consultation launched on the definition of research and development

Following an announcement to this effect in the Budget in April, the Government has launched a consultation on the definition of research and development for tax purposes. The consultation document has been issued jointly by the Treasury, the Department of Trade and Industry and the Inland Revenue. The main consultation issue is the definition in the DTI Guidelines, which is regarded as having scope for refinement and clarification. However, the document also consults on the definition of consumable stores, licences for advanced software and qualifying bodies. 

The consultation document runs to about 60 pages and includes a thorough discussion of the issues, including a detailed section on the boundary between R & D and related activities. The appendices include the present DTI guidelines on R & D together with an Inland Revenue commentary on these guidelines. Replies are requested by 10 October 2003.

Internet Links:  Access the consultation document at

http://www.inlandrevenue.gov.uk/consult_new/defining_innovation.pdf
vat – taxpoint for continuous supplies

The Budget included an announcement that the taxpoint for continuous supplies between connected parties would be changed with effect from 1 August 2003 to trigger an annual taxpoint if one had not been triggered by any other event. 

This important change will affect, in particular, management charges between related companies, together with other intercompany charges for telephone services, mains gas, electricity and water and leasing. This change is intended to minimise avoidance in groups of companies where the recipient of the supply cannot recover all the VAT which would be charged on such a supply. 

Some problems have been identified with the implementation of this change, and as a result the commencement has been delayed. Customs will advise when the change is to commence. The brief announcement of the delay in Business Brief 08/03 indicates that the necessary Regulations to implement the change will now be laid after the Parliamentary summer recess and will commence at some time during the autumn. Business Briefs will advice when commencement is anticipated.

small company thresholds to be increased

The DTI has announced plans to increase the small and medium sized company thresholds, including the audit threshold. As announced in the Budget in April, these changes will also affect the availability of first year allowances to companies. 

The plans are to increase the limits to the maximum under EU law. Revised EU limits were introduced on 15 May 2003, and member states may increase the limits by 10% to allow for currency fluctuations. The revised limits, including the 10% allowance would therefore be:

	
	Small company
	Medium sized company

	Turnover (£ million)
	5.6
	22.8

	Balance sheet total (£m)
	2.8
	11.4

	No of employees
	50
	250


A consultation document on these changes has been issued, and the consultation is open until 3 October 2003. There is no indication when the changes will be implemented.

Finance Act 2003 available in printed format

The Finance Act 2003 obtained Royal Assent on 11 July 2003. It became available in printed form from the TSO bookshop on 16 July, and is currently in stock. Online versions are also available free of charge at 

http://www.hmso.gov.uk/acts/acts2003/20030014.htm
Charity News

Registration for new tax repayment donations

With effect from 2004 any taxpayer due a refund of tax under self assessment will be able to nominate a charity to receive the repayment on his tax return. Charities wishing to receive donations from the public in this way will have to register with the Inland Revenue for this purpose (in addition to already being accepted by the Revenue as a charity), and will be given a code number which they can publicise to donors. Application by charities consists of completing a simple form, which can be obtained from the Inland Revenue website at 

http://www.inlandrevenue.gov.uk/charities/charity_flyer_4.pdf
The application form simply requires the name and address of the charity, bank details and a contact name. 

Small charities – more help with reserves policies

The Charity Commission has published a further Regulatory Report to assist the trustees of small charities with income of less than £10,000 per year to develop and implement a reserves policy. 

The Report follows a report on the same topic addressed to the sector as a whole, but this report adds specific guidance relevant to the smallest charities. The Report makes it clear that the Charity Commission expects small charities to consider the issue of reserves and develop a policy that is proportionate to the needs of their charity, with reference to standard guidance included in leaflet CC19 issued by the Commission. This new report will assist Trustees in addressing this recommendation.

RS 5 – Small Charities and Reserves has been prepared from the basic research carried out to develop RS 3 Charity Reserves which addressed the topic across the sector, and sought to promulgate best practice regarding reserves policies.

This new publication will be an excellent source of help to the smallest charities, the trustees of which may believe that they are outside the scope of much of this regulation, particularly as the sector was made most aware of it by the need to comply with SORP 2000 – from which small charities with income under £10,000 are exempt.

Internet Links:  The small charity reserves report – RS 5 is at 

http://www.charity-commission.gov.uk/publications/rs5.asp
Other useful sources of reference on this topic are: Full regulatory report RS 3

 http://www.charity-commission.gov.uk/publications/rs3.asp
Guidance leaflet Charities’ Reserves CC19

http://www.charity-commission.gov.uk/publications/cc19.asp
Help with annual reports

The Charity Commission has also published additional guidance for charities to help them use the SORP framework to provide a better report to readers on the charity’s activities and achievements. The guidance explains the existing recommendations in the SORP and provides Trustees with a checklist of key points to help them improve their annual report. Leaflet CC59 “Reporting the activities and achievements of charities” is available from the Charity Commission website at www.charity-commission.gov.uk
The announcement of this publication includes a clear statement that charities must improve the non financial content of their annual reports. This new guidance has been developed in consultation with sector bodies and is intended to strengthen charity reporting significantly.

Internet link: The guidance is available from the publications area of the Charity Commission website at

http://www.charity-commission.gov.uk/publications/default.asp
New proposals for charity law

The Government has issued its response to the Strategy Unit’s review of the Not for Profit sector. This document is entitled “Charities and Not for Profits – a Modern Legal Framework” and sets out the Government’s intentions with regard to developing charity law and regulation of the sector. The plans include the setting of clear aims for all charities, the deregulation of smaller charities and restructuring the Charity Commission to make it more accountable. There is no present indication as to when these changes will be introduced, although the Foreword to the document indicates that a Charities Bill will be published “as soon as possible”, which would indicate that it will be part of the next Parliamentary session.

The document sets out the 12 purposes for public benefit, under which all charities will have to qualify. These are:

· The prevention and relief of poverty;

· The advancement of education;

· The advancement of religion;

· The advancement of health;

· Social and community advancement;

· The advancement of science, culture, arts and heritage;

· The advancement of amateur sport;

· The promotion of human rights, conflict resolution and reconciliation;

· The provision of social housing;

· The promotion of animal welfare;

· The advancement of environmental protection and improvement; and

· Other purposes beneficial to the community

These replace and modernise the principles established through case law as to what are charitable purposes.

Other proposals include the raising of the registration threshold from income of £1,000 per year to £5,000 per year, and a restructured Charity Commission with a wider board which will report to Parliament based on new statutory objectives.

More Information:  The announcement was made by press release issued by the Home Office dated 16 July 2003. The Home Office website is www.homeoffice.gov.uk The policy document runs to 40 pages and is available from http://www.homeoffice.gov.uk/docs2/charitiesnotforprofits.pdf
