
Perils of joint 
contracts of 
employment
Many schools now have trading 
companies that supply transport 
services, premises, sports facilities and 
similar services to the school. As part 
of such arrangements many staff  have 
joint contracts of employment with 
the School and trading company. 
A recent court case may have 
implications for this. In the case, CGI 
Group (Europe) Limited v HMRC, CGI 
had outsourced its IT services to an 
associated company but the staff  
were employed on joint contracts 
of employment between the two 
companies. The tribunal determined 
that VAT was due on the recharges to 
CGI on the basis that it had contracted 
to receive IT services.

The Tribunal commented that the 
staff  were not contractually employed 
by the recipient company and 
therefore the arrangement was not a 
supply of staff  but a supply of the IT 
services.

It is recommended that all 
charities review any joint contracts 
of employment to make sure that 
staff  are under the joint control and 
management of both the charity itself 
and the trading subsidiary. If you 
do need further advice, then please 
contact charities@menzies.co.uk
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Welcome to the Spring 
edition of Charities Insight
the coalition Government 
has now started to unveil and 
implement plans for fi nancial 
reforms in order to address the 
severe economic conditions which 
the country faces. In this edition, 
we consider how proposed 
spending cuts may undermine 
the Big society Programme 
previously heralded by David 
cameron and nick clegg and how 
this will require charities to look 
at their funding requirements 

more carefully. We also look at the 
obligation and responsibilities 
of charity trustees and the 
requirement for those involved in 
the running of charities to adopt 
procedures to enable electronic 
fi ling of documents.

Should you wish to discuss any of the points 
raised in this edition of Charities Insight then 
I will be pleased to hear from you.

Peter Earle
Partner
pearle@menzies.co.uk
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Are spending cuts undermining 
the Big Society Programme?
criticism by the retiring Executive 
Director of community service 
Volunteers, Dame Elizabeth 
Hoodless, who claims that the 
Government’s Big society agenda 
lacks a “strategic plan” has forced 
cabinet offi  ce Minister Francis 
Maude to respond as follows:

“Building the Big Society is not about 
pouring taxpayers’ money into the voluntary 
sector. What we are doing is supporting a 
new culture where everyone gets involved 
and society stops relying on the State to 
provide all the answers. I believe too much 
time is spent asking the taxpayer to prop 
up traditional organisations, rather than 
innovating and fi nding new ways to inspire 
people.”

There is no doubt that cuts already 
implemented and those proposed are having 
a profound eff ect upon a signifi cant number 

of charities. For instance, a number of 
Citizens’ Advice Bureaux have either closed, 
restricted their services or merged in order 
to survive. The Offi  ce for Civil Society has 
announced that it will be closing its Strategic 
Partners’ programme in March. Concern 
amongst charity sector Chief Executives is 
that this is the fi rst of many cuts. The scale 
and speed with which fi nancial support has 
been withdrawn; only six months notice 
was given to most charities, gives little time 
for alternative funding to be found and will 
mean that charity programmes will end 
without being replaced. This will hit not 
only those who relied upon charities for 
employment, but more particularly upon 
the recipients of much needed support.

Whilst there is an acknowledgement of 
the need for the Coalition Government 
to review expenditure and reduce this 
where it is not being effi  ciently spent, the 
ruthless and speedy way in which cuts are 
being implemented is going to cause huge 
problems for many charities which rely upon 

Government and Local Authority support, 
and will inevitably lead to hardship. The 
Charity Tax Group has recently produced a 
report in which they estimate that charities 
pay between £2.7 billion and £3.7 billion 
a year in eighteen diff erent taxes. Some 
charities suff er tax in one form or another, 
equivalent to 18% of their income, with the 
average charity paying 6%. As a consequence 
of this tax burden, charities incur signifi cant 
costs each year in complying with tax law. 
Pressure is being put on the Government 
to review this huge burden. The Coalition 
Government has largely failed to take the 
opportunity in the recent Budget to ease 
the pain being suff ered by many charities 
by reducing the tax burden and in particular 
that arising from the recent increase in the 
VAT rate. Unfortunately for the charity sector, 
there appears to be little indication that 
further calls for help will be heeded. If you 
require advice regarding tax planning for 
your charity, then please contact 
charities@menzies.co.uk

Thresholds and other updates
a reminder that three important 
thresholds for charities and charitable 
companies were increased for periods 
ending on or after 1 april 2009:

• An Independent Examination is now 
required and the Annual Report and 
accounts must be submitted to the Charity 
Commission where gross income exceeds 
£25,000, previously £10,000.

• Accounts prepared on the accruals basis 
are now required when income reaches 
£250,000, previously £100,000.

• The Balance Sheet threshold for an audit 
increased from £2.8m to £3.26m, this is in 
line with the Companies Act threshold for a 
small company, and applied where the new 
accrual account threshold is exceeded.

Please also note that Excepted charities with 
income exceeding £100,000 were required to 
register with the Charity Commission by 30 
September 2009.

The long awaited regulations enabling 
charities to be formed as Charitable 
Incorporated Institutions is anticipated to 
receive approval by Parliament in spring 
2011, which will allow charities to adopt this 
form of organisation shortly thereafter.

Consultation is also under way with 
regard to the content of the draft Charities 
Consolidation Bill, which is intended to bring 
together provisions of the main legislation 
on charities in England and Wales into a 
single piece of legislation.

2011 Budget measures 
to help charities
In his Budget speech, the Chancellor stated:

“I want to make giving to charity the norm 
for our country.”

The following measures are to be introduced 
to help charities:

• The rate of Inheritance Tax on estates 
where 10% or more is left to charity is to be 
reduced to 36%

• Charities will be able to claim Gift Aid on 
small donations totalling up to £5,000 per 
annum without providing donor details

• Gift Aid administration is to be simplifi ed to 
allow online fi ling of claims

• Gift Aid benefi t threshold is to be increased 
from £500 to £2,500 to help charities thank 
donors



Menzies Charities Insight – Spring 2011 Menzies Charities Insight – Spring 2011

Funding shortfall: the role of 
management and trustees
Virtually every day news 
items highlight the squeeze 
on government spending and 
reductions in funding for activities 
and services which are provided 
by local authorities or not-for-
profi t organisations.

In the past around 70% of the income of 
organisations providing social care, housing, 
employment and training support has come 
from local or central government funding. 
Again about 40% of the income of large and 
medium sized charities has in recent times 
come from the public fi nances.

All is changing: the Association of Chief 
Executives of Voluntary Organisations 
estimates that sector income will fall by 
£4.5 billion over the next four years.

So, what should management do?
Management will inevitably start to explore 
new sources of funding to bridge the gap. 
This will include ensuring an up to date 
database of supporters, trying to encourage 
more regular giving through standing orders 
and investigating sponsorship for particular 
charitable activities.

Charities must also ensure that the 
distinction between general funds, restricted 
funds and endowment funds does not 
become blurred. The wishes of past donors 
or past decisions must be honoured so 
that funds continue to be used for specifi c 
approved purposes.

Also, the level of day-to-day cash 
management and monitoring may need to 
increase as bank balances fall or as the date 
on which grants are terminated gets closer.

Tightening the belt and making sure the 
cloth is cut properly by making cost savings 
wherever possible will be even more critical 
than in the past.

And trustees?
The trustees must accept ultimate 
responsibility for directing the aff airs of the 
organisation: ensuring that it is delivering 
the charitable outcomes for public benefi t 
and that it is well run and solvent.

So, changes in sources of funding will 
guide the trustees on setting future policy 
and plans so that the charity can continue 
to meets its charitable objects.

The task of the trustees will be to review 
strategic and operational plans; the 
aspirations of a few years ago may no longer 
be feasible. Revised and more realistic goals 
may need to be set within a tighter budget.

Trustees should also revisit the reserves 
policy and consider whether it needs 
to be updated to refl ect the changed 
circumstances.

A charity’s reserves policy is part of the 
risk management process. It helps trustees 
focus on the need to create a fi nancial buff er 
for unforeseen circumstances (i.e. to meet 
an unexpected bill) or meeting operational 
costs (e.g. to cover administration salaries). 
One key determinate of an appropriate 
target for reserves is therefore the level 
of uncertainty around future funding and 
ensuring that expenditure commitments are 
only made if they can be properly fulfi lled.

If you need guidance on funding, then 
please call Malcolm Lucas on 01784 497111 
or contact charities@menzies.co.uk for 
further advice.

iXBRL and 
electronic 
fi ling
organisations are preparing to 
meet HM Revenue & customs 
deadline of 1 april 2011 for 
electronic fi ling. not only will 
corporation tax returns, tax 
computations and accounts need 
to be fi led electron ically after this 
date, but both tax computations 
and accounts will need to be in 
iXBRL format.

Inline Extensible Business Reporting 
Language (iXBRL) enables both computers 
and people to read the documents. Rest 
assured that at Menzies our tax software 
will prepare computations and tax returns 
accordingly from information input. Our 
accounts package is also being updated to 
produce compliant accounts. We will also be 
able to provide a service to convert accounts 
produced using ‘Word’ to an iXBRL format 
using software being developed for this 
purpose.

HMRC currently say that for those 
unincorporated organisations and smaller 
charities that are required to submit a tax 
return, they can submit accounts in either 
PDF or iXBRL format. However this only 
applies to those charities with (group) 
income below £6.5 million and is only for 
a transitional period. Tax computations do 
need to be submitted in iXBRL in any case. 
Following the transitional period, smaller 
charities where the accounts are prepared 
under the Companies Act 2006 or Friendly 
and Provident Societies Act 1968 will also be 
required to submit accounts in iXBRL format.

Charities often have trading subsidiaries 
and these will also need to comply with the 
new requirements in full.

We anticipate that Companies House 
are also likely to require documents to be 
submitted in iXBRL format in the near future; 
and the Charities Commission are keeping 
this area under review.

To obtain further information regarding 
iXBRL or the fi ling deadlines relevant to 
your organisation, please contact
charities@menzies.co.uk
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Should I be 
a charity 
trustee?
Many people when faced with the 
prospect of becoming a Trustee 
worry about the obligations 
that they may be taking on if 
they accept the appointment. A 
short appraisal of the duties and 
obligations expected of a trustee 
are set out below.

Let us consider first who a trustee is:
A trustee could be known as a trustee, 
director, board member, governor or even 
committee member of a registered charity. 
Charity trustees are responsible for the 
general control and management of the 
affairs of a charity. Trustees frequently serve 
as volunteers, receiving no payment for their 
work and typically come from all walks of life.

A trustee is required to ensure that the 
charity complies with charity law and with 
the requirements of the Charity Commission 
who is the regulator. In particular they must 
ensure that the charity prepares a report 
on its activities and an Annual Return and 
accounts as required by law. They must also 
make sure the governing document of the 
charity is complied with and that the charity 
remains true to its charitable purpose and 
objectives. They should act with integrity, 
avoiding misuse of charity funds and assets 
and comply with any other legislation or 
regulations applying to the activities of the 
charity.

Above all trustees are ultimately 
responsible for directing the affairs of the 
charity and ensuring it is well run, solvent 
and delivering the charitable acts for the 
benefit of the public for which it was created.

Before accepting appointment as a trustee 
an individual would be well advised to find 
out all they can about the charity and how it 
is governed. Obtain copies of Annual Reports, 
accounts and the charity’s governing 
document. Charities have a requirement to 
provide appropriate training for all trustees, 
you should find out what training is offered.

Most people are eligible to become a trustee 
if they are over 18, although there are 
restrictions including if they are disqualified 
to serve as a director or have been convicted 
of an offence involving dishonesty or 
deception. The beneficiaries of some charities 
are excluded from also being trustees.

Another role of a trustee in an 
unincorporated charity may be to hold assets 
on behalf of the charity. The assets might 
include investments or property. In such 
cases the trustee should seek indemnity for 
any liability from the charity and ensure that 
appropriate insurance is in place.

In summary, being a trustee does not 
require any more than acting with honesty 
and normal prudence and ensuring that the 
charity operates within the laws applying 
to its field of activities and charity law. 
The obligations should be taken seriously 
but should not put off a keen volunteer. 
Many people derive great satisfaction from 
contributing valuable work to charities 
in the role of trustee. If you would like 
further guidance on the obligations and 
responsibilities of being a charity trustee, 
please contact Mike Dawe on 01489 566705 
or charities@menzies.co.uk and a member 
of our charity team will contact you.


