities may be affected and required to make a combined contribution to the Levy of over £70m.  A further £50m contribution is expected from the HE sector. 

While CTG members support in-work training and efforts to improve workplace productivity, there is a danger that, if the Levy is implemented as planned, charities will struggle to benefit and, in effect, will be subject to an additional payroll tax, to the detriment of expenditure on their charitable purposes. If charities are unable to utilise their levy contribution and this subsidises for-profit organisations, this is not likely to be received well by donors. 

Charities are likely to be disproportionately affected, particularly in the short term, as the sector is generally not yet geared up to provide apprenticeships, not least because of its enormous reliance on the hard work of dedicated volunteers. This is compounded by the requirement that charities use their Levy contributions to pay for training costs only and not for salaries and the requirement to use registered providers, which may result in additional administrative and VAT costs. Charities that grant-fund work placements (which is very common among research charities) will also face a disproportionate impact as the responsibility for the Levy falls on the employer; conversely, therefore, this could reduce the amount of funding available, with knock-on effects on social value and productivity.

How can the Government help the sector?
· By considering greater flexibility in the application of the Apprenticeship Levy contributions (including to salary, recruitment and overhead costs) and in the definition of an apprentice (perhaps allowing charities to apply it to volunteer expenses and training for existing staff). 

· By meeting charities to resolve a number of outstanding technical issues including the implications for grant-funding charities, irrecoverable VAT, overseas costs, reallocation of charities’ Levy contributions, registration as training providers and accessibility of utilising the Levy.  

· By considering a phased transition to the Apprenticeship Levy for charities so that they can make the necessary administrative and staffing changes and to allow these technical queries to be resolved. 

4. Charity business rates relief 

CTG has welcomed the regular assurances from officials and the Exchequer Secretary to the Treasury that charity business rate reliefs were not being targeted by the ongoing Business Rates Review. Charity rate relief is invaluable to the sector and at a value of £1.6 billion every year it is crucial that it be maintained. It is imperative that moves to devolve full responsibility for rates to local authorities and the abolition of fixed business rates do not have an adverse and unintended impact on charity relief. 

How can the Government help the sector?
· By issuing a clear and definitive statement in the Budget that charity rates reliefs will not be affected by the proposed business rates reform, and that there is no plan to devolve power to local authorities over this relief in the future. 

5. Gift Aid Small Donations Scheme 
CTG welcomes the Government’s Call for Evidence on the effectiveness of the Gift Aid Small Donations Scheme (GASDS), in advance of a wider consultation on reform proposals later this year. CTG will be submitting a detailed response to these consultations and is grateful for the support of HM Treasury and HMRC officials in attending consultation meetings that we are co-ordinating.

The GASDS is widely appreciated by CTG members and enables them to improve the tax efficiency of their small cash donations. Unfortunately, take-up of the Scheme has been hampered by the relative complexity of the rules which has meant that many organisations (and particularly small charities) have not been able to make claims. We are confident that a relaxation of the rules is possible, while retaining protections for the Exchequer, and that this could help to dramatically increase the number of beneficiaries of the Scheme and in turn the number of charities operating Gift Aid.

How can the Government help the sector?
· CTG urges the Government to consider the following: 

· CTG chairman John Hemming’s recommendation to the Minister that the requirement for a two-year Gift Aid history before becoming eligible for the Scheme, should be removed to make the Scheme more accessible, particularly to smaller charities. The planned move to a joint HMRC and Charity Commission registration portal, as well as other charity registration tests, should provide sufficient assurances to HMRC about the charities concerned.  

· The application of the connected charities rules and how they may be overly restrictive. 

· The actual levels of fraud related to GASDS since its introduction. If, as we expect, the figures are low, this would add weight to arguments that the eligibility criteria should be relaxed. 

· A review of the ways better to promote awareness and understanding of GASDS. 

· A review of the current policy that GASDS will apply to cash payments only, given the inexorable move to cashless and contactless payments.  

· By continuing to work with charities to improve the available guidance. This is particularly important in relation to the more complex elements of the scheme such as the connected charities rules and the eligibility of charities for the community buildings provision. 

6. Reform of the Gift Aid donor benefit rules 

CTG welcomed the opportunity to respond to the Call for Evidence on the Gift Aid donor benefit rules last year and awaits the planned consultation on reform proposals later this year. CTG would like to register its appreciation of the willingness of officials to work with the sector on this important issue and is hopeful that some valuable and practical changes will be possible. We have recapitulated the main proposals in our consultation response below.

How can the Government help the sector?
· By committing to a serious review of the donor benefits guidance with the close involvement of charities and their charity advisers, with particular focus being given to the ‘in consequence’ rule. This review should also consider ways of improving accessibility to the guidance on Gov.uk. 

· By ensuring that donor benefit thresholds are easy to follow, fit for purpose and tackle the ‘cliff edge’ problem by replacing them with two simpler bands  

· By allowing all ‘unsolicited’ third party benefits to be disregarded, and also disregarding ‘solicited’ third party benefits where the charity can demonstrate that a similar offer is available to other members of the general public.  

· By legislating to maintain the four concessions outlined in the Call for Evidence, namely: the split payment rule, the averaging method, the disregard allowing literature to be considered as of inconsequential value and the 10-year rule for a ‘life time’ benefit. 

· By considering a change in the way benefits are valued from market value to cost value, except in cases where there is a readily convertible cash equivalent, for example items which could easily be resold on the open market. 

· By considering removing the requirement that benefits must be available for purchase separately when using the split payment method. 

· By committing to maintaining the admissions disregards and considering removing the current requirement for visitors to pay an additional 10%. Government should also consider extending the admissions disregards to live performances where in accordance with charitable purposes. 

7. Tax on restitution interest 

CTG has welcomed the opportunity to meet HMRC and HM Treasury officials to discuss an exemption for charitable companies from the new 45% corporation tax rate on “amounts taxed as restitution interest”, as introduced in Finance Act 2015. The introduction of the increased tax rate is intended to correct historic tax rates; but because charities would not have been taxed anyway this is not relevant to them. We are grateful to officials for working with us to avoid the legislation having an unintended consequence for charities.
How can the Government help the sector?
· By confirming that charity companies are exempt from this legislation and considering a similar exemption for charitable subsidiaries also. 

8. Transfer of profits 

CTG wholeheartedly supports Government efforts to stop charities being used as vehicles for fraud and tax avoidance, but has stressed the need for proportionate and targeted legislation that will not inadvertently catch innocent donors or charities. 

We welcomed the Government’s decision to introduce a charity exemption from the Diverted Profits Tax following CTG concerns that charities would be caught by the legislation. We believe that a similar exemption is necessary to avoid charities being unintentionally caught by the legislation on transfer of corporate profits in s1305A in Chapter 1, Part 20 of Corporation Tax Act 2009, as introduced by the Finance Act 2014.

We have welcomed Ministerial assurances that the legislation will not apply if a company pays its profits for charitable purposes unless avoidance is present, and the confirmation that it is not avoidance if taxpayers use statutory relief for charities in the way intended by Parliament. We also welcome the written assurances, given in the technical guidance note (see example 6) published in March 2014, that charitable subsidiaries would not be caught. However, based on our previous experience, we believe that further legislative assurances are needed and urge the inclusion of a charity exemption in the Act. 

How can the Government help the sector?
· By legislating for an exemption for charitable companies on transfer of corporate profits. 

9. Business Energy Efficiency 

At the end of last year CTG responded to the Government’s Business Energy Efficiency Review, following discussions with officials from HM Treasury and DECC at a consultation meeting. 

CTG fully supports the Government’s efforts to maximise energy efficiency and encourage behavioural change. However, given that the whole thrust of the consultation is about ‘business energy’ and improving the efficiency and competitiveness of UK businesses, we questioned the policy objective of including charities in this regime given that they are not businesses in the traditional sense. CTG continues to call for a charity exemption from the new energy tax (to cover charities’ primary purpose energy usage, rather than the current business/non-business test) and proportionate reporting. 

How can the Government help the sector?
· By introducing an exemption for charities from this energy tax and ensuring reporting requirements on charities are proportionate. 
CTG – January 2016
