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Lords’ Select Committee on Charities – Inquiry into the sustainability of the charity sector

Response from the Charity Tax Group: 5 September 2016

About us
The Charity Tax Group (CTG) has over 500 members of all sizes representing all types of charitable activity. It was established 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 respond to this call for evidence and would be happy to meet officials to discuss our answers in greater detail.
The Call for Evidence
What is the role and purpose of charities in civic society in England and Wales?

1. The charity sector is very diverse and it can therefore be counter-productive to identify a single role and purpose. CTG’s membership ranges from large grant-giving foundations to small local charities and different members operate in very different ways. In essence, charities work to provide public benefit to support their beneficiaries and they are supported by a mixture of grants, donations, investments, legacies and other income. Charities provide essential social support which Government would often not otherwise be able to afford or deliver. In the context of charitable giving, CTG has always supported the premise (which underpins Gift Aid) that donors should not be taxed on income they have given away to good causes. It is important therefore that the tax system operate effectively and fairly to complement and support charities, rather than to provide administrative obstacles and other hindrances. 
What are the main pressures faced by charities currently, and what impact have these had?

2. Charities face a number of financial pressures, with tax a major issue for both small and large charities. While charities benefit enormously from a range of tax reliefs, they also face major obstacles such as irrecoverable VAT, which (it has been estimated) costs the sector up to £1.5bn a year. Equally, the full implications of Brexit are still unknown. It seems likely that charities will see their funding reduced, particularly while the uncertainty of the process of leaving the EU acts as a deterrent on donations and diverts resources away from them. However, it remains to be seen precisely what knock-on threats and opportunities charities will face in a post-Brexit world. 
3. Charities also face administrative burdens associated with complying with the tax system. This is a particular problem for smaller charities, which are often volunteer-led and lacking resources. Government plans to simplify the eligibility requirements for the Gift Aid Small Donations Scheme is a positive development, but other policies such as the Apprenticeship Levy underestimate the significant resource implications of major changes to infrastructure and process within an organisation.
4. Strong governance on financial issues is very important, but this is made harder when charities are required to comply with complex and poorly-targeted legislation. This is particularly true in the context of Government attempts to counter tax avoidance and evasion and CTG continues to urge the Government to ensure that measures are focused and proportionate, particularly in respect of the new Common Reporting Standard. Unhelpful and poorly researched press criticism of charities tax position can also prove challenging and undermine trust in charities.
How do charities seek to innovate, particularly in the digital arena?

5. Charities need to adapt to technological changes and many are embracing digital channels as a more efficient way of contacting their donors, managing their records and raising funds. It is therefore very important that tax guidance and legislation adapt to reflect changes in practice and technology.
6. CTG recently called on HMRC to consider including contactless donations within the scope of the Gift Aid Small Donations Scheme, following evidence that charities were starting to use this form of payment as a fundraising tool. We were very pleased to see that the Government has accepted this proposal and recognised the need to future-proof the scheme. CTG also supports efforts to extend a reduced or zero rate of VAT to e-books and e-publications, a move that would ensure equal treatment with printed materials. Such a move would benefit universities and many other charities that are increasingly contacting their donors and beneficiaries through digital means.

What skills are required to lead and manage a charity?

7. A wide range of skills are required to lead and manage a charity and this includes an understanding of finance and tax issues. Skills required are no less than a well run commercial organisation with appropriate specialists in the areas appropriate to the business focus law; for charities this might include fundraising, tax, accounting, risk management. While it is important that charities make use of professional advice on tax issues, legislation and Government guidance should be clear and simple to ensure that organisations are not required to spend money on simple compliance activities, when it would be better directed towards charitable activity. 
8. In order to maintain the integrity of tax reliefs, it is important that there are appropriate safeguards in place to prevent tax avoidance. However, in the context of charity tax reliefs it is important that these safeguards are proportionate and are not so complex as to deter people from taking on such responsibilities.
What role should trustees play in the performance and effectiveness of a charity?

9. In the context of charity taxation, trustees should ensure that they comply with all reporting requirements required in tax legislation and guidance, while also maximising the income of the charity through permitted tax reliefs and exemptions. It is important that the Government support trustees and charity managers to do this by providing clear and accessible guidance and, where appropriate, training and other support.  Charity trustees should ensure that the Board includes people with the range of technical knowledge and skill which the charity needs.  This increasingly needs to include one person with sufficient tax knowledge to spot issues that may need to be addressed.  Charities should be encouraged to select tax knowledge as a requirement on their register of required competencies of the Board.
How can charities ensure that they are properly accountable to their beneficiaries, their donors, and the general public?

10. Charities can ensure greater accountability through appropriate transparency in their financial dealings and by full compliance with all reporting and accounting requirements. Government can help charities where possible by simplifying the tax environment in which charities operate to minimise operational costs.

What are the current challenges to financial sustainability, as well as efficient resource and risk management for the sector?

11. Our response to question 2 highlights a number of the challenges charities face in relation to financial sustainability. Regular consultation with the charity sector is crucial, to understand fully the practical implications of any policy changes, with detailed impact assessments and targeted research important. This is important in the context of new policies, but also where charities find themselves undertaking work and assuming responsibilities formerly provided by central and local Government, as the tax implications are often different.
What is the potential of social investment and social impact bonds?

12. CTG welcomes the potential value of social investment and social impact bonds, so long as they complement and do not dilute traditional fundraising channels. Charities benefit from important tax reliefs on individual giving and while the introduction of the Social Investment Tax Relief is welcome, it is not as generous and subject to less strict regulatory requirements. 

What should the role of Government be with the sector?

13. CTG benefits from strong working relationships with Government departments including HM Treasury and HMRC. HMRC’s Charity Tax Forum provides an important opportunity for dialogue and consultation with the sector and CTG welcomes the willingness of officials and Ministers to speak at events and conferences. These established relationships allow charities to have a positive influence on policy developments, although we would encourage officials to ensure a dialogue with staff with practical tax knowledge as well as policy representatives.
14. Problems arise most frequently when there is a lack of consultation with the charity sector, and this often results in policies being developed where the understanding of the practical implications for charities is unknown or unclear, leading to unintended consequences for charities. This is usually exacerbated by a lack of communication between Government departments during the early stages of policy formulation – better communication between the Charity Commission and HMRC would certainly be helpful. This can result in potential difficulties being identified too late in the policy process for major changes to be made; lack of consultation often results in the sector having to take a reactive (and sometimes confrontational) approach rather than a collaborative and proactive one. However, Government can take positive steps by resolving issues when identified by the sector, such as in the case of the introduction of a charity exemption for the new 45% tax on restitution interest.
What can the charitable sector in England and Wales learn from other sectors and/or approaches taken in other countries, including from Northern Ireland and Scotland?
15. Charities can certainly learn a lot from other sectors, certainly as operations within the sector become increasingly professional. At the same time charities are by their nature different and do rely on different support and funding systems, and legislation must always be drafted with these differences in mind. The UK charity system is probably one most developed and best in the world matched by its Governments extensive tax system for relief. But with such an advanced and evolving system comes complexity which needs a dramatic review to identify duplication and over layering of regulations.  
16. In the context of charity taxation, most legislation applies UK-wide. In these circumstances it is important that the Government takes into account all charities and does not take an Anglo-centric approach. The lack of consultation with the Scottish Government on the use of the Apprenticeship Levy is an example of poor planning which may result in larger Scottish charities being unable to benefit from their contributions, resulting in the policy becoming effectively another payroll tax.
17. Where policy responsibility is devolved, as is the case with business rates, CTG would encourage close collaboration between the devolved Governments to ensure that charities do not face excessive administrative and compliance burdens resulting from different rules.
18. As to more general issues of charity law, however, the differences of scale between the three jurisdictions are such that there is little that England and Wales can learn from the other two, simply because the disparity is so great. As to overseas jurisdictions, the concept of “charity” in the UK is so much founded on common law concepts that it is difficult to see that there is much to be learned from civilian systems.
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