payroll giving – supplement extended

The 10% supplement added by the government to gifts to charity made through the Payroll Giving Scheme has been extended for a further year, meaning that it will now expire on 5 April 2004. Employers operating a payroll giving scheme do not need to apply for the supplement themselves; the agent charity handling the payroll donations and passing them on to the nominated charities will claim the uplift.

The Inland Revenue online guidance for charities has been revised to reflect the extension of the supplement. It was introduced in 2000, when the reforms of charity taxation and the tax relief on gifts to charity were introduced, and was originally scheduled to run for a period of three years.

Employers have minimal administration related to operation of Payroll Giving. Information leaflets for both employers and employees are available form the Inland Revenue website.

WebLinks :  Inland Revenue Guidance on payroll giving (known as Chapter 4) 

http://www.inlandrevenue.gov.uk/charities/chapter_4.htm
Inland Revenue charities website area

http://www.inlandrevenue.gov.uk/charities/index.htm
electronic supplies – new rules for vat

New rules commence on 1 July 2003 which affect the place of supply of electronically supplied services, including digitised products and broadcasting services. The change will mainly affect non-UK suppliers of these services and their customers, but may also affect UK based businesses making supplies over the internet. Where the internet is just used as an intermediate function, taking orders and shipping goods as normal, there will be no effect on the VAT liability. Customs and Excise have produced comprehensive guidance to assist businesses in the lead up to the changes. 

The changes to internet based supplies arise through the implementation of the EU Directive on E-Commerce. This will give rise to changes in the place of supply rules affecting digitised products and broadcasting services with effect from 1 July 2003. The main impact will arise on non-EU suppliers of such services, who will broadly have to register for VAT in the country of destination, although a simplification proposed in the Budget will allow non-EU suppliers to register in a single member state rather than register in each member state to which supplies are made.

The place of supply for such services will normally be the place where the customer belongs, bringing the services “onshore” where supplied from outside the EU. However, in some cases the services will be supplied where “used and enjoyed” rather than where the customer belongs.

The only UK businesses affected by the changes are those which either make or receive supplies of electronically supplied services, including radio and TV broadcasting to or from other countries, whether inside or outside the EU. 

· UK suppliers will no longer account for UK VAT on supplies made to businesses in other member states, or non-EU customers (subject to certain exceptions).

· UK customers will have to apply the reverse charge procedure to supplies received from abroad, whether within or from outside the EU.

Electronically supplied services are defined as :

· supplies of websites or web hosting services

· downloaded software including updates

· downloaded images, text or information including making databases available

· digitised books or other electronic publications

· downloaded music, films or games

· Electronic auctions, or internet service packages.

The use and enjoyment rule does not apply to supplies made to private individuals and non-business organisations. It only applies where the place where the customer belongs in a business transaction differs in its VAT result from the place where the services are used and enjoyed. For example, a UK business purchasing software over the internet from a supplier based in France, for use in the Channel Islands would suffer a VAT distortion under the normal place of supply rules. Accordingly the use and enjoyment rules take the supply outside the scope of VAT. Similar effect is gained for services purchased ostensibly outside the UK or EU, but enjoyed within.

Customs have issued a number of information sheets providing detailed guidance on the impact of the changes. The new Information Sheets provide additional guidance on the new rules. The changes will affect UK businesses supplying services over the internet in addition to non-EU businesses. UK businesses which receive supplies over the internet may also be affected by the changes. 

Information sheet 01/03 “Electronically supplied services and broadcasting services : New EU place of supply rules” is dated March 2003; Information sheet 04/03 “Electronically supplied services : a guide to interpretation” and Information sheet 05/03 “Electronically supplied services : evidence of customer location and status” are both dated April 2003. There will be a further information sheet issued in May of this year which will explain the special scheme for non-EU businesses which was described in the Budget.

Information sheet 04/03 is a good guide to exactly what types of supplies are regarded as electronically supplied services, and gives examples of the types of supplies affected by the changes. It also includes an appendix listing supplies which are similar to those regarded as electronic supplies, but which do not fall within the new rules, with explanations for their treatment.

Suppliers will also need to know about the location and status (i.e. whether business or not) of their customers under the new rules. Information sheet 05/03 explains why this is the case, and how suppliers can verify this information to ascertain what the VAT liability on the supply will be. It also sets out some limitations to the procedures which are included.

WebLinks : Information sheet 01/03 is at 

http://www.hmce.gov.uk/forms/notices/info0103.htm
Information sheet 04/03 is at http://www.hmce.gov.uk/forms/notices/info0403.htm
Information sheet 05/03 is at http://www.hmce.gov.uk/forms/notices/info0503.htm
charity  News 

New registration arrangements

With effect from 1 April, charity registration procedures have altered so that all charities will need to contact a new registration point in order to register. No registration service will be provided in future from the Charity Commission offices in London. Small charities with actual or expected income of less than £10,000 per annum will need to apply for registration at the Commissions’ office in Liverpool, and larger charities will have to apply to Taunton for registration. 

This change is intended to move forward the process of separating out advice and support available to small charities from the routine advice and help available to charities generally. Ultimately the centre in Liverpool will cover all advice and functions connected with small charities, with other offices retaining the advice and support of other charities,

The Welsh office of the Charity Commission will not be fully operational until April 2004, and in the meantime small Welsh charities will need to contact the Liverpool office for support. Larger Welsh charities will normally deal with the Taunton office.

Trustee indemnity insurance

There are new procedures for the authorisation of payment of Trustee Indemnity Insurance (TII) premiums from charitable funds. If not borne by the charity itself, trustees would have to bear the cost of insurance premiums themselves, but in some cases, trustees were permitted to put forward detailed claims to justify why the insurance premium should be met out of charitable funds. The new procedure recognises that the issue of insurance might be a barrier to recruitment of trustees by charities, and therefore permits a simpler standard approach. Charities will still need to obtain authorisation from the Commission to bear the premiums, but this process is now much simpler.

The case for TII premiums to be paid through the charity will need to show that the premiums which the charity intends to pay are the most appropriate and that they have considered other methods of insurance, and the relationship between the premiums and the gross income of the charity. Once satisfied that the premiums are appropriate and the payment is in the best interests of the charity, the Trustees “self certify” the premiums and apply to the Commission for authorisation.

New Operational Guidance to Charity Commission staff on this subject has been published on the Charity Commission website. This may be of help in assessing the procedures necessary for trustees to self certify premiums.

Charity reserves – a review

The Charity Commission has published the results of a study into the reserves held by charities and has concluded that all is not well. The study was carried out between May 2002 and March 2003 by post (3,600 charities were surveyed) and also by review of accounts filed with the Charity Commission for the year ended 31 December 2001. The results have been published as a Regulatory Report on Charity reserves. In total some £5.5 billion of reserves was held by charities without an appropriate reserves policy. Further, one third of charities had insufficient reserves to cover their needs. The study found that only one in three charities had a reserves policy, and the Charity Commission is to push hard to get the sector on board. The Charity SORP issued in 2000 requires disclosure of the reserves policy by all charities to which the SORP applies.

Formulating and stating, then reviewing a policy about the level of reserves a charity needs is a key aspect of the trustees’ duties in the current charity climate. A good reserves policy will cover the following issues :

· why reserves are needed by the charity

· specifically, why they are held

· the level of reserves the trustees consider appropriate and why

· a comparison of the current level of reserves with the stated target sum

· an explanation of what the trustees consider to be the appropriate action when the reserves on hand do not match the amount required.

Where Trustees have difficulty formulating a reserves policy, they may find both the guidance booklet CC19 “Charity Reserves” and the Operational Guidance on income reserves helpful. In particular the operational guidance includes examples of both good and bad reserves policies, with explanations of why.

WebLinks :  There is a considerable resource available through the Charity Commission website. The Regulatory Report on reserves (one of a series of reports designed to promote best practice) is available from the Charity Commission website at 

www.charitycommission.gov.uk/enhancingcharities/thematic.asp
Guidance on reserves policies is available in the form of CC19 at

http://www.charity-commission.gov.uk/publications/cc19.asp or

http://www.charity-commission.gov.uk/publications/pdfs/cc19text.pdf
Operational guidance on reserves policies can be accessed through the central operational guidance index which is at

 http://www.charity-commission.gov.uk/supportingcharities/ogs/ogexplan.asp
Charity Commission Operational Guidance on Trustee Indemnity Insurance (OG100 series) is at

http://www.charity-commission.gov.uk/supportingcharities/ogs/index100.asp
Employer update 

Mandatory electronic payment of paye and NIC

The Budget press releases included a brief mention of the intention to make payment of PAYE and NIC by electronic means mandatory. Clauses 201 and 202 of the Finance Bill provide for Regulations to be made by the Inland Revenue requiring electronic payment of PAYE and NIC by all employers with 250 or more employees with effect from April 2004. The new Regulations are also permitted to extend the due date for payment of PAYE and NIC from 19th of the month to a later date to allow for the cash flow benefit that employers will lose. 

At present only large employers will be subject to mandatory electronic payment from April 2004 – more details will of course be available when the Regulations are brought forward – at some point after the Finance Bill has been enacted. There is no indication at present how far the deadline for payment will be extended as a “reward” for electronic payment, but of course all employers now making electronic payment will be able to take advantage of this extended due date once introduced.

Student loan collections come on stream

Many employers will become responsible for the collection of student loan repayments this year. Although the repayment system has been in place for some time, it is unlikely that many employers have been affected before now, as students required to join the scheme are only just now joining the workplace. 

Guidance for employers has been updated and is available from the Inland Revenue website and tax enquiry centres in the form of leaflet IR59. Employers will make deductions of repayments from staff and pay the money over to the Inland Revenue with the monthly or quarterly PAYE and NIC payments.

Employers will receive a “Start” and “Stop” notice indicating that deductions must be made or must cease. If an employee leaves while deductions are under way, this is indicated on the P45. Otherwise the table operates on a non cumulative basis, recovering at 9% of earnings in excess of £10,000. Deductions are paid over with PAYE, but note that small employers on the quarterly payment scheme may breach the limits once student loan repayments are included – check at year ends to switch to monthly payment for the next year.

WebLinks :  Revised guidance in alternative formats is at

http://www.inlandrevenue.gov.uk/pdfs/ir59.htm or

http://www.inlandrevenue.gov.uk/pdfs/ir59.pdf
