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WHITE PAPER ON CHARITIES : DRAFT TEXT

Thank you for your letter of 3 ?;1..:5.-' seeking H Committee's agreement to the publication
of the draft White Paper on charities.

The Prime Minister wrote agreeing 1o publication, subject 1o some textual amendments
which 1 understand have been incorporated. Geoffrey Howe, George Younger, David
Young, Malcolm Rifkind, Jobn MacGregor and Peter Brooke wrote indicating that they
were also content and, in some cases, asking for their officials to be kept in touch on
narticular aspects of the proposals. John expressed the hope that the question of the
status of Eton and Winchester Colleges and of the Universities of Oxford, Cambridge
and Durham could be settled quickly.

Mo other colleague commented and you may take it, therefore, that you have H
Committee's agreement to the publication af the White Paper, subject to the
incorporation of the amendments requested by the Prime Min:ster.

| am copying this letter to the Prime Minister, members of H Committee, Geofirey
Howe, David Young, John MacGregor, George Younger, 5ir Robin Butler and First
Parliamentary Counsel.

C%Wh_nﬂa—_?

JOHN WAKEHAM

The Rt Hon Douglas Hurd CBE MP
secretary of btate for the Home Depariment
Home Office

30 Queen Anne's Gate
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Charities Legislation (White Paper)

3,31 pm

The Secretnry of Siale for the Home Departmend (Mr.
Hurd): With peomission, Mr. Speaker, | wish bt make @
staternent aboul cur plans for charitics legislation, | have
labd & White Paper belore the House today.

It 15 akout Hb wears since the last major charities
lemislation, Sinee (hen the chadible world has seen
subsiantial changes. The number of charities has grovn
enormously —with 2 corrmponding increase in the funds
fowing through them. That i welcome news The part
which charities and the voluntary sector play in mesting
genuing need ol home dand abroad I8 increasingly
impressive and imporiand,

But that expansion makes safeguards essentinl. My
right hon. Friend the Chancellor of the Exchequer and 1
jointly commissioned n 1987 an elliciency seritiny of the
supervision of chantics. The scrutiny team, led by Hir
Philip Woodhcld, submiticd its report in Junc that wear.
We weloomed the report. The While Paper now sets oul
hivw we propose to mmplement i

We have also taken the opportunity to raise some
Mundamental ismues relating to chaniable statag, They are
dilficult amd we invile vicws on them.

The White Paper concerns England and Wales, My
rj“hl b, wnd feemed Frend the ﬁi."l‘-:n‘.ur}' of State for
Scotland will be putbmp forward separnle propogials We
ghall be considering to whal extent the chanses propossd
in the White Paper should be extended w MNorthern
Ireland.

Chier aim has been to strike 8 balance hetween [reedom
und contral, Charities shoubd be able to go about thelr
business without unreasonabbe interference but within &
fruomework which  epsures  thal  Lhey  are  properly
aocountable to the public

Al the core of the White Paper ire propossls 1o give the
ComiEHssioners new powers in dealing with mismanage-
ment and abuse. For example, there will be a now power
for the commissicn in the last resorti—to trensfer a
chaniy's asssts to another charicy,

To enable the commissioners 1o goncentrate on Lheir
mew pricsities we are proposing that the commission
should be relieved of some of 1is present statuiory daties,
For cxample, we propose to relieve the official custodian of
s mﬂmﬂmhiilluﬂ i adiiiimslereig chanty LB Ents,
and we are also proposing that the commission should
largely withdraw from i3 present  responsibility for
oversesing many charty lnd (ranssciions,

Other major reforms are necessary 1o enahle the
commiEsion o monitor charntics adeguately. It needs more
information, and o parcular fnapcial infoemation,
about charitics. In fubore all registered charities will have
to suhmit foller accounts o the commission cach year.
Accounts of all baut the smallest charites will need to be
professionally apdited or independenily examined.

The commission’s remsier of  chanties hos been
critcised as ool of dite and of Hmated ose. An accurane,
up-in-date and accessible data base i5 needed in which the
public cin have confidence and which the commission can
use a5 its basic supervisory toal, The While Paper provides
four that
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The Charitics Act 19585 hos improved the effectiveness
ol small charisies. W beliowe that it would be nght to build
on the r.:l.|;r|:1'i.|:nL'r: which has beent g:.'lill-r.'d b} n:-::tem:ling its
effectiveness

We have consulted widely on the reform of the law
relating (o fund-tinsing, We e peofcing mMoagures i
clarify and simplify the present law on pubhbic collections
and to deal wath malpractice. We look to voluntary efforls
o regulnie the neser means of charitable appeal, such as
“relethons”, but we propose to toke powers 10 regukate
these forms of appeal should this become necessary in
future.

We believe that charitics should make some contribu-
tion towards the Charily Commission’s costs—now over
£7 million & year. 5o we propose a registration fee of £235,
and gmduul_ﬁd r.:|'|||.r_|.||=«: [or some othed services. Small
charitics will continue to receive the CommIssIOn's fery (e
ree, W reckion that same O por cent. of the commiszion”™s
cogts will continee (o be borne by the Exchegqoer.

The commission has already acted to carry out the
recommendations of Sir Philip Woodfeld which do not
require legislation. It has improved ils munagement and
the efficiency of its procedures; it has developed its
capacity to monilor and deal with abuse; and 0t s
preparing the ground for computersation, Those changes
will it the comimizsion for the active exercise of the new
powers thai we propose, apd | believe that the result will
be a hetter service to public and chariles alike.

The cost of the commission 8 ﬂ-n|_:.' a gmeall part of the
Government's confribution to charities, and to the
woluntary sector more generally. The proposals that we wrs
putting foraard will help o provide a framework within
which the health and integrity of chanties cun b assared
Orur duties in respect of grants to individual organizations
g0 bevond this, Our immediate concern must be bo ensine,
om behalf al (ke axpayers, that we get value for money and
effective services in return, [t is for that reason that | have
today announced, in response o8 wnlien parhamenliey
quesiion from my hon. Friend the Member for Disventry
(M. Boswell) plans for o serutiny of Government funding
of the voluntary ssctor.

We shall take careful note of viows expreiaed on the
White Paper, both inside and outside the House, We hope
then Lo bring forward legistation.

Mr. Stwart Randall (Kingson upon Hull, West): On
behalf of the Chpposition, may 1 thank the Home Secretary
for hie statement on The future of the Charity Commission?

Wi are uncertain ahout whether paragraph 5 of the
White Paper goes far enough in deiling with abuse, Will
the Charity Commission kave all the powers thot it nesds
1o root oul abuse? Have all the recommendations of the
Woodfield report on the matter been incheded in the White
Paper? If ood, why moi?

Paragraph 2.4 appears to leave open the guestion
whether there will be changes in the legal meaning of
charitable status. Will the Home Secretary say a lintle more
aboul his feclings on that wital and central matter? Why
have the Government degided to inirodwece charging for
registration? Doss not the Home Secretary accept that
many very small charities miight encounter Anancial
difficulty with those proposals DDoes he agrec that
charities woold not recsive servicss from the commission
for those fees and that the real purpose of regisimilion s
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past [0 years should be recognised, perhaps by a campaign
horour—which seems to have been rather slow in coming
o peaple who have been doing a magnificent job over
many years?

The Prime Minister: [ am grateful fo my hon. Friend.
e whede House will wish o take advantage of his
invitation fo send its sympathy to the relatives of these Tost
in the crush to which be refers, of a helicopier that has been
tiving from HMS Brilliant. which had previgasly been on
duty with the Armilla pﬁl_"l:li. [ aim !_I'.Il.E.rl.ll Ly oy hon
Friemd for reising that matter. Other matiers are bang
considersd by the Ministry of Defence, but we woald like
to honowr those who took part in the Acmills patrol and
i its extremely important owork i the international
waterway of the Gulf.

5. Mr. Allen McKay: To ask the Prime Minister if she
will bist her official engngements for Tuesday 16 May,

The Prime Minister: [ refer the hon. Genlleman to the
repiy that | gave some momenis ago.

Mr. McKay: I3 the Prme Minster aware that afier
nearly two yvears of negatiations by some local authorities
in south Yorkshire and in Scunthorpe, an agreement was
signed five months apo for o £308 million 25d concession
from Europe? T she aware that the Sseretary of State for
the Environment decided to break that agreemient so that
e aid will be widespread throughoot the cast of England?
Does the mght hon, Lady agree with the Secrciary of
State's action, which has deprived my constitsency—
which has a 20 per cenl. male unemployment rate—ol
substantinl awd, or does she disapgres with him and accepl

that the money should be spent where the EEC said? 11 the
Prime: Minister does agree with her right hon, Frzend, de
we not risk losing credibility in respect of our use of EEC
aid?

The Prime Minister: Mo, Those EEC aid agrecments
must also take into pecount the Government's view as to
how the maney can best be spent. Every single pound
sl by Lthe EEC in this country is paid for by the
laxpayers of this country, Cwver and above everything that
we pay for, this year we shall pay £2 hillion ned (o the
Eurepean Community, s0 i€ is ohvieusly very important
that the Government's views sre also taken into account

CHi. Danse JHI Knight: To ask the Prime Ministes il she
will list ber official engapements for Tuesday 16 May.

The Prieve Minister: 1 refer my hon. Friend to the reply
that T gave soms moments ago,

Lyame JJill Knight: Will my ght hon. Frieod take (s
opperiumily o welcome the interest shown by hospitals
throughout the country in achieving sslf-governing siatus!
Will she stress once again 1o the House and 1o the country
thut self-governing siatus does not mean thai hospitals are
ither opting out of the Health Service or going private?

The Prime Minister; My hon Friend i cormeet Mo
hespital will be privatised. Hospitals will be given the
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chokoe, if they wish, o be sell-governing, which means that
they will have control over their own budgels so0 that
decistions will be taken much mearer (o the patient, which
will in many cases mean far better valve for money.

[ imterruption. § Opposition Members dislike chose excepl
whon they choose 1o say that they like it occasionally.
Whether or not a hospital becomes self-governing i3 a
muotier of chodce.

7. Mr. Skinper: 1o ask the Prime Mimister if she will
ligt her official engapgements for Tueaday 16 May,

The Prime Minkster: [ ecier the bon. Gentleman to the
reply thal | gave some momenis ago,

Mr, Skinper: On reflection, does the Prme Mimster
regret hawing used o three-line Whip and a guillotine to
push the Sirgle European Act through the House?

The Prime Minister: Mo, | do nol. We wished (o have
muny of the directives under majority voting becanse
things which we wanted were being stopped by others
using a siagle vowe, For example, we have not yet god
meurance freely in Germany as we wished, We strenuonsly
contest some decigions concerning animal and health
regulations, which we believe come  under
ananimily and that is our understanding. We are not quite
certain whal will be the judgment not of the Council of
Ministéers bot 'of the Buropein Court, which makes
jndpments on whether 8 partculsr matter comes within
majarity or ananimdty if it 2 qol eleir on the fice of the
wiarching

31!1'!ZIIJ||:|.

28, M. Moss: Toask the Prime Minisier iT she will list
her official engagements for Tuesday 16 May.

The: Primee Mindster: 1 sefer my hon, Frosnd to the reply
that | pave some moments ags,

Mr. Maoss: Is my right hon Frend aware that
Governments thronghout the world are Jooking at wavs to
reform the provision of health care and that Polsnd and
Hungary, to nome but two Communisi counires, are
introducing methods of privie insurance and charges?

The Prime Minisder: Certainly, many counifies are
Inoking at the rapidly incrensing cost of bealth care. We
recall that in 1977 Adec Meérrison said that provision for
health care in this country could take the entire mcome of
the country, so we are 4l looking (o get the very best valoe
for money, nol only in Poland and Hungary, but in
Crermany, Daly and other couniries m the FEoropean
Community, Those who take oub private insurance puy
their full share of mx (o the National Hezfh Service and
by not using it and paying Turther for their owmn treatmeant
they are taking a very grest burnden off the Health Service
and should be thanked for doing that.
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merely legal recogmition? Are not the Government heing
rather mean in making the proposals? I8 it ool thie thin emd
of the charging wedoe?

Dioes the Home Secretary feel that the White Paper goes
far enough beyond the Charites Ace 1285 i encourmang
thi large number of very small and ineffective charities o
meErge Or o amalgamate]

Dioes he agree that  rationalizng  the
registration strectune | still long overdus?

We welcome the proposal e allow the Chanty
Comisgion direct secess W Lhe coarts [or (e st time
ingtzad of having o work through the Attomey-General
Will the Home Secretary t2ll the House how ihe
relationship  between  the Attomey-General and  the
Chanty Commission will work in practics?

[Does the Home Secretary agree that if the commission
I5 to be efective in tickiing many of the unsceeptable
shoricomings in its organization which were presented in
the Woeodfield report i1 will need resoarces® Will be assums
the House that all the resources needed by the commission
to modemise ils orgunisation, Including the means for
reglonalization, will be mads available?

extsting

Mr. Hard: | am grateful tothe hon, Geatleman, and
will Iry 1o deal with his quesstions, His first point dealt with
abuse. Chapter 5 of the White Paper sets out specilic ways
in which we believe that the powers of the Chaniy
Commigzion could be strengthenad, bul there i5 a DNirther
and perhaps mons substantial factor, B ois ool always
understend thar under the existing lvw the commissioners
kave the power o remove a0 body from the register of
charities i there is evidenge that it is pursuing its objectives
i wiys thal are not lo the public benefit, That is an
imporiant safzguard, and 1 believe that there 15 a strong
cuse or clarnfving it in lasy.

The hon. Grentleman talked aboot the legal definition of
a chanty, which is dealt with o chapter 2 of Lthe While
Paper. We have oome (0 the tentalive conclusion that the
comraon law defimtion the M Maghten definition —is
probably as good a5 any that could be worked out in
siatuie, barl the House ond experts on the matier will no
doubl wish to congider that conclusion.

If the bhon, Gentlemin exomines the carefully regulated
proposels for churging, 1 do not think that ke will fisnd that
any chinty, however small, could conceivably suffer
finuncinl hardship as a result of them. Yes, [ believe that
the [¥ES Act deals adeqoately with the point about small
charitizs.

We shall need to work out the exact procedures Tor the
commission's direct accéess o the courte, I the hon
Gentleman wishes 1o pursee that point, I will gladly wrile
1o b,

e, e Chanty Commisson will need to strengthen its
effort. A major panl of the White Paper's purpose is
refieve the commission of o number of rather fddling
dutice which arc actually already the réspansitility of the
trustecs of individual charties-—1 mentioned  [snd
transactions, for instance—-so that it can dn:]:.lnj.' its
resources for the important purpose of monitoring and
investigation, Thut is alresdy happening, in fact. The chief
comnussioner tells me that the conmiession has raised from
14 to 38 the number of people in the commission now
engaged on that central task.

Mr. Tom Boswell (Daveniry): 1 congratulate my right
hon. Friend on the comprehensive npproach to the reform

5 CDEA kb 1.
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of charity law that he has 221 oul this ahernoon. Bearing
in mined thist this tukes place on asvemge once 4 peneration,
fis apparent readimess to continues consultations widely
until the very moment of the legislation iz most weloome,

Wil may right o, Friend take apio account one oF twe
prints of concern? The fise relates o chargmg Tor the
gervices of the Chanly Commesion. | accepl that m
principle, but will my right hon. Frend confirm that
wrrangements will be made in proctioe (o ensure that the
revenue i addifional to that obtained by grant in aid 50
that the commissioncrs may use it, for cxample, for the
prometen of development schemes and local reviews?

My zecond gquestion relites 1o the linked issue of the
tevicw ol hunching of voluntary bodies, Will my nght hon.
Friend confirm that it is designed to secure more value for
miomey rather than o redwction in the total amount paid o
such bodijes?

I understand thay the White Paper contains oo
proposils relating to the Infand Bevenwe. Docs my right
hom, Friend pecept that in the long run it must make sense
to move lowards a systemm whepehy the registration of
charnities by the commission, and their acceptance of
charitable statue, is i paralle] witl and idendceal (o ther
treatment by the Taland Revenue?

Br. Hurd: 1 am grateful to my bosi, Friend, He is nghi
to- sireas the importance of the chartable secion, whose
twraover is now E13 hillion a3 year. A new chariy comes (o
the comnusiion For registration shoul every ball’ howr of
every workimg day; Uhid s the scale o',

I cannof give my hon. Frend the exact assurance for
which he asks on charges. Charges will contribute shoat [
per cent.—about ETH,000—a year and will Clesrly add o
the strength and cffectiveness of the commission. My hon,
Friend alse rogsed the guestion of the Government’s
cantribuations oo the voluntary seetor, Cur aim is to ensure
ihat the texpayer, whom we represend, receives valoe for
money. The Gowvernment contribution is aow Funniag 8
EXMI millian a yeas. 17 we ackd in all public seclor
contributions to the soluolary secior, the figure 15 £2
billion a year, bul L2973 million i3 3 big enough sum. We
need to ook closely nt the way in which choices are made
and the criterin that are used,

I did mot deal with taxation issues, but my hom, Friznd
knows ahoat the clnger rr|ﬁ.[||:|nxl:'|||'| that has ﬁu'r:umj: in
recent years berween the Inland Revenue and the Charity
Commission. Nothing in the proposals will impede that.

Mr. Robert Macleonan (Caithoss and  Suiherbind)
Does the Home Secogtary propose Lo legslate 1o alter the
rules-and laws governing the right of charities to advertise
and to Broadeast direct appeals for funds, especially. in
view ol the extensive use of telethons For fund-raising?

Cin the reguletion of cobllections, does the Home
Secretary pocept that it would be undesirable that charities
should have to accept more stringent control than other
forms of collection? Does he intend to deal with that?

Mir. Hurd: My andwer (o the bon. Gentlemun's first
point is that we have oo intenion of dealing with that.
Chapter 10 of the White Poper deals nt length with the
problem of fund-ratsing. The hon. Gentleman will know
thist there has been some concern about possibde alywses of
fund-raising. We propose certain clanpes, such as thil all
funds eollaceed showld be passed 1o the chacity in whose
mame they have been collected and that there should be
discusion aboul administrative expenses afler that rther
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than deductions being made before the money his been
passed to the eharity. Chapter 10 contains ome or two
sbmikar suggestions, bt we are open to comments, [ do nod
wapl to ntroduce unrcasonabde, catrd regulations for
chamtable fund-rasing, but there has been concern abou
it IF, when he looks at |,.'!1;-|'|'.h|.&r 10, the hon Gentleman
rﬂli thai we feinve Aorey Lo I':l.r.I o that we have not julile]
far enongh, | om sore that ke will kel me koo

Dame Japet Fookes (Plymouth, Drake)  What
assurance can my nght hon. Friend give us abool adeguate
staffing for the Chanty Commission! When fhe old
Expenditure Committes looked at chanty faw, i found
that there was not a single accountant o0 sorutimise
aceounts &t that time.

Mr. Hord: It i3 precisely those initial crifical reports
which led ta the Wendlield serutiny, which. in turn_ led to
ihe While Paper. The Wosdfield seratiny found thet the
Charity Commission wis so bogged down in & number of
relatively trivanl dobies imposed onit by statote thist il wis
unable to do the jobr of monitorning and myeslgafing,
which was al the hoearl of its duty. That is why, withou
legislation, the Charity Commizsion hag shifted its
priorities snd [ oeave the figures for those enpaged in
moniterng and invistigation eompared (o the past The
comirission wndersiands the importance of acoountancy
and it employs members of that profession, as well as
having access 4o the takmnts and adivities of #coeuntants
whomm it docs not employ directly.

Mr. Robert Huaghes (Aberdeen, Morth): As  the

chairman of a small but important charty, the Hishop
Ambrose Reeves Trust, 1wunt to ask the Horme Secredary
about definition. Will he confirm thet the fulurg definition
will be broscly the same as the present one, and that there
will be no redrafiing o exclude clarities already accepted
by the Chanty Commigson?

Mr. Hard: 1f the hon, Gentleman Llooks at chapter 2, on
which we spent a great deal of effort, he will sée an analyss
of definitions, bepinning with 1601 and going on t0 Lord
M Maghten's definition of the four main hends of charity
i 1590 We are inclined to believe that the hon.
Clentleman i rghe and that it is beter 1o reston that than
b by i devise soame mew stalotory delimition. 115 matier
om which there are chiflerimg views and we have et oul our
provisionol conclusion

Mr, Jack Ashlcy (Stoke-on-Trent, South); The Home
Secretary has used the phrase “value for money”, which is

understandable, but will be assure the House thot none of

the proposals will brAng wndue pressure, financial or
otherwise, o hear on the small charities, espocially on
those that help disabied peogle?

Mr. Hurd: When | used the phrase “valoe for money™,
I was talking aboat the £293 million that central
Government give in different forms coch year to the
voluntary secior, That will be subject to the scrutiny that
I announced in reply to 3 guestion from my hon. Friend
the Member Tor Taveniry (8 Boswell), Valoe for Oy
[or churities 45 o wider gquestion and, aithough it does ol
involve wilue for money lor Lhe laxpayer i mosl ceses, |
can assure the right hon., Gentleman that nothing in the
propoaals will bear heawvily on the smaller chamties

93 CDINT Jab |4
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[ndesed, the existence of a good up-to-date register and of
preper safeguards against abuse will help 1o build up the
general healih of the churtable sector, incleding 1he small
charibes,

Sir Charles Morrisan [ Devizes): Is my nght hon, Friend
mware Uhal if Te were to step out of the corridors of power
nte (e Biphways and bysiys he would discoyver that 1he
taxpayer believes that be already receves pood valae [or
ey from what he provides already to-charities? Is he
aware that, when my right bon. Fremd miroduces s
vweloome proposals (o redece abuse still fordher, the
axpaver will fozl even happler without the neceasity of the
introduction of & charge which will upsel the taxpayer 34
much as @t will wpset many small and medinm-sined
charites.

Mr, Hord: The charging srrangements serve Lo provide
a tooad of £7 50000, Tleis is 2 wonrthwhile exercise which wall
not bear hardly on the smaller charities us my hom, Friend
will seeif he looks at the proposed charges. Indeed, it will
ivikhee them '.|m,-:!'u.|::.' in the rocEs. The £293 million that
the taxpayer contributes direct to the voluntary sector 18
|n|:r|5.15i||.|.|.|'_-.' mmporianl. Mose and more we 6 the Home
Oiffice hind activities thot are performed best by (he
viluntary sector—indesd, better than they would be
performed under a graiatory scheme. However, we muost
eosune, both as regands our own volunfary ssryece unil m
ihe Home Office und mors widely across central
Ciovernment, that there are reasonable eriteria and
standards I:r:.- whach the money s e:-:]'r:ndn:d. That e the
purpose of the scruting.

Sir David Price (Eustleigh): Is my right hon, Friend
standing on the answer that he gave both to the homn,
Mlamber for K mgston wpon Hill, Weis (M. Randall) and
to the hon, Member for Aberdeen, Morth (Mr, Hughes)
that he is satisfied with the current legal definition of
“ghantees™! Is he sware tha miny of us feel that the
defindtion is drawn far too wide and that we all have
evidence (rodn oo ::Iul'.q:l.hu.u] En.purinu;'ts aoff urgaﬂ]sati-:ms..
often of a dubious relimous nature, which enjoy chariable
atanes, but which many of o8 feel showld not enjoy the tax
advanlages thal penuine charities certainly should enjoy?

Mr., Hurd: My hon, Foend's objections probably do
niot arise 50 much from the professed :1|'|:|¢|.'!:1 ol the thilril:f
as from the way in which they carry on their activities and
rom what they do_ That iz why it is impostant thar the law
shoabd make o clenr that the comrmisgioners hove the
power o remoye 8 body from the register where there is
evidence that §t is acting bn pursuit of its ohjects in ways
thal are not for the public beoedit. [ we con make that
clear and strengthen that power, as we propose in chapier
5, we have o hope of mesting my hon, Friend's point,

Mr. Eddie Loydes (Liverpool, Garston): Does the
Home Secretary agres thal the defimtion ol “polific
activities” can differ widely depanding on the way in which
one wanis o interpred the sctivities of cértain charities?
Will he give Bn assurance that thoss chariteble
organisalions thal “"campaign™ agaansi cerlain aelivilies of
the Government, such as, from time 1o time, the citizens
advice bureaux, will not be affected by any kegialation to be
propoged by the (overnment?
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Mr. Hord: We set that out for discussion in the White
Paper. The Charity Comemissicn's guidance on that paint
is perhaps worth reading. It is not very long. 1t s broad)y
i the eect that
“goveming instrimments should nol inchede o power 1o exert
palitice] pressire excepl in a way which is apcillery to n
charitable purpos:;

—ihe powers aod purposes of a charity should not inclede the
power to bring pressure o boar on the Government 1o adopd,
to alter, or 1o maintain a particular ine of action, although
charitios may present reasoned argument and information to
CGovernment;

—iwhesre the objecis of a charty mclode the advancement of
educiion or the power {0 condoot ressarch, care must he
tuken to ensure thot both ohjectivity. and bhalancs (s
maintained and that propegasdn is avolded.™

That is the Charity Commission’s existing guidiance, and i
appears o meet the case,

Mr. Ivan Lawrence (Burton): Is my right hon. Friend
aware that his proposals will be especially welcome to all
genmne chantes in this country because, if there is greater
pubbic confidence that all the money given to charities will
go 1o charitable ends and that the charities are properly
run. oboviously, in our affluent society more peopls will
give? However, | am not sure abowt the effect of my right
hon, Foend's answer o my hon, Frend the Membser [or
Eastleigh (Sir I, Price). Can my righl hon, Friend assure
the Hounse that action agaimst charities whose aciivilies are
against the public interest, because they are anti-social or
O presinve, willl e eagier o tnke than 11 has been hitherto?

Mr. Hurd; The powers exist, but 1 do not beheve that
they are widaly recognised, which is why we puf siress on

them in the White Paper, We also propose to strengthen
them. My bon, aod learned Focod wiall find that in
paragruph 5.11 especially of the White Paper we proposs
those powers which bear, a3 he kaows, of whil registensd
charities actually do rather than atlempting to redefine the
defimiticn of 4 charity.

Mr. D. N. Campbell-Savaurs (Workington): Is the
Home Secretary satisfied thar the armangements that he
wishes 1o introduce will desl with the widespread failure of
many charifies nationally 1o present accounts to the
Charity Commission, s identified in the reporis of the
Public Accounts Committes and the National Audit
Office, and the Chanty Commussion's failure to examine
the aecounts of 96 per cent. of charities in a particular year
i which the Mational Audit Office looked? Will the right
hion. Gentleman nssure us that all chariizes will be reguimed
to submit their returns annually and that, if they Fail to do
=0, they will be subject 1o penalty? Will he also nssure us
that the Charty Commission will have the resources to
examine the accounts of a far grealer proportion of
charities than is currently the position?

Mr. Hord: As a result of the work mentioned by the
hon. Gentleman, and in which he probably participated,
and the Woodfeld scrutiny, it is proposed in the White
Paper, and it will be an obligation under the law, that
registrable chirites should make an anmusl retarn of their
accobinis o the Charnty Commission, and in the caseal all
but the smallest those should be audited, | have alresdy
given the numbers and how they sre employed, which
show that in advance of |legislation the Charity
Commission is ghifting 1% resources 1o deal with these
accounts.
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M. Lun Gow (Eastbourne): Dl my right hon, Friend
ihare m¥ Sense of shame when he repd the report ol the
Compiroller and  Auwditor  (General and the Public
Accounts Commities about the Charly Commission!
[hoes he understand that, welcome and long overdue
though these reforms are, they will amount to mothing
unless my right bon. Friend iz able a1 omee to instill ingo the
Charity Commisgion that level of competence  and
cificiency that has becn so gricvowsly lacking for far too
lang?

Mr. Hurd: | beliewe that that &= already happening. 1F
my hon. Friend went alongside the present Charity
Cormmisgion—on behali’ of the commissdon | warmly
inwite him £ do-so—he would find adready 4 substantial
chanue of the kind that be has pdvocated, Obviously it i
limited in what it can do m advance of kegislation, because
the Chanties Act 1960, to some extent imposed wpon the
commission & method of working and a choice of duties
which are really not semible in 1989, and probably my
hon. Friend was right when hbe said thar they lhave not baen
sensible for some years,

Mr. Tam Dalyell (Linlithgow): As one who catled for
the reform of charilies durng severil Finance Bills, may |
defend the Chanty Commissioners, who have on
extremely compier job o do? | welcome the foct that the
Home Secretury has introduced this White Paper and the
mamper i owheh he has pul the pru;l]'-ns.ﬂ!'\,' hefore the
Haose

With regard to Scotland and paragraph | 1.4, what
investigation of abuse has taken place? | imagine that 1615
the same in Scofland as m England, What has the Home
Office Townd 0o be the major cavse of this most worrying
nbpsed

With regard to paragraph 4,11 and the guestion of
|'|'I|."|.||‘!l.r‘:1.-|‘.'l:|.'|‘.- what appropninie |',||_|1'.-||1;|I:,. will be given to
default markmngs and how sall that be armived at?

The Home Secretary referred to  charity land
transacticns, but will that cover the thomy problem of
inalienability? 1s inalicnakklity 1o b respected m relatbon
to land transactions?

The Home Secretary referred 1o acting not 1o the pubbic
henefit, but how s the public benefit (o be defined?

With regard to paragraph 4.12, how will assats be
assessed? 1t is cagy to load logieal schanes o chacilies, bul
given that they have limited rsources, will nol they be
overwhelmed by the sheer difficulty of working ow
proposals, particularly on the estimation of nsscis as
outlined in paragraph 4.13%

Mr. Hurd: T am grateful io the hon, Gentleman, but 1
do not intend to venture mio Scotlund, which has a
different syslem without a Charity Commission. As [ have
sapd, my right hon. and learmed Friend the Secretary of
State for Scotland will he making his proposals on thist
kaown fairly shorthy,

i sannot add to what the hon, Gentlernan has already
spotied in paragraph 4,11, Default markings are clearly
intended to give publicity to a failure on the part of the
trustzes and we shall have to work out in greater degsd)
what form that publicity takes.

Lund trumsactions are meant not o owech on the
guestion of alicnability or inalienability, bul simply 1o
withdraw from the Charity Comimission [he duoties which
it has mow and which o a lerge extent dupheate the
trusiees’ present dulies,
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B cliel mo call on boand the hon. Geotleman's final poins
aboul paragraph 4,02, bl 1 wall, and | shall writs 10 him

an al,

v, Michael Morris | Morthampon, South]: Is my night
hon. Froend wware thal ope af the difficult arzas in
religious charities i5 created by, the so-called cults, not 5o
much becauze of ther reIiHil'-ux ichvibes 515 soch, bl
becauise ol the way n which tThey mmmnge on socely,
families and individuals? I hove not had the opportunity Lo
see the White Paper, but is it his intention, under chapier
5, to address the rights of individoals and Families within
those organisations and how they may, in cfccr, cscapo
from them?

Mir. Huord: My hon. Friend puts that Gaarly, Thas matter
has a long mther unhappy hestory. As be savs, 1115 nol s
much the wim of a body that s called mio goestion-—11 15
difficult 1o e ghoul or define oms in statutes—buat
rather the way in which such organisaphons @ Ereat
individwals. It is their activities in purswit of the objectives
that they define that is offensive to many peopls, and that
i# what we must concentrate on, The law already gives the
commessioners sironger powers than moat people realise 1o
remove 3 body from the register if its agtivities are nok [or
the public bensfit. and we propose in chapter 5 fo
atrengthen that in 4 number of wiya

Mr. Dennis Skimner (Bolsover]: Does the Home
Secretary recall the discovery aboul 12 montks ago of the
river companies that were lnundenng money io the Tory

party? Under the propogals contgined in the new report,
will they be abie 1o laundar that money 1o the Tory pary,
disguised as chantes? Has he noticed that the first

recommendaiion  says: that  the  Chiel  Chanity
Commissioner should nppoint a project officer? There is a
charity 1 here that needs o joh, o national »;I1.;|ri1:.-' the
leader of the SO, Is he poing to show some charty? Here
is 8 man who appeals to evervone. He should think about
it

Mr. Huard: 1 kave no recollection of the first point aboui
which the hon. Gentberndn tries to remind me. 1 am nol
sure whether the right hon. Member for Plymouil,
Diewonpoat (Dr, Owen) has quite the necessary element of
charity in his own nature 0 make him suitable for the
appointment,

Mr. Roger Gale {Thanet, Morth): My rght hon. Friend
ohviously resogmses the genuine contribution made (o
charity by many religious orgamsafions, Will he assure the
House that he intends that the full weight of the law should
now be Browghi, as it has not been previousky, agains
quiasi-religions and bogus cults which we charitable statos
asy & 1ax haven and are wornng maore than o frevinl Tior
interma o] fraud?

Mr. Hard: My hon. Friend vall remember the statement
that myy right hon. &nd learped  Friend  the
Attorney-Creneral made about & particular case not long
ago, | shall return to the central point of this ssues, my
hon. Frend was right about the concern thar it anpuses.
We are talking aboul the activities of certwin bodies which
may have gol on the chariiable register. What we need Lo
make clear and strengthen G the Whate Paper propeaal
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do, is the compbiissoers’ powen T IEmoyvs il organisation
Fromn the pemister i 5 pursues s obpsotivis in ways which

do net benefit the public,

Mr. Alex Carlile (Momigomery): While it is reassuring
to hear what the right hon. Gentleman zaid aboul the
dereginlatinn of cults that act againat the public inleest,
dipes e recognise thal, once registered, a cult can remaln
v the register for @ considerable penod, soowtimes yers,
while 11 goes through a pyramid of legal procedures?
Fherelore, will he give the Chanty Commission powers o
cxamine and regulate religious chanties before they are
registored to ensure that they set in the poblic interest from
the moment of registration?

Mr. Hurd: That is the pirpose of registration, Dus to
the shift inm its priocites, the Charlty Commissicon will be
incrzasngly able io momior and investigale @l @n earlier
stage. 1 shall lock into the point mads by the bon. pnd
learned Gentleman about enforcemeant procedures beoause
that 18 imporiant,

Mr. Michael Latham { Butlend and Melion): Is my nght
hon. Friend aware that those of ug who sérved on the
Public Accounts Commitiss for some yenrs thooght that
the inguiry into the Chanty Commission came 60 some of
the most weeful findings that we have seea. which is saving
somecthing. The commission was extracrdinarily compla-
cent and passive, and nesded a jolly good boor up the
backside. Is my right hon Freend satisfied that ihe
progcabs will iastill inte the aaflf the new attitudes which
are reguired and which were certionly Dekmg [hen?

Mr. Hord: es, Sir, 1 am

Mr. lan MeCartney ( Muokerheld): Will the Secretary of
Stace give some assurunces about those chantes which
aperate in the front Hne of social controversy, particularly
in view of the recent statement by the Scorstary of State for
Sucinl Security about the Low Pay Unit, Child Poverty
Action f'rr-::-up. Shelter and War an Wanl? Will he Eivu wn
abaalule swserance that, when denlng wath cults, the
Grovernment will not widen the ssue into an all-out althck
an charities such s those which 1 sapport and which
campaign for social justice in the Uinted Kingdom?

Mr, Hard: | have already read to the House, and shall
forbear doing =0 again, the puidamce which the Charity
Commission puts out about the political activities of
charties. It is crocial for the health and reputation of the
charilable sactor that it shoukd respect this guidance and
not trepd beyond L. Many of us have cccamonially besn
worried by chantiss which seemed (o tread heyond the
clear pukdance which I have laid down

Mr. Andrew Rowe (Mid-Kent): Is my right hon. Friend
aware that after that trailsr | canmot wait to read his
interesting decument? Will be consider the possibility that,
when a charity & under investigation, its fund-raising
activibies mughl be ul:urﬂ-:nl:lml'-' Will be alio comsider the
[act that when small charitist are asked fo melurm (helr
acconmnis on an annual basis, those acconnis should be
accepied in a simple form? I they are mot returmed, will the
power (0 suspend or roll up those charities be used? In the
past, the problem has been that, alibough the powers
existed, nothing was done

Mr. Hurd: | wall look at my hon. Friend’s first pomt. It
might be considerad rather high-handed and, pechaps,
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subpect to judicial review, if the commission attempted to
sespend a body's activities before making any findings
igaansk al.

As for my hen. Friend's sscond poing, the whole
parrpease and throst ol the White Paper s precisely whal
some of my hon. Friends Bave wiped that we should dao

to brisk up the activities of (he commission 50 as 1o
strengthen 1ts powers of nvestigaiion and enforcement

Mr. Jonathan Sayecd (Bristol, East); My nghi hon.
Friznd wnli be aware that some organisations have used
their charitable status o hoodwink and o milk a
kind-kearted British public in order (o line the pockets of
the arganisers. They have wsed their charitable status 45 &
vehicle to evade (he proper paymeat of taxation, When
there & clear evidence ol 8 major abaese, can my rght hon
Friznd confirm that draconmn powers will be used
imciuding the repayment of tax that has been aveided by a
so-called charitable organisation, and guite possibly the
mposition of Mareva injunctions to freepe asaeis and the
matitution of criminal proceedings against the organisers?

Mir. Hord: Thes: matters allen dlepend on evedenoe, and
il my hon. Friend hias evidence aboul recent achivities of
this-sort, | um sure thiat he will ket ps ar the police know.

The whol: point of the exsting law, which, 1
acknowledpgs, is rusty and creaking, of the reimvigoration
of the Charty Commission which has afready started, of
the proposals in the White Paper. and of the legislation
that we bope to introducs after it has besn-digested, &= ta
sileguurd the charitabde seotor by making it casicr to apol
and then o deal severely with any chapty or mdiddual
connecled with a charity who i tempted 1o act in the way
that my hon. Frend has criticeeesd.

EUROPEAN COMMUNITY DOCUMENTS

Mr. Speaker: With the leave of the Houase, T shall put
together the two mations  relating  ta Furopean
Community docuiments,

fJ-l'.'ulll'?'l'Tﬂ'_

[hai Eurapedn Uonsmunity  Docameni  MNo, TS HE
relating to Commuonity financial procedures be refereed 10 a
Hinmling Ceawvemiltes on European Community Descumecnis,

Iat Eupepian Commumiy Doduments Mos 521128 and
IMEGSHS . relating 1o health and eafety be referred to a
Stamling Committee on Eoropean Community Dacoments.
— M. Chapram. |

ChH b 32

16 MAY 1980

Private Residertiad Special Schools

Private Residential Special Schools
{Registration)

411 pm

Melirs. Gillian Shephard (Morfolk, South-West): | beg to
MMOYE,

That keave be pgivien 1o bomg o & Bill g require the
Fegi SECRTIod Witk local aulhiariness of pelvale residania] spacal
sehoncda o respesst ol thelr vse and residential Fagalitics

Iam grateful for this chance to raise this important and
topical matter in the Hoose. It 13 important because it is
about the welfare of children whio are amongst the most
vulpceable people in society—those with learning or
behaviowml difficulties or with physical or  menial
hundicaps. 11 = important, beo. because 11 concerns their
placement in such schools by local avthortics at tax and
ratepavers’ cxpense, and it is topical becauge, althoogh the
wast majority af these achools in England and Wales do a
very good job, there have been some notorions cases in the
paast few years and recently which illustrate that, becanse
of the current state of the lvw, those responsible have been
umable (o prevent such cuses from occurnng, to discover
them promptly, or to take swifl and efective action when
they have been discovered. This Bill seeks Lo suppest wavs
of pufting that right.

Cheldren in need of specal neplential edecation are
dealt with in one of throe ways, They i be echicated 0
o special school mn by o local authorty; they can be
maintained by a focal authorty i o non-maintamned
specigl school, of which there are now 22 in England and
Wales—ihey are non-profit-making concerns, asually ran
by trusts and in eeceipt of dircet grant from central
Crovernment; or they can be educated, often on placement
by a local authonty, in a privale residential special school,

Strngent requirements, in the form of the Education
{Approval of Special Schoola) Regulations 1983, povern
the sciting up and running of special schools run by LEAs
and non-maintained .'a|"||.'L".|:'|.| alicninla, "l.ll'l::ll'q.-I ather Lhings,
thesy  ragulations  requdre that  schools  and  thedr
goveriment be approved by the Secretary of State; Ui
the: premises must satisly stntutory requitements; and that
nop-muintmned schoels must nod B min for profit. There
are also requirements governing pupils’ health, dizt and
refigious warship. Begular reporis have 10 be made o
LEA% on statemented children and the teaching and cars
siaff muost be “suitable and sofficient”.

In the case of pon-memiained schools sooes mes! be
allowed 0 representatives of local authorities who
mantam a child in school, and the Sceretary of State may
withdraw his approval of a schoal if it Faiks to comply with
the requirernenis either in these regulations or these in
force under either section 10 of the 1944 Education Act ar
section 27 of the 1980 Education Act.

The contrast betwesn these requirements and the
regulations for the thind category of school, the privales
redidential school, could hardly be more strnking, yel the
same vulnerable group ol children s involved. Private
restdentnl gpecinl schoals are merély required {o regster
and mike anmual returns under the Education (Particulam
of Independent Schools) Regulations 1982, Thess, with
their schedule, require information on numbers of pupils,
details of public examinations, change of ownership aad
address, and any dismisals of stall on the grounds of
mizconduct, The numbers of statemented pupils; with stafll
-\.||.|.'t||!i-\_':|li|::-|:h. alses hawve fo be reporied.




1T Private Rendensial Speciol Schooly
JMrs. Gilllan Shephiard |

Saction 1] of the 981 Education Act points out that
where an LEA makes arrangements for the provision of a
statemented child ai an independent school, the Secretary
of State must approve 11 as suitable for statementad
children und must consent (o the child being placed there.
There are 170 such private residential special schoold m
England and Wales at the moment, and of these 135 are
approved under this section.

Schools are approved as suitable as a result of an
mspection by Her Majesty's mspectors, who expect the
schoal to mest the seme stendards as locnl authonty
schools and, according to the Department of Education,
the inspection covers all the arrangements for the welfarc
of the children ouigide the elazsroom. An insapector may be
pocompanied by members of the social serviees
inspectorate.

I make no criticism of either Her Mijesty's inspecions
oF social services inspectors, bat it muast be accepled thal
nowhare in the kegiskation are there any reguiremenis other
than those criteria laid down 40 years ago in section 71 of
the 1944 Act, that regisiration may b refused or
withdeawn if the premises are uonsuitable; if the
accommodation & ansuitable or inadequate; if efficient
amd suilible instruction is om0t provided, or i the
proprietor or any iz=acher 18 noi & proper person. Theare i3
no mention anywhers of the arrungements that should be
made for the care and wellire of the ehildren or lor ther
phyzical or moral wellbeing

I have plrendy troed 1o deaw the attention of the House
to the contrast betwesn the regulations for this category of
schon]l and those poverning local authorty or npon-
meaintained special schools, but thers 5 an even maore
striking contrast between the paucity of regulabion of thess
special schoals and the arrangements for registration, to be
enacied, | hope, throueh parl B of the Children Bill, now
m  Commaites, lor n:p;ixtﬁud children's homes. These
arrangements are comprehensive and drawn oup in
accordance with professionn] realities, and indesd, could
apply to private residential specinl schools, wers these not
alreacy regiterod under section 11 of the 1981 Education
Mt yet, T repeat, the same group of vulnsrable children is
invalved. IT these children reguire the care and protection
alforded to them by the provisions made for Eocal
authorty and non-maintained special schools and for
residental bomes, they candot god should not be denied
that same care and proteciion if they happen (o be placed
by & local muthority in a residential specal school mun
privately

Unfortunately, examples of disasier are not difficult to
find. In Morfolk events at the Buxton Bed House school
fiwe wears ago and at the then Walker Foundation school
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im Burston caused immense concern. In Sulfolk, trageally,
at the Four Elms school, consistent abuse of the chiidren
was discoversd to have taken place over a long period, and
cventually the home was closed, but not before ome
distraught parcot, who had learned that her meniaily
handicapped child had heen regolarly abused, arrived at
the home and shot the teacher and officer in charpe. Only
kast week, acconding o & press release from the West
Merma podice, the co-proprigtor of the Castle Fill schoeol
in Ludlow appeared before Lodlow magsiraies on 14
charpes of serious child abuse.

The law must be changed to allow moré control te be
exercised more cffectively and with more accountablitg, IF
the state places children, especially vulnerable chikdren, in
g schood at public expense, the state muosi provide an
effective kegal framework o protect them. To expect Her
Mamsty's Inspectorate or soclal services inspectors to
perform a manitoring role af such schools when the w
dees not require them to do & and, inoany cise, Her
Majesty's Inspectorate does not have (he necessiry
experiime, 15 simply unrealistic. What is needed is expert
monitoring carried out locally and on a regular basis,

The Bill therefore proposes that the Secretary of State
for BEducapon throogh ber BMajesty's inspectorate shoukd
retain  responshbility  for  the education in  private,
resadentinl special awhools, Reguirements for them should
be brought into line with those expected of local suthority
i non-maintened specisl schools, The responsibiliby. for
registering the care, residential and welfare Fcilives of
such schools should be placed with the socul services
department of the local authonty in which the school =
gsituated. Such dual registration would be welcomed by
social services, would provide a balanced appraisal of the
sxhools, retain & consistent role for both the Secredary of
State for Fducation and for socigl services departments
and, most importantly, would protect the interests of these
vulnzrable children. | hope that the Howse will suppect the
Bl

Question pur and aereed 1o,

Bill ordered 1o be browght in by Mes. Gillian Shephird,
Mr. Andrew Mitchell, M1 Tan Taylor, Mr. Simoa Burns,
Mis Aon Wiidecombe, Mr. Tim Boswell, Mr. Anthony
Coombs, Mr. Steve Morrs, Mr. Eeith Mans, Mr. Diavid
Evans, Mr, David Davie and Mr. Christopher Crll.

PRIVATE EESIDENTIAL SPECIAL SUHIMKS
{(RroETrRATION) B

Mis: Gillian Shephard accordingly pressnied a Ball to
require the registration with local authonties of private
resadential special schools in respect of their use and
restdemtial facilities: And the same was read the First time;
and ordered 1o be read & Recond tme ]ty l'l'il'ia],- i JL1|_',=
and 1o be prinied. [Bill 141].




HOME SECRETARY STATEMENT ON

CHARITIES WHITE PAPER

With permission., Mr Speoker. I wish to make o stotement obout
the Government’s plaons for charities legislation. 1 have laid
0 White Poper before the House today.

It 1s now about 30 years since the lost malor charities
legislotion. Since then the choritoble world has seen
substantiel changes. The number of chorities has grown

enormously - with o corresponding increase in the funds

flowing through them. This is welcome news. The port which

chorities and the voluntary sector ploy in meeting genuine

need ot home ond abrood in increosingly {impressive and
importaont.

But this expansion mokes safeguards essential. My Rt Hon
friend the Chaoncellor of the Exchequer and 1 Jointly
commissioned in 1987 on efficlency scrutiny of the
supervision of charities. The scrutiny teom, led by Sir
Philip Woodfield. submitted their report in June thot year.
The Government welcomed the report. The White Paper now sets
out how we propose to implement it.

We haove olso taken the opportunity to raoise some
fundamental {issues relating to charitoble stotus. These are
difficult Issues. We invite views on them.

/The White Paper




The White Poper concerns England and Wales. My Rt Hon friend.

the Secretory of State for Scotlond. will be putting forword
proposals seporately. We shall be considering to whaot extent
the chonges proposed in the White Paper should be extended to

Northern Irelaond,

Our oim hes been to strike o bolonce between freedom and
control. Charities should be oble to go obout their business
without unreasonable interference but within a fromework which

ensures thot they are properly occountoble to the public.

At the core of the White Paper are proposals to give the
Lommissioners new powers in dealing with mismonogement and
obuse. For exomple. there will be a new power for the
Commission - in the lost resort - to tronsfer a charlty’s
ossets to another charity.

To enable the Commissioners to concentrote on their
new priorities we ore proposing that the Commission should be

relieved of some of its present statutory duties.

We propose to relieve the Officiel Custodion of his

responsibilities for administering chority investments.
We are olso proposing that the Commission should lorgely

withdrow from their present responsibility for overseeing

many charity lond tronsoctions.

/0ther maJor reforms




Other malor reforms are necessary to enable the Commission to
monitor charities odequotely. The Commission needs more
informotion. ond in particular financial informotion. obout

charities. In future all registered charities will have to

submit fuller occounts to the Commission each veor. Account

of all but the smollest charities will need to be
professionolly cudited or independently exaomined.

The Commission’s reaister of chorities has been criticised as
out-of-date ond of limited use. An occurate. up-to-date ond
occessible doto bose is needed In which the public con have
confidence and which the Commission con use os its baosic

supervisory tool. The White Paper provides for this.

The Chorities Act 1985 haos improved the effectiveness of
smoll chorities. We believe thot it would be right to build

on the experience which has been goined by extending its
effectiveness,

We hove consulted widely on the reform of the low relating to
fundroising. We are proposing measures to clerify and
simplify the present law on public collections and to deal
with malproctice. We look to voluntary efforts to regulate
the newer meons of choritoble oppeol. such as "telethons”.
But we propose to toke powers to regulate these forms of
oppeal should this become necessary in future.

/Charities should ..




Charities should moke some contribution towards the Charity
Commission's costs - now over £7 million a year. We propose
0 registration fee of £25. ond groduated charges for some
other services. Smoll chorities will continue to receive the
Commission’s services free. We colculate thot some 90% of

the Commission's costs will continue to be borne by the
Exchequer.

The Commission hos  acted to implement  Woodfield
recommendations which do not require lesislation. It has
improved its monogement and the efficlency of its procedures)
developed its copocity to monitor ond deal with obuse; and
is preporing the ground for computerisation. These changes
will fit the Commission for the active exercise of the new
POWETrs we propose. The result will be o better service to
public ond charities aolike,

The cost of the Commission 1is only a small port of the

Government's contribution to chorities, and to the voluntary
sector more generally. The proposols which we are putting
forword will help to provide o fromework within which the
health ond integrity of charities con be assured. Our duties
In respect of grants to individual orgonisotions go beyond
this. Here., our immediote concern must be to ensure, on
behalf of toxpoyers, that we get value for money ond
effective services in return. It is for this reason that I
have today onnounced. in response to o Parliomentory Question

ffrom (name) ......




from my hon friend the Member for Daventry plans for a

scrutiny of Government funding of the voluntory sector.

We shall toke careful note of views expressed on the White
Paper, both inside ond outside the House. We hope then to

bring forward legislation.




RNOTES FOR SUPPLEMENTARIES

CHARITABLE STATUS

Should charitable status be dafined in statutae?

It is not difficult to point to the occasional eccentric result
from the law on charitable status. But it is, I think, irrefutable
that the commoen law as it has evolved over 400 years has a number
of distinct advantages. Its flexibility has served us well in the
past, and I see no reason why it should not continue to do so. But
I recognise that the arguments are not all one way, and we shall
listen carefully to any wviews which are expressed.

PRIVATE SCHOOLS

How can the Minister justify charitable status for schools like
Eton and Winchester?

I understand that it is now the policy of the party opposite to
withdraw charitable status from private schools. They may find
that more difficult than they anticipate. The advancement of
education has been a charitable cbject for hundreds of years, and

I cannot think of an cbject more clearly of public benefit.

But for fee paying schools?

Charitable status is a matter for the courts. They have clearly
held that fse paying schools are of public benefit, and therefore
charitable.

CULTS

Disappointed that White Paper contains no proposals for dealing
with culta, in particular the Moonies.

I ynderstand the concern about the ackivikies of some religious
movements - and would walcome views. This is not a subject that
can be approached lightly. The difficulties are very great. Our
own view - expressed in the White Paper - is that, while there may
be problems in obtaining sufficient evidence, tha law is 1n
principle already adequate to deal with the problems which they
present. We shall, however, be looking closely at the wording of

the present Act to see whether we can make it clearer that an

organisation’s activities may disqualify it from charitable status.




But what about the Attorney General’s case against the Moonies?

My rt hon and learned Friend the Attorney General withdrew his case
against the Unification Church because he was advised that on the
evidence available to him he was unlikely to win the case. What
was at stake in this context was the charitable status of two
trusts esktablished by the Unification Church. Rt hon and hon
Members should be under no illusicons that if charitable status were
to be withdrawn from these two trusts the activities of the

Onification Church would cease.

Legislation needed on political activities?

I am aware of concern that a few charities are overstepping the
line between acceptable comment and unacceptable politiecal
campaigning, and we have considered this carefully in the context
of the White Paper. But most charities do not find it difficult
to draw the line between legitimate and illegitimate politiecal
activity, and we are therefore not persuaded that any change in the

law is required.

Iz there not a need for a suitor's fund (ie legal aid for
charities) to help speed up the development of the law?
There are very great difficulties in the way of a fund of this

kind. 1In principle, legal aid is granted to individuals rather

than to organisations. It is also one purpose of the Charity
Commission to avoid the need for charities to go to court. It would
seem inconsistent, therefore, to provide public money for charities
wishing to embark on litigationm.
.

Charitable status: individual cases

Obvicusly it is not for me to comment, today or any other day, on
individual cases, which are for the Commissioners and the courts.

Proposals of the Parliamentary Panel on Charity Law

We welccme the interest the Parliamentary Panel is taking in the
whole guestion of charity law reform. I [/ the Home Secretary
lock(s) forward to meeting the Panel to discuss with them the

issues set cut in the White Paper.




Proposal to give the Home Secretary power to remove charitable
status from "anti-social" or "oppressive” religious organisations

As the Panel know I have strong reservations about this proposal.

I do not, for one thing, think it would be right to bring

questions of charitable status into the political arena.




CHARTTIES GENERAL

TIMING OF LEGISLATION?
As I have said, we hope to put forward legislation later in the
lifetime of this Parliament. I cannot add to that.

Is the problem not one of resources?

We accept in the White Paper that more resources may be needed in
the short-term if the Commission is to press ahead with the
introduction of essential new technology. But resources are only
one #leament. As the White Paper makes clear, the Commission neads

new powers, and to be relieved of some ¢of its present duties.

Will the Government provide the resources necegsary to make this
programme effective?

Like any other Government department, the Commission will have to
justify its need for resources in the light of the demands placed

upon i, But we accept that reforms are needed. The White Paper
makes this guite clear.

Government support for charities - a substitute for state welfare
provision?

There is no guestion of the Government ducking its responsibilities
for welfare. What we say in the White Paper is that, because of
their capacity to act swiftly and flexibly, charities, and other
voluntary organisations, are often in a better position to spot and
£ill gaps in provision and to provide the first means of dealing
with new problems. Wwhat we seek is a partnership in which each

partner contributes what it does best.

The Charity Commission should make better use of the powers which
it already has

We accept that the Commission will in fukure need to be more active
in monitoring charities and rocting cut abuse., The new powers we
propose, together with the internal changes the Commission has in

hand, will enable them to provide a much better service.




What steps are being taken by the Commiggion in advance of
legislation?

The Charity Commission has moved swiftly to implement those of
Woodfield's recommendations which do not reguire legislaticen. It
has improved its management and the efficiency of its procedures;
developed its capacity to monitor for and deal with abuse and is
well advanced in preparing the ground for computerisation. This

is a heavy programme of work by any standards and I am encouraged

by the progress that has been made.




CHAPTER 3: THE REGISTER

How quickly will the Charity Commission’s register of charities be
computerised?

AsS soon as possible, consistent with getting it right. Consultanks

have been brought in to study precisely what is required. They

will be reporting soon. Thereafter the Commission will move ahead

as gquickly as possible.

Are the sanctions for failure to register adeguate?

Registration does not confer charitable status, bukt simply confirms
a fact of law., Sanctions must bhe consistent with this positicn.
The Commission can already order ragistration, and we do not
believe that it would be right ko penalise the funds of charities
for the failures of trustees.

System of exemptions and exceptions

The White Paper focuses on registered charities, which are our
immediate concern. We =shall be locking at the supervisory
arrangements for other charities, but we are not disposed to alter
hese unless it proves necessary. There would be little point in
the Commission supervising bodies for which satisfactory
arrangements already exist.




CHAPTER 4: CHARITY ACCOUNTS

Adequacy of sanctions for the non-submission of accounts

We believe that the system of marking the register which we propose
will be effectiva, hearing in mind the publicity which will
accompany it and the fact that in serious cases a mark on the
register will signal the possible use by the Commissioners of their

congsiderable powers of intervention.

Proposals on accounts: graduated accounting requirements;
accounting standards; audit arrangements

Our proposals take account of responsas to the Charity Commission’s
consultation document. In ocur view they strike a reasonable
balance between accountability and the need to keep costs down and

to avoid placing unreascnable burdens on trusktees.

Local charities for the relief of poverty should still be required
to submit their accounts to the appropriate local authority
If accounts are to be made available to the public on reguest wae

think it unnecessary that they should alsoc be sent as a matter of

routine to local authorities. It will, of course, be open to loecal
authorities to azk for accounts where they are interested.




CHAPTER 5: POWERS TO DEAL WITH ABUSE

Some of the Commission’s new powers, especially that emabling it

to transfer a charity’s assets to another charity, are draconian
We recognise that the power to transfer a charity's assets ko
another charity is a drastic one, but we are convinced that there
will be cases where this is necessary. Such action will, of
course, be possible only after a full formal investigation and
where the Commissioners are satisfied that this is the best way of

protecting the charibty's propecty.




CHAPTER 6: LOCAL REVIEWS, THE CHARITIES ACT 1985 AND SCHEME-MAKING

Iz it not too soon to start tinkering with the 1985 Act?
The 1385 Act has proved of great benefit. Given the opportunity

of legislation what we propose is to build on the principles it

laid down, and to make its benefits more widely available.




CHAPTER 7: COMNSENT TO LAND TRANSACTIONS

The Commission’s withdrawal from this area will place unreasonable
burdens on trustees, and increase the scope for abuse

Trustees are duty bound to act in their charity's best interests.
It follows that they should already be taking the steps regquired
by tha Commission. The new statutory requirements we propose are

those already followed by charities dealing with land under

axcepting orders made by the Commissioners. Experience has shown
that they work well. The Commission will remain responsible for
overseeing transactions where there is a significant danger of
abuse.




CHAPTER 8: DIVESTING THE OFFICIAL CUSTODIAN FOR CHARITIES

Divestment will add to the burdens on trustees

We recognise that divestment will involve more work for the
trusteas of some charities, But these arse duties which are
consonant with the full exercise by trustees of their

rasponsibilities for charikty properkty.

Stock by stock divestement awkward, especially for larger charities
We recognise that this divestment method will not be ideal as far
as some of the larger charities are concerned. But, from soundings
taken by the Commission, it i3 clear that the difficulties are not

insuperable. The rescurce arguments are very powerful.

Sale of undated fixed interest securities an infringement of the
rights of trustees?

This type of security is fine if it is actively managed, but it is
notk suitable for permanent capital funds. We recognise that

returning charity investments in cash will temporarily curtail the

freedom of some trustees. But again there are powerful resource
argumenks. And we beliewve that it is consistent with the Charity
Commission’s fundamental purpcse that this once and for all
opportunity should be taken to encourage small charities to

consider their investment policy more closely.

How long will it take to divest the 0fficial Custodian?
We estimate that it will take 5 years from legislation. There will

be significant savings from year 1.

-




CHAPTER 9: CHARGING BY THE CHARITY COMMISSION

Unreasonable to charge for Commission’s services?

Woodfield saw nothing against charging in principla, nor do we.

The charges we propose are extremely modest. Income from them can
be expected to cover no more than about 10% of the Commission's
total costs.




CHAPTER 10: CHARITABLE APPEALS

The proposals don*t go far enough
As I have =aid, our aim throughout has been to strike a balance
between freedom and control. It is important not to discourage

honest fundraisers by imposing mountains of bureaucracy.

It seems sensible to model our proposals first of all on
legislation already operating in Scotland. This has proved
successful and provides a clearer framework than we have in England
and Wales. As the White Paper explains there will need to be soma

differences.

I am conscious of the concerns prompted by the activities of a Eew
fundraisers. The malpractice of a few can do untold damage to the
reputation and fundraising efforts of charities as a whole. I am
not at present convinced that immediate legislation is required to
regulate the newer forms of fundraising., In some cases, such as
telethon campaigns, legislation would in any event be difficulk to
frame and to enforce. The charitable sector is moving towards
better self regulation in this area, and I believe it right that
we should first of all encourage these efforts. The White Paper

contains strong signals as to standards of behaviour and

accouncability we should like ko see upheld, and I propose to take

powers to introduce regulations in future should this. become

necegsary.
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EFFICIENCY SCRUTINY OF GOVERNMENT FUNDING OF THE VOLUNTARY
SECTOR: BULL POINTS

A, MATN POINTS

Amount of Government is a substantial supporter of

funding the voluntary sector. £290 million pounds
in grants from departments, which is an
increase in real terms of 92% since 1979.

Overall Government support of over E2
billion.

Wide range of Government funding
programmes: employment, housing, health,
the environment, overseas aid, sport, crime
prevention.

Tax relief Government also provides E600 million in

tax relief to registered charities.

This is not a cost-cutting exercise. It is
an pxercise to ensure funds are used to the

best advantage.

Impact on Focus of scrutiny will be on arrangements

voluntary within Government departments. Will be

organisations concerned with how voluntary organisations
manage thelr own affairs only in so far as
this relates to their proper and efficient
use of public money.

B, DEFENSIVE POINTS

Political Heed to be sure that public funds are not
activity improperly used for political purposes.




e

Drawing Government's attention to problems
ig legitimate. Campaigning with a party
political slant iz not.

Voluntary v. Voluntary activity is valuable in its own
statutory right and Government supports it for that
servicas reason, not because it wants it to replace

statutory services.

Efficiency Promotion of efficiency in voluntary
organisations i= an interest which
Government and the wvoluntary sector share.

Active Betbter use of Government funding by
citizenship voluntary organisations will help develop

active citizenship.

Charities Our action to improve the monitoring and
suparvigion of the activities of charities
by the Charity Commission is a seaparate but
parallel exercise. White Paper published
today.




SCRUTINIES: GENERAL

What is a scrutiny?
A scrutiny is a method of reviewing an area guickly and in depth
and kaking a fresgh locok at izsues.

Why are scrutinies carried out?

To help Departments secure greater wvalue for money from Eheir

rescurces.

What are the aims of a scrutiny?

To look for speedy improvements in value for money and to seek to

identify necessary wider reforms. The focus is on priorities for

improvement.

Who carries out a scrutiny?

An examining officer who comes from within the Department but not
from the area to be reviewed. He or she is independent and reports
direct to the Minister and Permanent Secretary. The examining
officer may be supported by a small team.

What role does the Efficiency Unit play?
The Efficiency Unit is involved throughout the process. The Unit
provides the examining officer with support and advice; comments

on tha report and specificaticn ackion plan and its implementation.

What iz a scrutiny’s btimebtable?

The scrutiny process has a tight schedule. Up to 90 working days
is ncrmally allowed to carry out the inveskigation and produce a
report and a further 3 months for the action plan tEo be drawn up.
The report is expected to be converted inte results within 2 years

of the start of the process.

What other scrutinies have there been?

There is a continuing programme of scrutinies in Government
Departments. Other recent topics in the Home Office have been: the
supervision of charities, review by Sir Philip Woodfield in 1387;
the Zection 11 grants which examined the payment of grants to local




anthorities under the Local Governmant Act 1966 and the management

and organisaticnal structure of magistrates’ courts.

Is the scrutiny merely a paper exercise?
Wo. First hand observation is used in collecting evidence which

forms the basis for recommendations.

VOLUNTARY SECTOR

Why is this scrutiny being carried out?
We wish to ensure on behalf of tax payers that we get value for
money and effective services in return for the grants we make to

voluntary organisations.

Ig this scrutiny unusual?
Only in so far as its wide range across the interests of a number
of Government Departments is concerned. It is for this reascon that

although Home Office led, the examining officer will be supported

by a team of cfficials from a number of Government Departments and

a group of Ministers will be supervising the scrutiny. The
serubtiny will take place using a standard procedure which has been

developed under the auspices of the Government Efficiency Unit.

Will the findings be publiszshed?
Scrutiny reports are published wherever possible. It is too early
to say in this case. The aim is toc complete the scrutiny by

September. Ministers will then consider what action te take.

When will the investigation be complete?

The team aim to report to Ministers in September.

How will the voluntary sector be involwved?

The scrutiny will be examining procedures of Government Departments
but will take account of the wiews of voluntary organisations as
customers. The scrutiny will be concerned with how voluntary
prganisations manage their own affairs only to the extent that this
relates to their proper and efficient use of public money.




Will pecple be able to make representations?
Yas, on matters within the team's terms of reference by 30 Juna.

Is the Government proposing to cut the level of funding to the
voluntary sector?

Ho. The aim of the scrutiny is to ensure the Government obtain
proper value for the money that it makes available rather than to

achieve changes in the overall level of such funding.

Is the Government proposing to replace statutory services with
voluntary services?

Ho. Voluntary activity is supported by Government because 1t 1s
valuable in its own right. We will continue to provide funding
where and when it is right to do so.

What is the present level of Government funding of the voluntary
sector?

We have given a high priority to strengthening the voluntary
sector. In 1987/8E central Government grants of almost E293
millicon were made to voluntary bodies. Bebween 1979/B0 and 1987/88
the level of Government grants to veoluntary bodies has risen by
almest 92% in real terms. Overall Governmenkt support is owver EZ
billion. Government also provides E&00 million in tax relief to

registered charities.

The level of Government support of the wvoluntary sector is
announced each year by the Prime Minister in answWwer o 48
Parliamentary Question (attached).

.
What kind of Government funding programmes are there?
A wide range, eg: employment, housing, health, environment,

overseas aid, sport, crime prevention etc.

Will the scrutiny address the guestion of Government Ffunded
organisations that ecriticise the Government?

Among the matters to which the scrutiny is regquired to have regard

are the ways in which departments ansure that funds are applied




properly and without waste; and the need for gtandard conditicns

in respect of political activities and campaigning.

Why is the Government concerned about political activities of
voluntary bodies?

Wwe need to ensure that public funds are not improperly used for
political activities. Drawing attention to problems is legitimate;

campaigning with a party political slant is not.

Why should the drive for efficiency be focused on the woluntary
sector?
Promction of efficiency in voluntary organisations is an interest

which Government and the voluntary sector share.

What is the link between this scrutiny and the charities White
Paper?

Qur action te improve the monitoring and supervision of the
activities of charities by the Charity Commission 15 a separate but

parallel exercise.

Why is the Government continuing to give funds to [specified
organisation] which has eriticised Government policy?

[As I have said] it is legitimate for an organisation receiving
Government funding to draw attention to the effect on those it is
seeking to help of changes in policy. It is not legitimate for it
to indulge in party political campaigning. The decision whether
a particular organisation or project should continue to be funded
will depend on the nature of any public stance that organisation
has taken and must reflect the circumstances of the individual

case.

Will the scrutiny address the gquestion of [specified

organisation/project/programme ] whose funding has been

cut/withdrawn?
The scrutiny will take a sample of funding programmes as a Dasis
for its examination. It will be for the scrutiny team to decide

which programmes to select.




Why is [specified organisation/project] not being funded?

The criteria which determine whether a particular organisation or
project is funded vary from case to case and a number of different
factors will be involved. It i= not for me to comment oOn

particular decisions which other Government Departments may reach

on their own programmes. [IF HCME OFFICE FUNDING]: I will write
to the hon. Member about [organisation/project].




Charities and lotteries

Public lotteries promoted under the Lotteriss and Amusements ACC 1976 cai be a
useful scurce of inceme for charities registered as socleties under the ACL.
The Act limits the proceeds and prizes in lotteries to modest lewvels for a
mither of reascns. The monetary limits aim to prevent the undue stimilation of
what is, after all, a gambling activity. But they alsc allow societies,
including charities, with cnly a =mall crganisation to compete wilh larger
cnes. 1 understand that lotteries under the current law can raise sums which,
whilst gmall camared to the proceeds of other gambling, can be vital o the

charities and other societies concermed.

Increasss in monetary limits

T propose to increase some of the mometary limits, To encourage a wortiwhile if
modest vevival in lotteries' astivity. A wange of interests, including the
Institute of Charity Fund Raising Managers., have welcomed my proposal to

increase the limits on the maximm prize which may be offered by up to 150%.

"Multiple” lotteries/Maticnal Hospital Trust lotCery

At the turn of the year I made regulaticns under the 1976 Act to prohuibit

*miltiple” lotteriss. The regulaticons are now in force. 1 understand that

sore charities hoped to pramote such lotteries, where a persan who had entered

several lotteries at the same time would be certain to win a prize in them all

if he won 1n ofne.




TAX

Raliefs

All charities whether registered or not are entitled to reliefs
from Income Tax, Corporation Tax and Capital Gains Tax. They
arc exempt from Inheritance Tax. They also have {(very) limited
relief from WAT. The Inland Revenue allows relief on income

expended for charitable purppgses. Tax relief may thus be

withdrawn on any income which the Revenue considers has been
spent for non-charitable purposes, or on funds which are hoarded

and not spent.

Individuals and companies can cbtain tax relief on covenants and
single donations and on deductions through the payroll giving

scheme,

Charities are entitled to 50% rate relief and can obtain up to

100% if the local authority agrees.

Withdrawing tax relief for failure to register, or failing to
conform with the requirements of registration

It iz sometimes suggested that charities should lose thelr tax
exempt status for failing to register or, Eor example, failing
tH return their accounts to the Charity Commissicn. Thare Are

three baszsic problems with this suggestion:

it would be inequitable because only about three-fifths of

charities necd to register with the Commission;

it would penalise the funds of charities for the defaults of

Erusteprs: and
it would be immensely bureaucratic to administer.
amount of tax relief

Tax reliefs to charities are estimated now at over £500 million

g year. This does not include rate reliet.




Arrangements for co-operation between the Inland Revenue and the
Charity Commission

The 19Bé Finance Act introduced new arrangements allowing the
Inland REevenue Lo pass to the Commission information 1t camd
across which suggested that charities might be using their funds
improperly. These arrangements have worked well - over 100
cases are now in hand, some aof them involwing substantial

amounts of money.




REGISTREATION OF CHARITIES
Under the 1960 Act all charities are obliged to register unless

they are excepted” or “"exempt”™.

CHARITABLE STATUS IS A FACT OF LAW AND IS5 NOT CONFERRED BY
REGISTRATION. REGCISTRATION DOES, HOWEVER, SERVE AS A CORCLUSIVE
PRESUMPTION OF CHARITADLE STATUS UNLESS AND UNTIL IT 135
SUCCESSFULLY CHALLENGED IN COURT.

"Excepted" charities

These charikties are under the purview of the Charity Commission

but are relieved of some of the Commission’s normal requirements
for example, from the need to register, from the need to

return accounts, or from the need to cbtain the Commission's

consent to dispose of land.
Broadly charibties are "exgepted' because:
they are teoo small to bother with; or

they are deemed to be adegquately covered by other supervisory
arrangements - for example registered places of worship are
on a separate register and some organisations, eg. the Boy
Scouts have a firm federal structure making unnecessary the

regisktration of every troop.

"Exempt" charities
These charities are exempt altogether from the jurisdiction of
the Commissioners. Exemptions are listed in Schedule I of the

1960 Act and include:
wirtually all universities and university colleqges;
Eton and Winchester colleges;

the Church Commissioners and institutions administered by

Ebem ;

some major museums |(including the British Museum); and




charitable scciecties registered under the Friendly Societies

Act 1974 and other Acts,

Most "exempt" charities are large institutions which were
already exempt from the Commissioner’s jurisdiction before 19360
because other statutory arrangements for supervision were in

place.

The White Paper
The white Paper makes no proposals to alter the presenl system

of exceptions and exemptions. It does, however, sesk views an

whether, for example, all charities should make copies of their

accounts available to the public on request. It also commils
the Government to looking at the present arrangements before
legislation to make sure that the rationale for them remains
acceptable,and that they continue to provide the proper degree

of supervision and accountability.




SCOTLAND AND NORTHEEN ITRELAND

Scotland
To date Scotland has had no means of superwvising charities
except directly by the courts. The Woodfield Report noted that

this situation carried the danger that undesirable bodies would
concentrate their efforts in Scotland ko avoid supervision by
the Charity Commission. The Report recommended that the
Secretary of State for Scotland should be advised on the future
arrangements there.

Following extensive consultation the Secretary of State for
Scotland has accepted that arrangements for supervising
charities in Scotland need to be introduced. A geparabe

announcement will be made soon.

Line to take

An announcement will be made soon about the arrangements for
Scotland. They are a matter for rt hon and learned Friend the
Secretary of State for Scotland in the light of the
consultations he has carried out. It would not be right for me

to comment atk this stage.

Horthern Ireland

The arrangements in Horthern Ireland are more extensive than
those in Scotland but fall short of those in England and Wales.
For example, there is no statutory register of Charities in
Northern Ireland nor any equivalent of the Commission. The
administration of charity law is the responsibility of a
Northern Ireland Government department - the Department of
Finance and Personnel., This Department carries out many of the

functions of the Charity Commission.

Charity law would fall to a Norther Ireland legislature should

devalved Government return te the Province. The Government will
in the meantime consider the extent tc which the White Papers’

proposals should be extended to Northern Ireland.




NEW POWERS OF INVESTIGATI(N AND REMEDY FOR THE CHARITY
COMMISSION

I'he Commission has powers under section & of the 1960 Act Lo
investigate charities and where a number of criteria are
satisfied can subsequently take remedial action under section 20
of the Act. Broadly, section 20 allows the Commission to freeze
or otherwise protect charity assets and suspend Or remove

charity trustees or employees.

The proposals in the White Paper would enable the Commission for

the first time to take temporary action ipn circumstances where

migmanagement or the migsuse of charity property is apparept but

hag not vet been formally or fully investigated. This will

enable them to act more swiftly to protect property.

The Commission will also be empowered for the first time Lo go
direct to couert bto recover charity property or enforce
obligations owed to charities. {At present the Attorney General

has this function.)

The White Paper alsoc proposes the following new powers for the

Commlisgioners:
a power Eo appoink & receiver and manager;

a power to make a legal scheme altering a charity's Lrusts

without an application from the trustees;

power to appoint trustees over and above those required in

Lhe trust deed;

a power bto wind up & charity and transfer its property Lo

another chariby)

an extension of the Commissioner’s powers to cobtain

information for use in their investigations.




ndesirable trusis

sin FruekeesHiD DECSONSs
Ihe White Paper proposes to exclude from truskteeship pers

: K 1 e or minal
convicted of fraud or other dishonesty. It would be a crimi

offence to act as a trustee whilst knowingly disgualified,




CHARITY COMMISSION EXPECTED TO USE THEIR DPOWERS
We recognise that in future the Commi=sion will need to be more

active in monitoring charities and rocoting out abuse. The
difficulty in the past has been that they have had to spread
their efforts too thinly. Our aim iz to return some
responsibilities, notably those for dealing in land and
administering investments, to those to whom they more properly
elong that is the trustees. This will enable the Commission
to concentrate on Lhose functions which only it can carry out.
We are confident that with the new powers we propose, and the
great efforts the Commission is making to get itself in better

shape, we shall see a better service to charities in future,




LHARG I MG
The White Paper puts forward propos:als for charges which take
account of the great range in the size of charities and kheir

ability to pay.

There will be a flat-rate registration fee of E25 and graduated

charges for filing annual accounts and for schemes and orders.

Work on land transactions for the Commission's consent will
s£iil be reguired and will be charged at the normal professional
rates with a cut-aff point for small transactions. The public
and others will be asked to pay a small fee for searching the
Register, and the Commission will be able to charge for its
leaflets.

MOST OF THESE CHARGES WILL BE EXTREMELY MODEST - EG. THE LARGEST
CHARITIES WILL BE ASKED TO PAY ONLY £10 FOR FILING THELR
ACCOUNTS -~ AND EMALL CHARITIES (THOSE WITH AN INCOME OF UNDER
E5,000 PER AMNUM)} WILL CONTINUE TD RECEIVE THE COMMISSION'S
SERVICES FREE. THE INCOME FROM THE CHARGES PROPOSED WILL RAISE
AN ESTIMATED £0.75 MILLIOM, OR ABOUT 10% OF THE COMMISSION'S
PRESENT ANMUAL COST.




MEASURES TO BESTRICT UNSCRUPULDUS FUNDRAISERS
The White Paper makes Lhree proposals designed to curb the

acCivities of unsarupulous professicnal Eundraisers. These are:d

A requirement that all those who receive funds raised for or

on behalf of a charity should remik the full amount Eo the

charity without deducting fees or expenses (para 10.18);

a regeirement that members of the public buying goods or
services on the understanding that the proceeds will go to
charity should be clearly informed of what proportion of
their donation will reach the charity (paras 10.19-10.20]);

arnd

4 provisgion enabling a charity to take legal action to
prevent the unavthorised use pf its name as an inducement Lo
donors (para 10.21). (The Charity Commission will also be
able to decline to register a charity under a name which it

consliders teoo similar to thak of another charity.)

Precisely how these proposals will operate remains to be worked

out.




WILL THERE BE A DEBATE ON THE WILITE TAPER?

'hare is clearly much in Lhe White Paper on which rt hon and hon
Members in this House and those outside will wish to comment.
There are, in addition, certain issues raised in the White Faper
on which we have specifically invited comments, The arrangement
of debates is a maktkter for my rt hon Friend the Leader of the
House butk I suggest thak the question of a deba.z on the White
paper might best be left until afker it has been fully
considered. We have not set a formal kimetahle for receiving
comments but we think it would be helpful to allow people &
reasonahle time during the summer to consider the igsues raised

in this sub=stantial documenk.
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10 DOWNING STREET
LONDON 5WIA 244

From the Private Secrétary 1§ May 1989

CHARITIES AND GRANTS TO VOLUNTARY BODIES

Thank you for your letter of 15 May
which the Prime Minister has seen. She
was grateful for a sight of the material
You enclosed.

I am copying this letter to Sir Angus
Fraser.

Miss Catherine Bannister,
Home Office.




DAZABI

FRIME MINISTER

CHARITIES AND GRANTE TO VOLUNTARY BODIES

¥You asked lagt: monkth that the Home Office should co=-ordinate
various announcements on the sams day:

the White Paper on charities;

annocancement of a scrutiny of Government Funding of the

valuntary sector;

the annual PO Answer you glve concerning the leval of
grants to wvolantacry bodies.

All these events are being planned to take place tomorrow.

andy is putting in the box separately the Question for you to
answer on grants to voluntary bodies. But you may also like

Lo glancg_ht the material the Home Secretary will be using:

at Flag A his statement in the House on the charities

=

Whita Papar; 3

at Flag B tha PQ Answer on the scrutiny of funding. The
saecond paragraph of the reply Eﬁkes account of your

earlier comments (with soms minor amendments te the

—

precise wording as a result of advice from the lawyers);

at Flag C some bull points Home Office Ministers will be

L e

using on the =fficiency scrutiny:

L

e

at Flag D the text of the White Paper itself.

0.
I:*—"I:rl
(PAUL GRAY)

15 May 1989




From: THE Prvime SEcEETARY

Home Orrice
DUEEN AMMES [IATE
LONDBON SWIH GAT

15 May 1989

Tour letter of 24 April conveyed the Prime Minister's wish that the
tve proposed Farllamentary Questions on gramts to voluntary bodies and the
scrotiny of Government funding of the voeluntary sector be annoumeed ac the
same time ae the White Paper on Charities.

The Prime Minister and Ministers have fow agreed to publication of
the White Paper. This has been fixed for tomorrow, Tuesday 16 May. I
encloge the text of the statement the Home decretary proposea to make in
the House on the White Paper. This wlll be repeated In the House of Lords
by Lord Ferrera.

The Parliamentary Questicn on the scrutiny will be tabled later
today. We have discussed further the wording of the gecond paragraph of
the Answer, about which the Prime Minister was concerned. I enclose a capy
of the revised wersion.

We sheuld be most grateful if you would now arrange for the
Parliamentary Question on smounts of grants to bhe tabled &t the same time:
the text is unchanged from that sent to yvou with me letter of 18 April,

I also enclose some "bull points™ on which the Home Secretary and
Mr Patten will draw In responding to questions about the scrutiny,

Coples of this letter go to Stephen Wall vForelgn & Commonwealth
Office), Paul Stockton (Lerd Cheancellor's Department), Alex Allan
(Tressury), Stephen Willlams (Welsh Office), Brian Hawtin (Minfatry of
Defence)}, Clive Norris (Department of Employment), Stephen Leach [Northern
Ireland Office), Roger Bright (Department of the Envirenment), Heill Thornton
{Pepartment of Trade & Industry), Shirley Stagg (Ministry of Agriculture,
Fisheries & Food), David Crawley (Scottish Office), Roy Griffins (Department
of Tramsport), Andy McKeon (Department of Health), Gill Littlehales
(Department of Social Security), Steven Catling (Lord President's Offlce),
Hick Gibbons (Lord Privy Sea's Office), Stephen Haddrill (Department of
Fnergy), Michael Saundera (Attorney Ceneral's Office), Douglas Slater
(Government Whips Office, House of Lorde), Murdo Maclean (Chief Whip's
Dffice), Malcolm Buckler (Paymaster General's Office);, Myles Wickstead
(Overseas Development Administration), Martin le Jeune (Office of Arts and
Libraries) and to 5ir Angus Frasar,

MI55 C J BANNISTER




DRAFT (15.5.89)

HOME SECRETARY STATEMENT ON
CHARITIES WHITE PAPER

With permission, Mr Speaker, I wish to moke a statement about
the Government's plans for chorities leoislation. I have loid

==t
i

a White Poper before the House today.

It is now obout 30 years since the lost major chorities
legislation, Since then the choritoble world has seen
substantial chonges. The number of chorities has grown
enormously - with o corresponding incregse in the funds
flowing through them. This is welcome news. The part which
charities aond the voluntary sector ploy in meeting genuine

need ot home ond obrood in increcsingly imoressive and
important.

But this expansion mokes sofeguards essential. My Rt Haon
friend the EhunCEllﬁr of the Exchequer and I Jointly
commissioned in 1987 an efficlency scrutiny of the
supervision of charities. The scrutiny teom. led by Sir
Phi}in Hnuqfield; submitted their report in June that vear.

The White Poper now sets
out how we propose to implement it.

e

We haove also token the opportunity to roise some
fundomentol issues reloting to charitable status. These are

e — S

difficult issues. We inﬁ?&e views on them.

—

/The White Paper .....

A




The White Poper concerns England ond Woles. My Rt Hon friend,
the Secretary of Stote for Scotland. will be putting forward

proposals seporotely. We sholl be considering to what extent

i

the chnngeg_hrnuusad in the White Poper should be extended to

Northern Ireland.

Our aim hos been to strike o balonce between freedom ond
control. Charities should be oble to go obout their business
without unreasonable interference but within a fromework which
ensures that they are properly accountoble to the public,

At the core of the White Poper are proposols to give the

Commissioners new powers in dealing with mismonogement and

| e —

abuse. For example, there will be a new power for the
Commission - in the last resort - to tronsfer a charity’s

agssets to another charity.

To enoble the Commissioners to concentrate on their
neW priorities we are proposing that the Commission should be
relieved of some of its present stotutory duties.

We propose to relieve the Officicl Custodion of hig

responsibilities for odministering chority investments.
We are also proposing thot the Commission should largely

withdrow from their present responsibility for overseeing

many charity laond tronsoctions.

/0ther malor reforms ..




Other major reforms ore necessary to enoble the Commission to
monitor chorities odequotely. The Commission needs more
information, ond in porticuler financiol information. obout
charities. In future oll registered charities will have to

submit fuller occounts to the Commission each year. Accounts

will need to be oprofessionally audited or independently

examined.

The Commission’s register of charities hos been criticised as
out-of-date and of limited use. An occurate, up-to-dote and
occessible doto base is needed in which the public con have
confidence and which the Commission can use as its basic
supervisory tool. The White Paper provides for this.

The Charities Act 1985 has improved the effectiveness of
smoll charities. We believe that it would be right to build
on the experience which hos been gained by extending its
effectiveness.

We hove consulted widely on the reform of the law relating to
fundraising. We are proposing measures to clarify and
simplify the present low on public collections and to deal
with molproctice. We look to voluntary efforts to regulate
the newer means of choritoble oppeol, such as "telethons”.
But we propose to toke powers to regulate these forms of
appeal should this become necessary in future.

/Charities should ....




Charities should moke some contribution towards the Charity
Commission's costs - now over £7 million a vear. We propose
o registrotion fee of £25. ond groduated chorges for some
other services. Small chorities will continue to receive the
Commission’'s services free. We colculate that some 90% of
the Commission’s costs will continue to be borne by the

Exchequer.

The Commission has acted to implement Woodfield
recommendations which do not reaguire legislation. It haos
improved its monogement ond the efficiency of its procedures;
developed its copocity to monitor ond deol with obuse: and
1s preporing the ground for computerisation. These changes
will fit the Commission for the octive exercise of the new
powers we propose. The result will be o better service to
public ond charities alike.

The cost of the Commission is only o smoll part of the
Government's contribution to chaorities, and to the voluntary
sector more generally. The proposals which we are putting
forward will help to provide o fromework within which the
health ond integrity of charities caon be ossured. Our duties
in respect of graonts to individual orgonisations go bevond
this. Here, our immediote concern must be to ensure., on
behalf of toxpoyers, thaot we get vaolue for money and
effective services in return, It is for this reason thot I

have today announced. in response to a Parliomentary Question

/from (nome)




from [NAME] plons for o scrutiny of Government funding of
the voluntary sector.

We shall toke careful note of views expressed on the White
Poper., both inside ond outside the House. We hope then to

bring forward legislation.




ER - /Wj

DRAFT PARLIAMENTARY QUESTION ON THE SCRUTINY OF COVERNMENT
FUNDING OF THE VOLUNTARY SECTOR

TO BE TABLED ON MONDAY 13 MAY FOR ANSWER ON TUESDATY 16 MAY

[Mr James Pawsey (Rugby and Kenilworth}]: To ask the Secretary of State for the
Home Department what plans he has [or a review of Government funding of the
voluntary sector.

DRAFT REPLY

Government Tunding of the voluntary sector has risen steadily over the last decade and
now amounts to some £2 billion. It serves a wide variety of valuable purposes in areas
ranging from health care to employment and training and to the environment. The
Government acknowledges the voluntary sector’s important position as a third force
alongside the public and private sectors of the economy and the valuable contribution

which it makes.

The Government has concluded that it would be timely to examine its funding of the

voluntary sector with a view to ensuring that the purposes for which grants are made

gre properly defined and have a beneficial purpose; and that funds are being
e .

effectively and efficiently deployed in a way which Is of practical help and achieves

the benefits intended.




The Government has decided, therefore, to set in hand an Efficiency Scrutiny of

Government funding of the voluntary sector. Its terms of reference will be to

BXaInine;

the full range of programmes for Government funding of the voluntary sector;

the purposes for which financial provision is made under these programmes;

the different types of funding employed;

arrangements for the identification and selection of sultable voluntary

organisations for particular tasks, for the setting of objectives and the

monitoring and review of performance and results;

arrangements for the administration of the programmes;

and to make recommendations for achieving cost effective improvements where

AeCessary.

The matters to which the scrutiny will have regard include:

the need for improvements in the procedures for agreeing payment of grants

and in the conditions under which grants are awarded, to ensure that

Crovernment funds are applied properly and without waste;




the need for standard conditions in respect of political activicies, campaigning,

equal opportunities etc;

whether there is scope lor standard criteria to he followed in agreeing grant

applications and setting priorities;

ways of improving the setting of objectives both for particular projects and

for contlnuing funding;

the scope for improving the arrangements for evaluation and monitoring of the
work carrled out with Government funds by (a) periodic review and (b) regular

monitoring;

methods of devising measures of performance both for continuing and short-

term grants;

the levels at which financial authority is exercised under various programmes;

the information about the purposes of a particular programme made available

{prior to zpplication) to those seeking funding;

the benefits or otherwise of standard grant application procedures, taking
account of the different circumstances where there Is open application and

where a single organisation iz supported.




' L.%

Such a wide-ranging scrutiny is unprecedented. It has therefore been agreed that it
will be carried out by & team of officizls from a number of Government Departments
led by Mrs Juliet Reisz (Home Office) under the Ministerial supervision of & group of
Minlscers chaired by my hon Friend the Member for Oxford West and Abingdan

IMr Patten). | expect to recelve the scrutiny report in September.




-

E®

EFFICIENCY SCRUTINY OF GOVERNMENT FUNDING OF THE VOLURTARY
SECTOR: BULL POINTS

A, MATH POINTS

Amount of Government is a substantial supporter of

funding the voluntary sector. £290 million pounds
in grants from departments, which is an
increase in real terms of 92% since 1979,
Overall Government support of over E2

billion.

Wide range of Government funding
programmes: employment, housing, health,
the environment, overseas aid, sport, crime

prevention.

Tax relief Government also provides E600 million in

tax relief to registered charities.

This is not a cost-cutting exercise., It is
an exercise to ensure funds are used to the

best advantage.

Impact on Focus of scrutiny will be on arrangements

voluntary within Government departments, Will be

organisations concerned with how voluntary organisations
manage their own affairs only in so far as
this relates to their proper and efficient
use of public money.

HIVE INTS

Political Need to be sure that public funds are not
activity improperly used for political purposes.




Voluntary w.

stakutory

servicas

Efficiency

Active
citizenship

Charitias

Drawing Government's attention to problems
is legitimate. Campaigning with a party
political =slant is not.

Voluntary activity is wvaluable in its own
right and Government supports it for that
reason, not because it wanks it to replace

statutory services.
Promotion of efficiency in voluntary
organisations is an interest which

Government and the voluntary sector share.

Better use of Government funding by

voluntary organisations will help develop

active citizenship.

Our action to improve the monitoring and
supervision of the activities of charities
by the Charity Commissicn is a separate but
parallel exercise. White Paper published
today.







HOTES FOR SUPPLEMENTARITES

CHARITABLE STATUS

Should charitable status ba defined in statute?

It iz not difficult to point to the occasicnal eccentric result
from the law on charitable status. But it is, I think, irrefutable
that the common law as it has evolved over 400 years has a number
of distinct advantages. Its flexibility has served us well in the
past, and I see no reason why it should not continue to do so. But
I recognise that the arguments are not all one way, and we shall
listen carefully to any views which are expressed.

PRIVATE SCHOOLS

How can the Minister justify charitable status for schools like
Eton and Winchester?

I understand that it is now the policy of the party opposite to
withdraw charitable status from private schools. They may £ind
that more difficult than Ehey anticipate. The advancement of
education has been a charitahle object for hundreds of years, and
I cannot Ehink of an obijeck more clearly of public benefit.

But for fee paying schools?

Charitable status is a matter for the courts. They have clearly
held that fee paying schools are of public benefit, and therefore
charitable.

CULTS

Disappointed that White Paper contains no proposals for dealing
wikth cults, in particular the Moonies.

I understand the concern about the activities of some religious
movements - and would welcome wviews. This is not a subject that
can be approached lightly. The difficulties are very great. Our
own view - expressed in the White Paper - is that, while there may
ba problems in obtaining sufficient evidence, the law is in
principle already adequate to deal with the problems which they

present. We shall, however, be looking closely at the wording of

the present Act to see whether we can make it clearer that an
organisation’s activitiaes may disqualify it from charitable status.




But what about the Attorney General'’s case against the Moonies?

My rt hon and learned Friend the Attorney General withdrew his case
against the Unification Church because he was advised that on the
evidence available to him he was unlikely to win the case. What
was at stake in this context was the charitable status of two
trusts established by the Unification Chuxch. Rt hon and hon
Members should be under no illusions that if charitable status were
to be withdrawn from these two trusts the activities of the

Unification Church would ceasa.

Legislation needed on political activities?

I am aware of concern that a few charities are overstepping the
line betwaen acceptable comment and unacceptable political
campaigning, and we have considered this carefully in the context
of the White Paper. But most charities do not find it difficult
to draw the line between legitimate and illegitimate political
activity, and we ara tharafora not persuaded that anvy change in the

law is required.

I= there not A need for a suitor’'s fund (ie legal aid for
charities) to help speed up the development of the law?
There are very great difficulties in the way of a fund of this
kind. In principle, legal aid is granted to individuals rather
than to organisations. It is alsc ona purpose of the Charity
Commission to avoid the need for charities to go to court, It would
seem inconsistent, therefore, to provide public money for charities
wishing to embark on litigation.

.
Charitable status: individual cases
Obviously it is not for me to comment, today or any other day, on

individual cases, which are for the Commissioners and the courts.

Proposals of the Parliamentary Panel on Charity Law
We welcome the interest the Parliamentary Panel is taking in the

whole question of charity law reform. I / the Home Secretary
look(s) Eorward to meeting the Panel to discuss with them the

igsues set ocut in the White Paper.




Propogal to give the Home Secretary power to remove charitable
status from "anti-sccial" or “oppressive" religious organisations

As the Panel know I have strong reservations about this proposal.
I do not, for one thing, think it would be right to bring
gquestions of charitable stakus into the political arena.




.

CHARITIES GENERAL

TIMING OF LEGISLATIONT?
As I have said, we hope to put Forward legislation later in the
lifetime of this Parliament. I cannot add to that.

Is the problem not one of resources?

We accept in the White Paper that more resources may be needed in
the short-term if the Commission is to press ahead with the
introduction of essential new technology. But resources ara only
one element. As the White Paper makes clear, the Commission needs
new powers, and to be relieved of some of its present duties.

Will the Government provide the resources necessary to make this
programme effective?

Like any other Government department, the Commissicon will have to
justify its need for resources in the light of the demands placed
upon it. But we accepkt that reforms are needed. The White Paper

makes this guikte clear,

Government support for charities - a substitute for state welfare
provision?

Therea is no question of the Government ducking its responsibilities
for welfare. What we say in the White Paper is that, because of
their capacity to act swiftly and flexibly, charities, and other
voluntary organisations, are cften in a better position to spot and
fill gaps in provision and to provide the first means of dealing
with new problems. What we seek iz a partnership in which each

partner tontributes what it does best.

The Charity Commission should make better use of the powers which
it already has

We accept that the Commission will in future need to be more active
in monitoring charities and rooting out abuse. The new powers we
propose, together with the internal changes the Commission has in

hand, will enable them to provide a much better service.




What steps are being taken by the Commission in advance of
legislation?

The Charity Commission has moved swiftly to implement those of
Woodfield’s recommendations which do not regquire legislation. It
has improved its management and the efficiency of its procedures;
develogped its capacity to monitor for and deal with abuse and is
well advanced in preparing the ground for computerisation. This
is a heavy programme of work by any standards and I am encouraged

by the progress that has been made.




CHAPTER 3: THE REGISTER

How quickly will the Charity Commission’s register of charities be
computerised?

As spon as possible, consistent with getting it right. Consultants
have been brought in to study precisely what 1s reguired. They
will be reporting soon. Thersafter the Commission will move ahead

as quickly as possible.

Arg the zsanctions for failure to register adequate?

REegistration does not confer charitable stakus, but simply confirms
a fact of law. Sanctions must be consistent with thi=z position.
The Commission can already order registration, and we do not
believa thatk it would be right bEo penalise Ehe funds of charities

Eor thea failures of trustees.

System of exemptions and exceptions
The White Paper focuses on registered charities, which are our
immediate concern. We shall be locking at the supervisory

arrangements for other charities, but we are not disposed to alter

these unless it proves necessary. There would be little point in
the Commission supervising bodies for which satisfactory

arrangements already exist.




CHAPTER 4: CHARITY ACCOUNTS

Adequacy of sanctions for the non-submission of accounts

We believe that the system of marking the register which we proposa
will ba effective, bearing in mind the publicity which will
accompany it and the fact that in serious cases a mark on the
register will signal the possible use by the Commissioners of their

considerable powers of intervention.

Proposals on accounts: graduated accounting rTequirements;
accounting standards; audit arrangements

Our proposals take account of responses to the Charity Commission's
consultatien document. In our wview they strike a reasonable
balance between accountability and the need to keep costs down and
to avoid placing unreasonable burdens on trustees.

Local charities for the relief of poverty should still be regquired

to submit their accounts to the appropriate local authority

If accounks are to be made available to the public on request we
think it unnecessary that they should also ba sent as a matter of
routine to local suthorities. It will, of course, be open to local

authoritie= to ask for accounts where they are interested.




CHAPTER 5: POWERS TO DEAL WITH ABUSE

Some of the Commission’s new powers, especially that enabling it
to transfer a charity’s assets to another charity, are draconian
We recognise that the power to Eransfer a charity's assets to
another charity i= a drastic one, but we are convinced that there
will be cases where this is necessary. Such action will, of
course, be possible only after a full formal investigation and

where the Commissioners are satisfied that this is the best way of

protecting the charity’'s property.




CHAPTER 6: LOCAL REVIEWS, THE CHARITIES ACT 1985 AND SCHEME-MAEING

Is it not too soon to start tinkering with the 1985 Act?
The 1985 Act has proved of great benefit. Given the opportunity
of legislation what we propose is to build on the principles it

laid down, and to make its benefits more widely available.




CHAPTER 7: CONSENT TO LAND TRAMSACTIONS

The Commission’'s withdrawal from this area will place unreasonable
burdens on trustees, and increase the scope for abuse

Trustees are duty bound to act in their charity’s best interests.
It follows that they should already be taking the steps regquired
by the Commission. The new statutory reguirements we propose are
those already followed by charities dealing with land under
excepting orders made by the Commissicners. Experience has shown
that they work well. The Commissicon will remain responsible for

overseasing transactions where there is a significant danger of

abuse,




CHAPTER 8: DIVESTING THE OFFICIAL CUSTODIAN FOR CHARITIES

Divestmenk will add to the burdens on trustees

We recognise that divestment will involve more work for the
trustees of some charities. But these are duties which are
consonant with the full exercise by trustees of their
responsibilities for charity proparty.

Stock by stock divestement awkward, especially for larger charities
We recognise that this divestment method will not be ideal as far
as some of the larger charities are concerned. But, from soundings
taken by the Commission, it is elear that the difficulties are not
insuperable. The rescurce arguments are very powerful.

Sale of undated fixed interest securities an infringement of the
rights of trustees?

This type of security is fine if it is actively managed, but it is
not suitable for permanent capital funds. We recognise that

returning charity investments in cash will temporarily curtail the

freedom of some trustees. But again there are powerful resource
arguments. And we believe that it is consistent with the Charity
Commission’s fundamental purpose that this once and for all
opportunity should be taken to encourage small charities to

consider their investment policy more closely.

How long will ik kake to divest the OEficial Custodian?
We astimate that it will take 5§ years from legislation. There will

be significant =avings from year 3.

-




CHAPTER 9: CHARGING BY THE CHARITY COMMISSION

Unreasonable bto charge for Commissicn’s services?

Woodfield saw nothing against charging in principle, nor do we.

The charges we propose are extremely modest. Income from them can
be expected to cover no more than about 10% of the Commission‘s

Eotal costs.




CHAPTER 10: CHARITABLE APPEALS

The proposals don'k go far encugh

As I have said, our aim throughout has been to strike a balance
between freedom and contrel. It is= important not to discourage
honest fundraisers by imposing mountains of bureaucracy.

It seems sensible to model our proposals first of all on
legislation already operating inm Scotland. This has proved
successful and provides a clearer framework than we have in England
and Wales. As the White Paper explains there will need to be some
differences.

I am conscious of the concerns prompted by the activities of a few
fundraisers. The malpractice of a few can do untold damage to the
reputation and fundraising efforts of charities as a whole. I am
not at present convinced that immediate legislation is reguired to
ragulate the fnewar forms of fundraising. In some cases, such as
telethon campaigns, legislation would in any event be dlfficult to
frame and to enforce. The charitable sector is moving towards
better self regulation in this area, and I believe it right that
we should first of all encourage these effort=s. The White Paper

contains strong signals as to standards of behaviour and

accountability we should like to see upheld, and I propose to take
powers Eo introduce regulations in future should thiz become

necessarly .
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EFFICIENCY SCRUTINY OF GOVERMMENT FUNDING OF THE VOLUNTARY
SECTOR: BUOLL POINTS

A. MATH POINTS

Amount of Fovernment is a substantial supporter of

funding the voluntary sector. £290 million pounds
in grants from departments, which is an
increase in real terms of 92% since 1979.
Overall Government support of over £2
billion.

Wide range of Government funding
programmes: employment, housing, health,
the environment, overseas aid, sport, crime

prevention.

Tax reliasf Government also provides E600 million in
tax relief to registered charities.

This is not a cost-cutting exercise. It is
an exercise to ensure funds are used to Ehe

best advantage.

Impact on Focus of scrutiny will be on arrangements

voluntary within Government departments. Will be

organisations concerned with how voluntary organisations
manage their own affairs only in sc far as
this relates ko their proper and efficient
use of public money.

Political Need to be sure that public funds are not
activity improperly used for political purposes.




Drawing Governmnment's attention to problems

is legitimate. Campaigning with a party
political slant is not.

Voluntary v. Voluntary activity is valuable in its own

statutory right and Government supports it for that

services reason, not because it wants it to replace
statutory services.

Efficiesncy Promotion of efficiency in woluntary
organisations is an interest which
Govarnment and the voluntary sector shara.

Active Better use of Government funding by
citizenship voluntary organisations will help develop
aActive citizenship.

Charities Our action to improve the monitoring and
supervigion of the activities of charities
by the Charity Commission is a separate but
parallel exercise. White Paper published
today.
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SCRUTINIES: GENERAL

What 1s a scrutiny?
A scrutiny is a method of reviewing an area guickly and in depth

and taking a fresh look at issues.

Why are scrutinies carried out?
To help Departments secure greater wvalue for meoney from their

resources.

What are the aims of a scerutiny?
To look for speedy improvements in value for money and to sesk to
identify necessary wider reforms. The focus is on priorities for

improvemant .

Who carriez out a scrutiny?

An axamining officer who comes from within the Department but not
from the area to be reviewed. He or she is independent and reports
direct to the Minister and Permanent Secretary. The examining

officer may be supported by a small kEeam.

What role does the Efficiency Unit play?
The Efficiency Unit is involved throughout the process. The Unit
providas the examining officer with support and advice; comments

on the report and specification action plan and its implementation.

What is a scrutiny’s btimetable?

The scrutiny process has a tight schedule. Up to 90 working days
is normally allowed to carry out the investigation and produce a
report and a further 3 months for the action plan to be drawn up.
The report is expected to be converted into results within 2 years

of the start of the process.

What other scrutinies have there been?
There is a continuing programme of scrutinies in Government

Departments. Other recenkt topics in the Home Office have been: the
supervision of charities, review by Sir Philip Woodfield in 1987;

the Section 11 grants which examined the payment of grants to local




authorities under the Local Government Act 1966 and the management

and organisational structure of magistrates’ courts.

Iz the scrutiny merely a paper exercise?
No. First hand cbservation iz used in collecting evidence which

forms the basis for recommendations.

VOLUNTARY SECTOR

Why is this scrutiny being carried out?

We wish to ensure on behalf of tax payers that we get wvalue for
money and effective services in return for the grants we make to
voluntary organisations.

Is this scrutiny unusual?

Only in so far as its wide range across the interests of a number
of Government Departments is concerned. It is for this reason that
although Home Office led, the sxamining officer will be supported
by a team of afficials from a number of Government Departments and
8 group of Ministers will be supervising the scrutiny. The
scrutiny will take place using a standard procedure which has been
developed under the auspices of the Government Efficiency Unit.

Will the findings be published?
Scrutiny reports are published wherever possible. It is too early
ko gay in this case. The aim is to complete the scrutiny by

sepbtember. Ministers will then consider what acticon to take.

When will the investigation be complete?

The team aim to report to Ministers in September.

How will the wvoluntary sector be involved?

The scrutiny will be examining procedures of Government Departments
but will take account of the views of voluntary organisations as
customers. The scrutiny will be concerned with how woluntary
organisations manage their own affairs only to the extent thakt this

relates to their proper and efficient use of public money.




.

Will pecple be able to make representations?
Yes, on matters within the team’'s terms of reference by 30 June,

Is the Government proposing to cut the lavel of funding to the

voluntary sector?
Ha. The aim of the scrutiny is to ensure the Government cbtain

proper value for the money that it makes available rather than to

achieve changes in the overall lavel of such funding.

Is the Government proposing to replace statutory services with
voluntary serwvices?

No. Voluntary activity is supported by Government because it is
valuable in its own right. We will continue to provide funding

where and when it 1s right to do s0.

wWhat is the present level of Government funding of the wvoluntary
sector?

We have given a high priority to strengthening the wvoluntary
sector. In 1987/88 central Government grants of almost E293
million were made to voluntary bodias. Between 1979/80 and 1987/88
the level of Government grants to voluntary bodies has risen
almost 92% in real terms. Overall Government sSupport 1s over
billion., Government also provides E600 million in tax relief

registered charities.

The level of Government support of the wvoluntary sector
announced each vyear by the Primea Minister in answer Gto
Parliamentary Question (attached).

.
What kind of Government funding programmes are there?
A wida range, eg: employment, housing, health, environment,

overseas aid, sport, crime prevention etc.

Will the scrutiny address the gquestion of Government funded
organisations that criticise the Government?
Among the matters to which the scrutiny is reguired to have regard

ars the ways in which departments ensure that funds are applied




properly and without waste; and the need for standard conditiens
in respect of political activities and campaigning.

Why is the Government concerned abouk political activities of
voluntary bodies?

We need to ensure that public funds are not improperly used for
political activities. Drawing attention to problems is legitimate;
campaigning with a party political slant is not.

Why should the drive for efficiency be focused on the voluntary
sector?

Promotion of efficiency in voluntary organisations is an interest
which Government and the voluntary sector share.

What is the link between this scrutiny and the charities White
Paper?

Our action to improve the monitoring and supervigion of the
activities of charities by the Charity Commission is a separate but
parallel exercisa.

Why is the Government continuing to give funds to [specified
organisation] which has criticised Govermnment policy?

[As I have said] it is legitimate for an organisation receiving
Government funding to draw attention to the effect on those it 1s
geeking to help of changes in policy. It is not legitimate for it
to indulge in party political campaigning. The decision whether
a particular organisation or project should continue to be funded
will depend on the nature of any public stance that organisation
has taken and must reflect the circumstances of the individual

Case.

Will the scrutiny address the question of [specified

organisation/project/programme ] whose funding has been
cut /withdrawn?

The scrutiny will take a sample of funding programmes as a basis
for its examination. It will be for the scrutiny team to decide
which programmes to seleckt.




Why is [specified organisation/project] not being funded?

The criteria which determine whether a particular organisation cr
project is funded vary from case to case and a number of different
factors will be involwved. It ix not for me to comment on

particular decisions which other Government Departments may reach
on their own programmes. [IF HOME OFFICE FUWDING]: I will write

to the hon. Member about [organisation/project].




tharities and lotteries

Public lotteries promoted under the Lotteries and Amisaments Act 1976 can be a
useful source of income for charities registered as societies under the ACT.
The Act limits the proceeds and prizes in lotteriss to medest levels for a
mmber of reasons. The monetary limits aim to prevent the undue stimulation of
what is, after all, a gambling activity. But they also allow societles,
including charities, with cnly a small organisation to corpete with larger
cnes. I understand that lotteriss under the current law can raise sums which,
whilet small compared to the proceeds of other garbling, cam be vital Eo tha

charities and other societies concermexd.

Increases in monetary limits

I propose to increase same of the monetary limits, to encourage a worilmhile if
modest revival in lotteries' actiwvity. A range of interests, including the
Institute of Charity Pund Raising Managers, hawve welcomed my proposal to

increase the limits on the maximm prize which may be offersd by up to 150%.

"Multiple" lotteries/Naticnal Hospital Trust lottery

At the turn of the year I made requlations under the 1976 Act to probibit
'milriple” lotteries. The requlations are now in force. I understand that
ecme charities hoped to promcte such lotterdes, where a person who had entersd
several lotteries at the same Cime would be certain to win a prize in them all

if he won in one.




Religfsg

All charities whether registered or not are entitled to reliefs
from Income Tax, Corporation Tax and Capital Gains Tax. They
are exempt from Inheritance Tax. They also have (very) limited
reliaf from VAT. he Inland Revenue allows relief on income
expended for charitable purposes. Tax relief may thus be

withdrawn on any income which the REevenue considers has been

spent for non-gharitable purposes, or on funds which are hoarded

and not spent.

Individuals and companies can cbtain tax relief on covenants and
single donations and on deductions through the payroll giving

scheme.

Charities are entitled to 50% rate relief and can obtain up to

100% if the local authority agrees.

Withdrawing tax relief for failure to register, or failing to
conform with the requirements of registration

Itk is sometimes suggested that charities should lose their tax
exempt status for failing to register or, For example, failing
to return their accounts to the Charity Commission. There are

three basic problems with this suggestion:

it would be inequitable because only about three-fifths of

charities need to register with the Commission;

it would penalise the funds of charities for the defaults of

Frustees; and

it would be immensely bureaucratic to administer.

Amount of tax relief
Tax reliefs to charitie=s are estimated now at over E500 million

a year. This does not include rate relief.




Arrangements for co operation between the Inland Revenue and the
Charily Commission
'he 1986 Finance Act introduced new arrangements allowing the

Inland Revenue to pass to the Commission information it came

improperly. These arrangements have worked well over 100

Ccases are now in hand, some of them involving substantial

amounts of MONEY ,




REGLSTRATION OF CHARITIES

Under the 1960 Act all charities are obliged to register upnless

they are “axcepted’ or "sxempt".

CHARITABLE STATUS I3 A FACT OF LAW AND IS NOT CONFERRED BY
REGISTRATION. REGISTRATION DOES, HOWEVER, SERVE AS A CONCLUSIVE
FRESUMFTION OF CHARITABLE STATUS UNLESS AND UKTIL IT IS
SUCCESSFULLY CHALLENGED IN COURT.

"Excepted" charities

These charitles are under the purview of the Charity Commission
but are relieved of some of the Commission’s normal reguirements
- for example, from the need ko register, from the need to
return accounts, or £from the need to abtain the Commission's

consent to dispose of land,
Broadly charities are "excepted'" because:
Ehey are btoo small to bother with; or

they are deemed to be adequately covered by other supervisory
arrangements for example registered places of worship are
on a4 separate register and some organisations, eg. the Boy
Scouts have a firm federal structure making unnecessary the

registration of every Croop.
"Exempt" charities
These charities are exempt altogether from the jurisdiction of

the Commissioners. Exemptions are listed in Schedule 2 of the

1960 Ack and include:
virtually all universities and university colleges;
Eton and Winchester colleges;

Ehe Church Commissioners and institutions administered by

Ehem;

some major mussums {including the British Museum); and




charitable societies registered under the Friendly Societies

Aot 1974 and other Acts.,

Mpst "exempt" charities are large institutions which were
already exempt from the Commissioner’s jurisdiction before 1960
because other statutory arrangements for supervision were in

place.

The wWwhite Paper
The White Paper makes no proposals to alter the present system

of exceptions and exemptions. It does, however, seéek views on

whether, for example, all charities should make coples of thelir

accounts available ko the public on reguest. It also commits
the Government to locking at the present arrangements before
legiglation to make sure that the rationale for them remains
accaeptable,and that they continue to provide the proper degree

of supervision and accountability.




SCOTLAND AND HORTHERN [RELAND

Scobland

To date Scotland has had no means of supervising charities
except directly by the courts.

this situation carried the danger that undesirable bodies would
concentrate their efforts in Scotland to avoid supervision by
the Charity Commission. The Report recommended that the
Secretary of State for Scotland should be advised on the future

arrangements there.

Following extensive consultation the Secretary of State for
Scotland has accepted that arrangements for supervising
charities in Scotland need to be introduced. A separate

announcement will be made soon.

Line to take

An announcement will be made scon about the arrangements for
Scaotland., They are a matter for rt hon and learned Friend the
Secretary of State for Scotland in the light of the
consultations he has carried out. It would not be right for me

Lo comment at this stage.

Horthern Ireland

The arrangements in Horthern Ireland are more extensive than
those in Scotland but fall shorl of those in England and Wales.
For example, there is no statutory register of Charities in
NMorthern Ireland nor any eguivalent of the Commission. The
administration of charity law is the responsibility of a
Rorthern Ireland Gavernment department - the Department of
Finance and Personnel. This Department carries out many of  Ehe

functions of the Charity Commission.

Charity law would fall to a Morther Ireland legislature should

devolved Government rebturn to the Province. The Government will
in the meantime congsidser the extent bto which tEhe White Papers’

proposals should be extended to Northern Ireland.




HEW POWERS OF INVESTIGATION AND REMEDY FOR THE CHARITY
COMMISSION

The Commission has powers under section 6 of the 1960 Act Ebo
investigate charities and where a number of criteria are
gsatisfied can subsequently take remedial action under secktion 20
of the Act. Broadly, section 20 allows the Commission to freeze
or otherwise protect charity assets and suspend or remove
charity trustees or employees.

The proposals in the White Paper would enable the Commission for

the first time to take temporary action in circumstances where

has not yet been formally or Ffully investigated. This will

enable them to act more swiftly to protect property.

The Commission will also be empowered for the first time to go
direct to court to recover charity property or enforce
obligations owed to charities. (AL present the Attorney General

has this function. )

The White Paper also proposes the following new powers for the

Commissioners:

a power ko appoink a receiver and manager;

a power to make a legal scheme altering a charity's Ctrusts

without an application from the frustees;

power to appoint trustees over and above those required in

the trust deed;

a power to wind up a charity and transfer its property Lo

another chariky;

an extension of the Commissioner's powers to cbtain

information for use in their investigations.




[

indesirable Erusts

The White Paper proposes to exclude from

convicted of fraud or other

offence to act as a trustee

trusteeship persons

o

dishonesty. It would be a criminal

whilst knowingly disqualified.




CHARITY COMMISSION EXPECTED TO USE THEIR POWERS

We recognise that in future the Commission will need to be more
active in monitoring charities and rooting out abuse. The
difficulty in the past has been that they have had to spread
their efforts too thinly. Our aim is to return some
responsibilities, notably those for dealing in land and
administering investments, to those to whom they more properly
belong - that is the trustees. This will enable the Commission
to concentrate on those functions which only it can carry ouk.
We are confident that with the new powers we propose, and the
great efforts the Commission is making to get itself in better

ghape, we shall =zee a better service to charities in future.




CHARGI NG
The White Paper puts forward proposals [or charges which take
aocount of the grealb range in the size of charities and their

ability to pay.

There will be a flat-rate registration fee of E25 and graduated
charges for filing annual accounts and for schemes and orders.
Work on land transactions for the Commission’'s consent will
still be required and will be charged at the normal professional
rates with a cut-off point for small transactions. The public
and others will be asked tc pay a small fee for se=arching the
Register, and the Commission will be able to charge for its
leaflets.

MOET OF THESE CHARGES WILL BE EXTREMELY MODEST - EG. THE LARGEST
CHARITIES WILL BE ASKED TO PAY ONLY E10 FOR FILING THEIR
ACCOUNTS - AND SMALL CHARITIES (THOSE WITH AN INCOME OF UNDER
E5,000 PER ANNUM) WILL CONTINUE TO RECEIVE THE COMMISSION'S
SERVICES FREE, THE INCOME FROM THE CHARGES PROPOSED WILL RAISE
AN ESTIMATED £0.75 MILLION, OR ABOUT 10% OF THE COMMISSION'S
FRESENT ANMUAL COST.




MEASURES TO HRESTRICT UNSCRUPULDUS FUHDEALSEES
The White Paper makes three prooosals designed to curb the

activities of unscrupulous professiconal fundraisers. These are:

a4 regquirement that all those who receive funds raised for or
on behalf of a charity should remit the full amount to Ehe
charity without deducting fees or expenses (para 10.18);

a requirement that members of the public buying goods or
services on the wunderstanding that the proceeds will go to
charity should be clearly informed of what proportion of
their donation will reach the charity (paras 10.19-10.20);
and

a4 provision enabling a charity to take legal actiom to
prevent the unauthorised use of its name as an inducement ES
donors (para 10.27). (The Charity Commission will also be
a2ble to decline bto register a charity under a name which 1t

considers too similar to that of another charity. )

Frecisely how these proposals will operate remains to be worked

Ut .




WILL THERE BE A DEBATE DH THE WHITE PAPER?Z

There is clearly much in the White Paper on which rt hon and hon
Members in Ehis House and those outside will wish to comment.
Theres are, in addition, cerktain issues raised in the White Paper
on which we have specifically invited comments. The arrangement
of debates iz a matter for my ct hon Friend the leader of the
House but I suggest that the gquestion of a debal2 on the White
paper might best be left until after it has been Eully
considered. We have not set a formal timetable for receiving
comments but we think it would be helpful to allow peocple a
reasonable time during the summer to consider the issues raised

in this substankial document.
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WHITE PAPER ON CHARITIES: DRAFT TEXT

Thank you for the copy of your letter of 3 May to Jochn Wakeham.
John Major has asked me to reply.

I am content with the draft of the Charities White Paper. I think
we can now expect a lively debate on the issues raised 1n it. I
would be grateful if your ocfficials could keep in touch with mine
on the line to taka when the White Paper is published about the
rasource implications of its proposals. Those implicaticons will,
of course, need to be discussed 1in the 1989 Survay. For the
present I would not expect any public commitmant to be made going
beyond what is already included in our public expenditure plans
published earliar this year.

I am copying this letter to the Prime Minister, Geoffrey Howe,
David Young, John MacGregor and colleagues cn H Committee.

Vit

s

FPETER BROCKE







CONFIDENTTAL

FC5/89/083

White Paper on Charities: Draft Text

i B9 Thank you for cepyving to me your letter of 3 May to
John Wakeham and the enclosed draft.

R As you know, the Indian Government have fregquently

drawn to our attention their concern at alleged abusesz of
charitable status by S5ikh temples in the UE. ©Our readiness
to take action clearly remains for the Indians a touchstone
of our commitment against Sikh terrorism. The proposed
additional powers of the Charity Commission should go some
way to weet Indian preoccupations and help to convince

them that we are taking their concerns seriously.

C i I understand that my officials are in touch with ¥Yours
about the need to give our High Commission in New Delhi
material to brief the Indians as soon as the White Paper

iz published.

4. I am copying this minute to recipients of your letter.

(GEOFFREY HOWE)

Foerelgn and Commonwealth Office

CONFIDENTIAL
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DRAFT WHITE PAPER ON CHARITIES

Thank you for your letter of 3 May seeking my agreement to the
draft text of the White Paper.

You asked me to look particularly at the part of Chapter 35
dealing with the proposal for a new form of incorporation for
a charitable company. I do not have any objections to the
tosxt of the draft White Paper at paragraphs 53.21 and 5.2Z,
but it clearly will be important that officials from my
Department are Fully involved in the Eurther consideration
which is proposed beferes any specific conclusions are reached.
The same goes for the preparation of the powers (paragraph
5.18) that will be neesded to requlate the appeintment of a
receiver and manager by the Charity Commissioners.

1 am sending a copy of this letter as you did to the Prime

Minister, John Wakeham, Geoffrey Howe, John MacGregeor and to
colleagues on H Committee.

Pl
the

falideiive
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WHITE PAPER ON CHARITIES: DRAFT TEXT Hflf

Thank: you wvery much for copying to me your letter of v to
John Wakeham together with the text of your proposed White” Paper on
Charities.

Az vour letter makes clear much of the Whita Paper is concerned with a
shift in emphasis in the work of the Charities Commission and about ways
of improving their effectiveness, The Commisgion's remit does not of
eourse extend to Scotland and I have no comments on these aspecils.

I am however committed to improving the supervision of charities in
Scotland and expect to be largely following the line in Chapter 4 on
Charity Accounts. Although 1 will not be adopting the detail of your
propoesals for dealing with abuse and for allowing small charities to
reorganise, the thrust of my approach is likely to be similar.

I wus inierested to note that in relation to the future regulation of
charity appeals you envisaged something along the lines of a provision in
the Civic Government (Scotland) Act 1982. 1 can confirm that from my
experience this legislation has worked well and has given rise to very few
difficulties.

As noted in Chapter 11 which summarises the current Scottish position, |
hope to announce shortly the main features of the improvements | wish to
introduce. 1 shall of course circulate my main proposals for comment by
colleagrues prior o making an announcement.

Finally T confirm that I am content for wvou to publish the White Paper on
18 May.

I am copying this letter to the Prime Minister, Geoffrey Howe,
David Young, dJohn MacGregor, John Wakeham and to colleagues on
" Committes. 7
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I have received a copy of your letter of 3rd May to John Wakeham
covering a draft of the White Paper on charities.

While I realise that my Department does not have a central role
to play in formulating policy on charities, you will appreciate that
there are a large number of Services and Services associated
charities all of which could be affected by any changee in the
supervisory legislation. I am therefore pleased that although my
officials were not consulted during the drafting, my Department has
now had the opportunity to look at the draft before publication,
although in the very short time available it has not been possible to
consider the impact of the proposals on Service charitiesz in any
detail. However, as Service charitieg are currently exempt from
registration under the terms of Statutory Order 1056 of 1965 I have
particularly noted the proposal to carefully examine the rationale
for existing exemptions and to consider whether the arrangements for
the supervision and public accountability of exempt charities remain
adequate and appropriate.

I believe that the constitutions and arcangements, especially
the stringent supervisory arrangements and audit procedures, already

The Rt Hon Douglas Hurd CBE MP




applied to Service charities are already sufficient to provide all

the necessary safeguards against abuse. I would therefore expect
that the existing exemption should remain in force, and I would
ask that my officials be fully consulted when the examination of
existing exemptions is undertaken.

I am copying my letter to the Prime Minister, Geoffrey Howe,
David Young, John MacGregor, and to the members of E Committee.

George Younger
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WHITE PAPER ON CHARITIES: DRAPT TEXT

The Prime Ministar has sesn the Home Secretary's lecter
af 3 May to the Lord President and enclosed draft Whikts Paoer.
She is content with the Home Becretary's plan to publish the
White Paper on 18 May. But she would be grateful if the
fnllowing changes could be made to tha first chaoter:

- apd of varagraph 1.3, second sentence; delets "and is the
mark of a caring society".

amend the st Sentence in paragraph 1.3 to read,
"engaging in voluntacy actilvity 18 a most Important way
for people to make a positive conkEributian

amerd tha £irst and second sa2ntence of paragraph 1.4 to

read . "the voluantary sector playvs a crucial role -in

angaging and directing the efforts of individuals who
wigsh Eo help those 1n nead both at home and overseas.

Individuals and groups can ack more flexibly..."

I am copying this latter to the Private Secretaries to
membars of "H' Committee, Stephen Wall (Foreaign and
Commonwaalth DfEficel,; ¥ail Thornton (Departmant of Trade and
Industry), Shirlay Stagg (Ministry of Agriculture, Fisheries
and Food) and Trevor Wooclley (Cabinet Dffica).

N

1y 1 S e

DA

PAUL GRAY

Miss Catherine Bannizter,
Home Qffice.




FREIME MINISTER

WHITE FPAPER ON CHARITIES

¥You recently agreed to the line Douglas Hurd proposes to take

—

in chapter 2 of hizs forkthecoming White Paper on Charities
(concerning charitable status). You also asked him to hold up

the announcemant of the pruﬂgspd qrrutlny of Bovernment

Funding to the »aluﬁtary sectar sc that thie could be

o= nrdlnahed with the publl“ﬂ*Lan cf the Wﬂlte Paper.

P —— —— -

Douglas Hurd has now circulated a draft text of the full White
Paper (Flag A). Carolyn Sinclair (Flag B) suggests it is not
warth your while ploughing 'hruugh this. But she draws

iffpnfiun Pn a nui&er of UﬂLntE, aﬂd recommends some detailed

draft. Ln chang=s 1ina thP First rhanTer.

e o e ——

Content to agree publication of the White Papsr as propased on

18 May, subject to the detaliled dr aEtlnq pnlntﬂ Carolyn

suggests?

L . o T Cons i o

E‘»Extﬂ. Cosolyrh (Wt

P. GRAY
5 MAY 1989 Y i
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.I’RIHE MINISTER 4 May 1938%

WHITE FAPER OH CHARITIES

¥ou have already seen the chapter discussing charitable
status (Chapter 2). Douglas Hurd has now circulated the
rest of the White Paper setting out proposals to reform

the supervision of charities.

== -

¥ou agked that the two Parliamaentary Quastions on
(1) the level of Government grante to voluntary bodies;
and

tha proposed scrutiny of Government funding of the

voluntary sector

should not be answered until the Charities White Paper had

T

been published. Douglas Hurd is seeking agreement to publish

iE_qH_}E May.

—

There is no need to object to publicatien. But the drafting

of Chapter 1 = which sets out the Government's view of the
voluntary sector - could be improved in a few places.

BACKGROUND

At the Government's instigation, Sir Philip Woodfield carried
out & scrutiny of the Charity Commission's functions. His
reportwas welcomed as & balanced and persuasive analvsis

of the weaknesses in the current regime. In January 1988

Deuglas Hurd announced the Government's acceptance of Woodfield,
r'__ )

and expressed the hope that legislation to implement the

report's recommendations would be put forward in the lifetime

——

of this Parliament.




.l‘h::— White Paper translates the Weodfield recommendaticns

into proposals for legislaticn. The ensuing Bill will be

the most lﬁ&urtant piece of charity legislation since 1960.

T — ——

Most of the White Paper consists of important, but techniecal,

————

datails: It iz not worth ploughing through, but vou will

—

want to be aware of some points:

It 18 proposed to computerise the Charity Commission's
—_—
register of charities. This is long overdues, and will
help the Commiesion to operate more efficiently and

with fewer delays.

Computerisation will enable the Commission ko enforce

the regquirement on charities to file annual accounts

iprofesgionally andited in the caszes of the larger
oneas ) .

Charges will be introduced for the first time for
gervices carried out by the Charity Commission {(such

as registration) The poorest charities will not be
charged. Charges are expected to raise £0.75 million

a4 year. The Charity Commission costs £7 million a

= Y

Vvear to run.
The Charity Commission will in future have direct access

to the Courts instead of having to ask the Attorney
General to act on their behalf.

Chapter 1

This chapter, together with Chapter 2 which you have already

approved, will be of most interest to the general reader.

The content of Chapter 1 is fine. But in places it lapses

inteo Jargon and loses dignity.




Coclorosd Aleded
i?z-f G f?jr

"compassionate” would be better than “caring® 1In the second
sentence. m"!‘}m&—v? '|;;..;.--..|',.|...a.:..-|: P o T A r-{:'s-'“ o
— i L A
'H T T RN { .;1 Py .:'.g...».--.-'~-|.-L..-_.t.||:l _]I-'?-.l.nf '

The last sentence of this paragraph implies that many people

.'P-EL‘E agraph 1.3

either do not have jobs, or get little satisfaction out
of them. This is probably unintentional, The zentence

would read better thus:

"Engaging in veoluntary activity is an important way
for people toc make a positive contribution to the community,

and hawve an influence on it." ﬂ i

Paragraph 1.4

First sentence — replace

"active and concerned citizens in tackling the needs

e

of disadvantaged people" by | L~

= —

"individuals who wish to help those in nead®. ﬁr«uﬁf

Second sentence — delete "concerned™. M
E-{f

Conclusion

Agree to publication subject to the drafting change
to Chapter 1 proposed above,

CAROLYN SINCLATR




1.3 The Government is committed to encouraging a healthy and

growing veoluntary sector. The impulse to help others in need or

distress, or to join with them for some common purpose, is deeply
a [ l'"l"-'-&ﬂJ.F:muJ-T—

._..l—-
rocted in human naturei:Pd is the mark of EEEifEEF society. | dolis~

Joining in woluntary activity helps to create a sense of
belonging and of community, at home, in the workplace or at
recreation. Fﬁr?fnﬁrjmm¢ﬂe, énqaging in voluntary activity is

o
L ¥ g i
the most important way inwhieh they make a positive contribution

to the cummunityjand have an influence on it.

1.4 The voluntary secter plays a crucial rele in engaging and
1'-\.|_||,_-,..|'|.||*|.L|.--"I':Il I-"-!"\-'i‘ 'i"'\-"r’:'L -IL' |-.|.'.1,D T]"'-I:J'I""- = m-iJ'w-

directing the efforts of active—and concernedortizens—in—

b :

tacklimg the needs of disadvantaged—pecple both at home and

oversecas. Gencerned {ndividuals and groups can act more flexibly

than central bureaucracies and can spot and fill gaps in

provision more quickly. The gervice thay offer can, in the

nature of things, be better tailored to individual needs arid be

more perscnal. Cften the piecneering efforts of the voluntary

sector, working hand in hand with the mainstream services,

provide the first means for dealing with problems which arise

suddenly or rapidly escalate. AIDS is a good example of a new
problem where the expertise and dedication of the wvoluntary
cecter has been of crucial haelp to the Government in catering for
the needs of pecple with AIDS or HIV related illness and in

developing scund policies for the future.
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WHITE PAPER ON CHARITIES: DRAFT TEXT

As you Know, Wwe hope to introduce legislation to reform the
supervision of charities before the end of this Parliament. We
have promised a White Paper setting out the Government's
Proposals. I ATTALHES B9 e

I attach a drﬁft of the White Paper on which I would be
grateful for your views and those of colleagues. The text has
been the subject of detailed discussions between officials.

cur commitment to legislate, and the White Paper, follow the
Woodfield Report, 'Efficiency Scrutiny of the Supervision of
Charities', which was published in Summer 1987. The Report
:ﬂncluQad that the fundamentals of the present system for
supervising charities remained sound but that a number of reforms
were neaded to take account of important developments in the
charity world since the present Act was passed in 1960.

Taken as a whole, the Report's proposals were designed to:

= Aimprove the guantity and gquality of information available
to the Charity Commission;

Ioster amﬂgﬂ_ggg;itx_t:uﬁtggg_a greater awareness of
their duties and responsibilities; and above all, to

shift the Charity Commission's focus towards dealing
actively with abuse and mismanagemént.

FELEEE

To achieve this new focus the Report recommended that on
cne hand the Commission be given a number of new powers, and
the other that it should be relieved of some of its present
statutory duties.

/The Woodfield Report

The Et Hon John Wakeham, MP
Lord President




The Woodfield Report was widely welcomed as a balanced and
persuasive analysis of what is wrong and what needs to be done.
Since its publication the Public Accounts Committee have broadly
cﬁnfirmed its findings and added their weight to the pressure for
change.

The bulk of the White Paper is concerned with trapslatiqg the
recommendations of the Woodfield Report into proposals for
legislaticn. BUE W& Have aleo taken the opportunity to discuss
and seek views on certain fundamental issues arising from the

present commen law on charitable status. These issues are set
out in Chapter 2.

This Chapter may well prove controversial especially where it
concerns cults. For this reason, as you know, I have already
circulated it to the Frime Minister and other colleagues with the
greatest interest in the subject matter or in the handling of
Parliamentary discussion.

The draft falls into two distinct parts. Part 1 contains a
statement of Government policy towards the voluntary sector
(Chapter 1); and the Chapter (2) on charitable status. This is
the material on which I would expect general readers to be most
interested. Part II (Chapters 3-11) contains detalled proposals
for legislation. OFf necessity some of this material is
technical, but we have tried to cater for general readers by
introducing each Chapter with a simple ocutline of what follows.

In view of the broad consensus achieved by the Woodfield
Report I would not expect any of the propesals in the White Paper
to be controversial in a party political sense, though some
issues may provoke a good deal of discussion, particularly, in
the House of Lords. There may well, for example, be some
resistance to the proposals for reducing Charity Commission
involvement in certain charity land transactions (Chapter 7); for
withdrawing the Official Custodian's investment services (Chapter
8)+ and for introducing modest charges for some of the
Commission's services (Chapter 9). I regard all these proposals
as essential if we are to get the balance right.

At a number of points the White Paper signals further work to
be done. The most difficult area still to be reviewed is the—
whtle gquestion of whether the present system of exenptions and
exceptions  from charity Commission jurisdiction (summarised in
Chapter 3, paragraphs 3.13 and 3.14) should continue. I think it
most unlikely that we shall want significantly to disturb the
present position, theough some changes around the margins may be
desirable. John MacGregor may, for example, wish to consider the
arrangement whereby MAFF are responsible for the trusts of Eton

and Winchester Colleges.

/The White Paper




The White Paper alszo gives an undertaking (Chapter 5,
paragraph 21ff) to look further at the interface between charity
and company law with a view to ensuring that the Commission's
supervisory purchase on charitable companies is adeguate. I
would be grateful if David Young could leck at the text here. I
propose that officials sheould look to see if there are any
changes which might be made in charities legislation to the legal
position of charitable companies.

Further work alsoc remains to be done to refine the proposals
in Chapter 10 for the future regulation of charitable appeals.
What we are proposing, on the basis of extensive consultations
with outside interests, is a major consolidation and revision of
the present legislation aleong the lines of section 119 of the
Civic Government Scotland Act (1982). As the White Paper
explains, further consultation is needed before we can go firm on
all aspects of the legislation. But the outlines are clear. I
am not proposing, at this stage, to introduce controls on newer
forms of fundraising not at present covered by specific
legislation.

Colleagues will have noted that the Prime Minister wishes the
announcement of the scrutiny of Government funding of the
voluntary sector to coincide with the publication of the White
Paper. 1 am keen to press ahead with the scrutiny as scon as
possible not least to avoid damaging speculation in the veoluntary
sector. I would therefore like, if at all possible, to publieh
the White Paper on 1B Mav. This i=s the date on which the Charity
Commission's Annual Report for 19288, is also due to be published.

1 would ke grateful if colleagues could help in meeting this
deadline by letting me know by Monday B May if they are content
with the draft.

I am copying both letter and text te the Prime Minister,
Geoffrey Howe, David Young, John MacGregor, and to coclleagues on
H Committee.

&
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WHITE PAPER ON CHARITIES; CHAPTER ON CHARITABLE STATUS

Thank you for your letter of 17 April.

I have today circulated a full text of the White Paper,
including the 'Green' chapter (now Chapter 2), under cover of
a separate letter to members of 'H' Committee, including Jchn
Major. I thought, however, that I should write to you
individually explaining why I have not taken on board your paoint
about the position in the text of the section on political
activities by charities.

I fully take your point that the approach we adopt will put
the burden of supervising and investigating pelitical activity
firmly on the Commission, and in the light of your comments we
have included a specific reference to Chapter 5 at the end of
Chapter 2. However, I think we are bound to discuss in the White
Paper the basic law on political activities and not just the
Commission's application of it. To my mind this discussion
belongs more naturally in Chapter 2. I hope that you will agree
with this conclusion once you have seen the full text.

I am copying this letter to the Prime Ministaer, James Mackay,
John Wakeham, John Belstead, Patrick Mayhew, Bertie Denham and
David Waddington.

Sy e F

jju\:]\"h

Tha Rt Hon Peter Brooke, MP
Paymaster General
HM Treasury
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LONDON SWIA IAA :
From the Private Secretary 24 April 1988

Des. Chone

CHARITIES AND GRANTS TO VOLUNTARY BODIES

The Prime Minister has now had the opportunity to study
the material circulated with the Home Secretary's letter of
10 april to the Attorney-General on the White Paper on
Charities, together with your letter of 18 April to Dominic
Morris concerning grants to voluntary organisations.

The Prime Minister is content with the terms of the
proposed "green® chapter in the White Papar. As regards
grants to voluntary bodies she thinks that the two proposed
Parliamentary Questicons should be delayed so that they can
be answered at the same time as publication of the White
Faper; this will enable the announcement of the scrutiny of
Government fonding of the voluntary sector to be viewed
within the context of the White Paper. On the tfterms of the
proposed answer announcing the scrutiny, the Prime Minister
thinks that the existing second paragraph could be
mis—gconstrued; she wishes this to be redrafted as follows:

"The Government has concluded that it would be timely
to examine lts funding of the voluntary sector with a
view to ensuring that the purpose for which grants are
mades are properly defined and have a beneficial
purpose; and that funds are being effectively and
efficiently deployed in a way which gives praLtiEa‘
help to—those who afe the object of the beneficial

purposa”

1 am copying this letter to Stephen Wall (Foreign and
Commonwealth Dffice), Paul Btockton (Lord Chancellor's
Department), Stephen Williams (Welsh Office), Brian Hawtin
(Minfistry of Defence), Clive Norris (Department of
* Employment), 5tephen Leach (Northern Ireland Office), Roger

P&. Bright (Department of the Environment), Neil Thornton
~(Department of Trade and Industry), Tom Jeffery (Department
tﬂiL af BEducation and Science), Shirley Stagg (Ministry of
Rgriuclture, Fisheries and Food), David Crawley (Scottish
Qffice), Roy Griffins (Department of Transport), Andy McEeon
{Department of Health), Gill Littlehales (Department of
Social Security), Steven Catling (Lord President's Office),
Nick Gibbons (Lord Privy Seal's office), Btephen Haddrill
(Department of Energy), Michael Saunders (Attorney General's
Office), Douglas Slater (Government Whips Office, House of

CONFIDENTIAL
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Lords), Murdo Maclean (Chief Whip's Office}, Malcolm Buckler
(Paymaster General's Office) and Myles Wicksteaa (Owverseas

Development Administration).

Mo

(o

{PAUL GRAY)

Miss Catherine Bannister,
Homs= Office.
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PETME MINISTER

CHARITIES AND GRANTS TO VOLUNTARY BODIES

When you saw the attached papers esarlier in the wesk you asked

—

ma to re-submit them for the weakend box.

——y

¥You will see that the Home Office had been sesking agreement

to table two Parliamentary Questions earlier Lhis week on

grants to wvoluntary bodies. 1 stopped them doing this pending

your consideration of the papers.

Content for me now to minute out in the terms recommended by
the Policy Unit, as summarised in my earlier note balaw?

@ / a_ﬂ;-\u W
s B i (e Aot
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(PAUL GRAY)
21 April 1989
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10 DOWNING STREET
LONDON SWLA ZAM

From the Private Secreldr) 19 April 1983

Thank you for your letter of 18 April
to pominic Morris about the two proposed Written
answers on grants to voluntary organizations
and the scrutiny of covernment funding of
the wvoluntary SectlX.

The Prime Minister had your letter, together
with the Home Secretary's letter of 10 April
about the White Faper on sharities, in her
box last night, but has asked to see the papkBISs
again over the weekend. Against that background
it will not be possible for either of the
proposed Parliamentary Questions to be tabled
this week; I hope to let you know early next
week how the Prime Minister would wish matters
to proceed.

{PAUL GRAY)

Mizzs Catherine Bannister,
Home Office.




From: THE PROvATE SECRETARY

Houe Ovrcr
OUEEN ANNES GATE
LONDON SWIH VAT

18 April 1949
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As you know each year the Home Office Voluntary Services
Unit collects details of the annual expenditure of Government
Departments on grants to voluntary organisations. This
information, shBwing separately EEE contribution of individual
Departmants, has usually been made publie through an arranged
Parliamentary Question to the Prime Minister. I enclose a copy
of" last year's reply.

This year a mora detailed information gathering exercise
has been carried out as a preliminary to a possible Efficiency
Serutiny of Government funding of the voluntary sector.

Ministerial colleagues in charge of departments responsible
for such funding have now endorsed the agreement reached by the
Ministerial Group on the Voluntary Sector which Mr John Fatten
chairs (and which Professor Griffiths attends) that an Efficiency
Sgrutiny of Government funding of the voluntary sector should
iﬁ3EEH1%E“EEf“ﬂET“TﬁE‘HEﬁE“EEEEctary plans to announce the start
of the sérutiny on 20 April. I enclose a copy of the proposed

arranged Question and Answer and of the specification for the
scrutiny.

The Home Secretary hopes that the Prime Minister will be
willing to answer an Arranged Question on the amount of
Government funding in the usual terms. A draft, following the
model of previous years, is attached. The figures reveal a
continuing high wvolume of Govermnment support to the voluntary
sector, although in real terms there has been a decrease overall
of D.6% from 1986-87. As agreed, the Home Cffice will provide
the Prime Minister's office with a detailed 1 of voluntary
organisations receiving Government fundiﬁﬁﬂTﬁi%EET?EﬁT_ This will

he sent as =oon a8 1t has bheen collated.

The Home Secretary thinks that it would be sensible for the
two Questions te be answered on the same day if possible. If the
Prime Minister is content to proceed in this way I should be
grateful if you would let me know by tomorrow morning so that we
can co-ordinate the tabling of the Questions tomorrow.

/I am copying

Dominic Morris, Esg
Private Secretary




I am copying this to Private Secretaries to the Chancellor
of the Exchequer, Secretaries of State of Departments responsible
for funding wveoluntary corganisations, Sir Robin Butler and to
Professor Griffiths and Sir Angus Fraser.

; f
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MISS C J BANNISTER
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DRAFT PARLIAMENTARY QUESTION ON THE SCRUTINY OF GOVERNMENT
FUNDING OF THE VOLUNTARY SECTOR

TO BE TABLED ON w.¥) 4  APRIL] FOR ANSWER ON Tnuwfs 2 APRIL]

[Mr James Pawsey (FRugby and Kenilworth}]: To ask the Secretary of State for the
Home Department what plans he has for a review of Government funding of the
1.'uI1_|nLi;1r_'.r sector,

DRAFT REPLY

Government funding of the voluntary sector has risen steadily over the last decade and
now amounts to some £2 billlon. It serves a wide variety of valuable purpozes in areas
ranging lrom health care to employment and training and to the eavironment. The
Government acknowledges the voluntary sector’s important position as a third [orce
alongside the public and private sectors of the economy and the valuable contribution

which it makes,

The Government has concluded that it would timely to examine its funding of the

voluntary sector with a view to ensuring that the purposes for which grants are made

[ SRR P o P | [ B
are praperly defined and cofsonant with wider Government objectives; and that funds
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are belng effectively and efficiently deployed. v & S as  Hhak " i frsetioy
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The Government has decided, therefore, to set in hand an Efficiency Scrutiny of

Government funding of the voluntary sector. Its terms of reference will he to

examine:

the full range of programmes for Government funding of the voluntary sector;

the purposes for which lnancial provision is made under these programmes;

the different types of funding employed;

arrangements for the identification and selection of suitable veluntary

organisations for particular tasks, for the setting of objectives and the

monitoring and review of performance and results;

arrangements for the adminlstration of the programines;

and to make recommendations for achieving cost effective improvements where

NEeCESSATY.

The matters to which the scrutiny will have regard include:

the need for improvements in the procedures for agreeing payment of grants

and in the conditions under which grants are awarded, to ensure that

Government funds are applied properly and without waste;




the need for standard conditions in respect of political activities, campaigning,

equal opportunities etc;

whether there is scope for standard criteria to be followed in agreeing grant

applications and setting priorities;

ways of improving the setting of objectives both for particular projects and

for continuing funding;

the scope for improving the arrangements for evaluation and monitoring of the

work carried out with Government funds by (a) periodic review and (b) regular

monitoring;

methods of devising measures of performance both for continuing and short-

term grants;

the levels at which financial authority iz exercised under various programimes;

the information about the purposes of a particular programme made available

{prior to application) to those seeking funding;

the benefits or otherwise of standard grant application procedures, taking
account of the different circumstances where there is open application amd

where a single organisation is supported.




Such a wide-ranging scrutiny is unprecedented . Lr has therefore been agreed that it

will be carrled out by a team of officials from a number of Government Departments
led by Mrs Juliet Reisz (Home OfTice) under the Minlsterial supervision of a group of
Ministers chaired by my hon Friend the Member for Oxford West and Abingdon

(Mr Patten). | expect to receive the scrutiny report in September,




DRAFT QUESTION

To ask the Prime Minister if she will list the total amounkts paid

in grants by Government Departments to woluntary bodies during the

financial year 1987/88; and if she will make a statement.

The Ligures are shown in the table. The total amount provided in
1987/88 represents a cash increase of 4.6 per cent

on the level of provision in
1986/87. In the period between 1979-80 and 1987-88 the level of
Govarnment support to voluntary bodies has risen by 237 per cent

(or in real terms 91.56 par cant).




Grants by Government Departments in 1987/88

Agriculture, Fisheries and Food
Defence
Education and Science 'V
Employmank
Energy
Environment - direct grants

- urban programme
Foreign and Commonwealth Office
Overseas Development Administration
Health and Social Security
Home Qffice
Lord Chancellor's Department
Horthern Ireland Department
Scottish Dffice - direct grants

- urban programme

Trade and Industry
Transporkt
Welsh Office - direct grants

- urban programme

£

187 ,Ta5

5, 297,319
7,207,000
40,289,647
1,067,187
6,160,502
66,644,000
1,202,750
42,475,5M
36,571,661
21,945,889
712,000
14,263,793
9,790,137
20,400,000
9,069,000
671,000
5,530,466

3,430,000

292,915,687

(1) The 1979/8B0 figure for DES included £3,736,000 paid to certain
adult education bodies. These have been axcluded in later years
as not being strictly speaking, grants to voluntary organisations.
In addition the sum listed for DES grants is lower than in previous
years because 1) responsibility for grants to wvillage halls and
community centres has now been transferred to local government; and
ii) a number of other bodies included hitherto are no longer
clasgified as voluntary bodies.




Employmenk

In addition, payments were made directly to voluntary bodies under

various employment programmes.

Training Agency (formerly

Manpower Services Commission):
- Community Programme 564,400,000
- Voluntary Projects Programme 8,700,000

- ¥Youth Training Scheme 118,305,000

691,405, 000

The MSC and the Department of Employment made payments to voluntary

bodies under other programmes but these cannot be given in detail

except at disproporticnate cost.




Horthern Ireland, Department of Economic Development
£

Action for Community Employment 27,674,880
Community Workshops 16,180, 266
Community Volunteering Scheme 645,000
Youth Community Project 757,000
Youth Help 750,295

e

46,007,447

Departments also made grants and payments to housing asscciations

and societies, these are as follows.

Department of Environment 923,040,000
Horthern Ireland Office

{Department of the Environment) 43,000,000
Scottish Office 115,315,000

Welsh Office 26,600,000

1,137,959, 000




Grants made to wvoluntary bodies in 1987/88 by non-departmental
public bodies include the following.

E
Equal Opportunities Commigsion 69,044
Commission for Racial Egquality 1,884,358
Countryside Commission 2,900,000
Countryside Commission for Scotland a02,310

Health Education Council 729,000

Highlands and Islands Development Board 797,920

Nature Conservancy Council 2,140,507
Sports Council 16,203, 000
Sports Council for Worthern Ireland 431,232
Sports Council for Scotland 2: 3719 ,2B5

Sports Council for Wales 1,486,347

29,462,997

Grand total 2,197,750,125







PRIME MINISTER 18 April 1989

WHITE PAFER ON_CHARITIES

The Government will shortly be responding to the report
of the Woodfield Committee which scrutinised the Charity
Commission. The White Paper and subsequent legialation

will be a major event in the charity world.

Much of the White Paper will be taken up with important

e E——

but detailed matters concerning the finanecial regulation
of charities, and the role and power of the Charity Commission,
It is essential that the Commiseion are given up-to-date
powers and means to supervise charities effectively. The
public need to have confidence that their money is being

used for the ends for which it was given.

But the first part of the White Paper, which Douglas Hurd
has just circulated, deals with a different set of issues:

—
— ——

the legal definition of charitles;

—

(2} ocults;

{3 political activities by charities,

—

He describes these as the “"green chapter".

Efficiency scrutiny of voluntary sector

Douglas Hurd has circulated separately a draft Question
and Answer anncuncing an efficiency scrutiny of Government
funding of the wvoluntary sector. He proposes that this

should be answered this week, at the same time as you answer

the annual guestion on the level of Departmental grants

T e —

to voluntary bodies,




There ig a atrong argument for holding up both Questions

until the Charities White Paper is published in May. This

18 explained below,

The legal definition of charities

This 1= based on an Elizabethan statute; made more practical
by a classification pronounced by Lord Macnaughten inm 1891.
Pegple have regularly questioned a legal definition which
includes the public schools, and religicus groups such as
the Moonies. It is worry about the latter - financed with
the help of tax reliefs available to all charitiss - which

has led most recently to pressure to change the law.

Douglas Hurd argues that any new definition would be bound

to leave some perfectly respectable charities on the wrong

side of the definition. He has reached this conclusion

after detailed discussions with voluntary bodies and selicitors
working in the field: Lawyers feel that any new statutory
definition which involved discarding existing case law would
make matters worse, But if the existing case law continued

to be relevant,; there would seem little point in changing

the statutory definition.

The White Paper concludes that there would be few advantages
in attempting & new definition of charitable status, and
many disadvantages in trying to do so. But it says that

the Government's mind is not entirely closed, and invites

comments.
Cults

Because the pressure for change in the law mostly comes

from those who are concerned about the activities of some
- F-____‘

very doubtful religious groups, paragraphs 18 - 36 of the

CONI
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. White Paper considers whether the law might at least he

amended Lo exclude from charitable status religious organisations
whose activities are deemed undegirable. It concludes that

this would be very difficult. It would either involve removing

i il 1 )
charitable status for trusts set up to advance religion;
or reguiring wvarious religious bodies to demonstrate that
the advancement of their religion was a positive public

good. Both courses would be fraught with difficulty.

The White Paper argues that the way to tackle groups -such
as the Moonies is through greater use of the Charity Commizsion's
powers to investigate conduct which is in breach of trust,

or marginal to an organisation's objects.

Action of this kind was started against the Moonies. It
fell becanse of lack of evidence. Hence the White Paper's

emphasis (in paragraph 34) on Ehe need for determined pursuit

of evidence,

Political activities by charities

Eere the White Paper reiterates the guidance issued by the
Charity Commission, which in turn reflects the present law.
It says that this provides an adeguate framework for the

foture. In the words of the White Paper

'"The desision on what is permissable in the way of
political activities is best left to the good judgement

of the trustees of individual ChﬂrlLlﬁS who know that,

in cases where the restrlctinus appear to ba breached,
the Charity Commissioners will take vigorous action
with the support of the Attorney General.'

Comment

The: arguments in the section of the White Paper which Douglas
Hurd has zent you are broadly right. An-attempt to redefine
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what is, and what is not, a charity woold be enormously

contentious. It is not clear that we would end up with
da more satisfactory definition at the end of the day.

The reaffirmation of the present legal position on the politieal
activities of charities will be an important background

to the proposed scrutiny of Government funding of the woluntary

sactor.

Scrutiny

This arose out of the concern you expressed last year at

the haphazard arrangements whereby individual Government
Departments make grants to a wide range of voluntary bodies.
The terms of reference of the scrutiny say that the Government
will examine its funding of the woluntary sector.

"with a view to ensuring that the purposes for which

grants are made are properly defined and consonant
—
I é;with vwider Government objectives; and that funds are

———.
being effectively and efficiently deployed”

There is a subtle point here which could easily be misrepresented.

e ————

The Government 18 gsaying that 1t reserves the right to
remove its money where this is being used in waye which
are contrary to the Covernment's wider ocbhjectives.
—
- But as the White Paper makes clear, the Government is
not proposing to take a tougher line on the charitable
status of voluntary bodies which express unsvmgathctiu

pelitical views.

—

The scrutiny is timely, and well—justified. But it will
be misrepresented by some as an attack on charities who

criticise the Government. ‘?H ok Jq:

— e




It would be helpful to be able to refer to the White Paper's
clear line on peolitical activities in order to scotch such
mischief-makirng. This points to answering the two Questions
immediataly after the publication of the White Paper in

May.

Feter Broocke has written suggesting that the section on
political activities should be takeén out of the chapter
"What 15 a charity™ and put in the gsectipn on "Powers to

deal with abusa". This loocks anwise.

The scrutiny will give the clearest possible signal to charities

in receipt of Government funds. This iz likely to prove

more telling than the threat of investigation of political

e —

activities by the Charity Commission. It has the added

T

advantage of aveoiding putting the Government in the position

of appearing pa;Eisan in its interpretation of charity law.
e

(Peter Brooke's approach gets close to this). All the Government

would be saving was that it did not choose to fund activities

which were contrary to its objectives.
e ————

Conclusion

Agree that the "green" chapter of the White Paper on
charities can be publisgshed as drafted.

But ask that the draft Questiens and Answers on the
serutiny, and en the total amounts paid by Government
to voluntary bodies, be held up until the White Paper

has been published.

This will allow any misconceptions about the purpose
of the scrutiny to be met by reference to the White
Paper's clear restatement of the present law on the
political activities of charities.
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CHARITIES AND GRANTSE TO VOLUNTARY BODIES

Papers are now avallable an twoa inter-related isaues:

At Flag A: Douglas Hurd has circulated a draft of a chapter of

hizs forthcoming White Paper on charities. This addresses the

issues of the legal definition of charities, cults and

political activities by charities. He seeks agreement to a

Eiigﬁziy "green' chapter which concludes against any
fundamental change in the law 1in these areas.

At Flag B:r is a further letter from Douglas Hurd's office

geeking agreement to simaltanecus Written Answers:

giving the usual details of annual sxpenditure by

Government departments on grants to voluntary

i

crganisations;

announcing the sstablishment of an efficiency

scrotiny of Govarmment funding of the wvoluntary

sector {this is8 in response ko your earlier concerns
——

about the hap-hazard arrangements for grankts to

voluntary bodies).

i —

The timetable Douglas Hurd envisages for these exercises is to
publish his charities White Paper in May, but to give the

—

Parliamentary Answers on grants to voluntary bodies and the

scrutiny on 20 April. The Policy Unit are concerned about

this lack of co-ordipation. Carolyn Sinclalir's note at Flag C

—

alvisas:

that the terms of the PQ Answer announcing the

- i .-.--_' i
gorutiny could be misconstrued 1f thesa cannot be sat

in the context of the charities White Paper;
e
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it would therefore be bettar to defer the two P

Answars until the White Papar is published;

but that the proposed terms of the 'green' chapter of
r— ey

the charities White Paper are acceptable;

the material on political activities should be
retained in the 'green' chapter of the White Paper
rather than being moved to a "white' chapter as the

Paymaster General has advocated (Flag D).

Content for me to minute out in the terms recommended by the

Policy Un

Q{L (.

PAUL GRAY

18 April

: B o

1989
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White Faper oo Charities i Chepter on Charitable Statue

,_,EJ"'L';' L-t,,'r:hv"- 'H::"f
You copied to me your letter of 10th April hddressed to Sir Patriek

Mayhew enclosing this deaf't chaptor. T Bm pleased to have had bhe epporbuniby

o' looking at thia. I have no commenta te make. [ leck lForward te seeing the

remalnder of the White Paper in due course.

I am copying this letter to those wh

iE e

The Right Honourahle
louglas Hurd CBE MNP

Home Office

Queen Anne 'sa Gate

London SWLH SAT
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The Rt Hon Douglas Hurd CEE MP 1fl(ﬁf
Secretary of State for the Home Department
Home Officew
Queen Anne's Gate
London
SW1H 9AT
17 April 19BS

|
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WHITE PAPER ON CHARITIES:

CHAPTER ON CHARITABLE STATUS
.. ||rl
ll.

-

Thank you for your 1eiter of 10 April. I warmly support the

terms of the "Green" chapter you propose to include in the
White Paper. 1 agree that a case has not been made out for
any fundamental change 1in the law, and that we should not
distract attention from the recommendations of the Woodfield

efficiency scrutiny.

The guestion of the control of religious charitable
organisations is, 1 expect, bound to be of considerable
public interest but I am sure that it is right to canvass
the optien of inereasing the Charity Commissiocners powers to
the limited extent outlined and not te seek any greater
measures of regulation.

My only comment on the text of the "Green" chapter is to
suggest that the citation from Cross J. at paragraph 20
might usefully be followed by a reference to the more recent
case in the High Court of Australia, Church of the New Faith
v Commigsioner of Pay-roll Tax (Victoria) (1983) 83 A.T.C.
4652 (the Australian Bcientology case), which would




certainly be a pergpuasive authority in England. In that

case Mason A.C.J. and Brennan J. said,

"There can be no acceptable discrimination between
institutions whieh take their character from religions
which the majority of the community recognises as
religious and institutions which take their character
from religions which lack that general recognition®.

I attach a suggested revision of paragraph 20 to take
account of this case.

I am copying this letter to the Prime Minister, to Nigel
Lawson, James Mackay, John Wakeham, John Eelstead, Bertie

ﬂéﬁham. and to David Waddington.

]i”&kb_ [—
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Appendix

para. 20 - first six lines unchanged.

Insert ‘*More recently, in the Australian Scientology Casaj,
Mason A.C.J. and Brennan J. of the High Court of Australia
said that;:

"There can be no acceptable discriminmation between
institutions which take their character from religlions
which the majority of the community recognises as
religious and institutions which take their character
from religions which lack that general recognition”.

These dicta are impertant....... ' (rest unchanged).

3. Church of the New Faith v Commissioner of Pay=-roll Tax
(Victoria) (1983) B3 A.J.C. 4652.
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The Rt Hon Douglas Hurd CBE MP
Secretary of State
Home QOffica
50 Queen Anne's Gate
LONDON SW1H 9AT 17 April 1989

Dtmn Domplas,

Thank you for letting me see your proposed draft “green" chapter
on the statutory definition of charity, cults, and political
activities by charities.

1 agree that it would be useful to open up the discussion of these
wider issues at this stage. This should mean that we will have a
clearer run in the passage of legislation later in this Parliament
on the new supervisory powers for the Charity Commission.

I am doubtful however about the inclusion of the issue of
political activities by charities in this otherwise "green"
chapter. I believe that this might give the impressicn of
hesitancy 1in tackling this problem, although I recognise that this
is far from your intention.

In my view it would be more effective if the discussion of
political activities were included in the "white" chapter on
"Powers to deal with Abuse". %You may also like to strengthen your
proposed approach by making it clearer that, with its new powers,
tha Commission will take a proactive role in monitoring possible
political abuse and will give this form of abuse a higher priority
in its investigative activities.

I am copying this lettar to the Prime Minister, James Mackay, John
Wakeham, John Belstead, Patrick Mayhew, Bertie Denham and Dawvid

Waddington.
2:;* e,
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WHITE PAPER ON CHARITIES: CHAPTER ON CHARITABLE STATUS

As you know, we have been preparing a White Paper on
charities in anticipation of legislation before the end of the
life of this Parliament.

The bulk of the White Faper will be devoted to proposals for
implementing the recommendations of Sir Philip Woodfleld's

Efficiency Scrutiny of the Supervision of Charities. But we
clearly need to look alsc at Certain more fundamental issues.

Three of these stand out:

= the statutory definition of charity:

= ealtgs

= political activitig; by charitias.

I propose that the White Paper should include a 'green'
chapter discussing these issues, and would be grateful for your
views, and those of colleagueées, on the attached draft. I shall
eirculate the entire text of the White Paper in due course, but I
thought it would be BEET to seek preliminary reactions on what is
likely to be, politically, the most sensitive material.

Charitable status is a highly technical matter, and the draft
is the product of extensive consultation and lengthy and detailed
‘ discussions between our officials EH§#§§DEI§' The consensus

which has emerged, and by Which I am pefsuaded, is against any
fundamental change in the law. I alsoc have in mind that radical
proposals in this area might well distract attention from what I
regard as the more pressing need to reform the Charity Commission
and give it sharper teeth. The arguments are not, however, all

Jone way,

The Rt Hon Sir Patrick Mavhew , QC, MP
Attorney General

CONFIDINTIAL
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one way, and we need to take account of the strong feelings which
have bean expressed, particularly about cults. In recognition of
this the chapter exposes the difficulties and indicates the
Government's view but deoes not commit us irrevecably to any
particular position. Our aim has been to make the implications
of change clear to lay readers who are interested in the issueas
but who may have a limited understanding of the law,

I am copying this letter and the enclosure to the Prime
Minister, and to Nigel Lawson, James Mackay, Jchn Wakeham, Jchn
Belstead, Bertie Denham and David Waddington.

I should be grateful for an early reply.

\¥
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'GREEN' CHAPTER ON CHARITABLE STATUS

The Efficiency Scrutiny which preceded this White Paper examined the
whole range of statutory requirements in England and Wales which govern

the setting up, registration and supervision of charities. Sir Philip

— e =

Woodfield was asked to conduct his review on the assumption that there
was to be no change In the lew relating to the definition of charitable

Temm

status, or in the fiscal reliefs available to charities.

————,
2. This White Paper does not deal at all with the guestion of fiscal
relief for charities. That is not its purpose. The great majority of its
proposals relate to the implementation of those of Woodfield's

recommendations which require legislation. The Government have,

however, thought it right to consider whether the law on charitable status

)

should be clarified and simplified, and in particular whether the time has

now come to put it on a statutory basis.

3. In considering the question of charltable status the Government have
taken note of the deliberations of the Nathan and i.‘._‘.:;Lin-m__n Committees,
both of which went into the subject in some depth. They have also taken
into account the views expressed more recently at seminars which have
been held by the Home Secretary and the Charity Commission. These

—— —— e -

seminars were designed to test opinion in the legal and charitable worlds

and were attended, amongst others, by Chancery judges.

—




4. The view of the legal experts and of others who were present on these
occasions was not, 85 might be expected, unanimous on all points, but was
quite clearly a'_g_a_iE_ any suhstantl:ve E.]:!'E-'.EE in the present law. The
Government incline to agree with this view, which sccords with the
majority of opinions put to them by voluntary and other interested bodies.

Mevertheless, the Government's mind is not entirely closed. They would

welecome the views of others on the issues which follow.

R The starting point for the modern law of England and Wales is found

in the preamble to the Statute of Elizabeth I (the Charitable Uses Act,

1601). Guidance on what was to be considered charicable was found there

in a list of objects which included:

'relief of aged impotent and poor people the maintenance
of sick and maimed soldiers and mariners, schools of learning,
free schools and scholars in universities, ..... the repair of

bridges, ports, hevens, causeways, churches' and others.

6. For all practical purposes the courts have, for many years, accepted

the classification which was made by Lord Macnaghten in 18__5‘3__1 in what

has now become well known as the *Pemsel’ case.! This classification

(which does not constitute a definition) reads as follows:

1

Income Tax Special Purpeses Commissioners v Pemsel [1891] A C 531




"Charity in its legal sense comprises four principal divisions -

trusts for the relief of poverty, trusts for the advancement of
education, trusts for the advancement of religion, and trusts

for other purposes beneficial to the community, not falling

under any of the previous heads."

Lord Macnaghten's classification has largely superseded the 1601
preamble, though, in doubtful cases which arise under the head of
"purposes beneficial to the community”, the courts still refer to the

preamble for guldance.

Development of the law

The loose framework, which was set by the 1601 preamble and
clarified by Lord Macnaghten, has enabled the courts over the years o
develop the law in a way which has been sensitive to changing needs
whilst maintaining the fundamental principles on which the concept of
charity rests. It has been argued that on the whaole, given the increasing
complexity of society, this development has been remarkably coherent and
consistent. The scope of education, for example, has been gradually
extended to cover not just free schooling but a whole range of objects of
a broadly educational nature, such as research and information services,

which are considered to be of public benefit.




The scope of charity, as it applies to organisations concerned with

the advancement of religion, has been similarly widened in response to

increasing religious toleration and to cultural diversity. Under the fourth
head, in particular, the courts have admitted, under the umbrella of
charity, a remarkahle range of bodies which have been established by
benefactors who have discerned new public needs and who have responded

to them.

8. I the main lines of the law’s development are clear, it is fair to say
thet its results in detail are not always tidy and can sometimes be

confusing, even to experts. It is perhaps not surprising that, as the

threads reaching back to 1601 get longer and as the analogies which the
courts employ become more extended, so the rationale for decisions on
charitable status should not always be immediately apparent. This has
undoubtedly led to a degree of uncertainty about the interpretation of the
law which can inhibit innovative bodles from seeking charitable status.
Some critics, however, go further. The law, they say, is now so complex
and tangled that it is bound to lead to some decisions which can only be
described as illogical or capricious.
—

10. Against this background, it has been proposed from time to time,
that a definition of charity should be formulated and given statutery

effect. This might be achieved in one of the following ways:

by listing the purposes which are deemed to be charitable;




by enacting a definition of charity based on Lord

Macnaghten's classification; or

by defining "charitable purposes" as "purposes beneficial to

the community."

11. The Government consider that an attempt to define charity by any

e

of these means would be fraught with difficulty, and might put at risk the

flexibility of the present law which is both its greatest strength and its

most valuable feature. In particular, they consider that there would be
great dangers In attempting to specify in statute those objects which are

to be regarded as charitable,

12. Even If it was possible to draw up & list which could command a
reasonable measure of agreement it might well lead to the exclusion of

trusts which have long been treated as charitable, depriving them of any

means of enforcement. A list might be inflexible and quickly outdated by

changing public opinion. Listing the details in statute would not evade for
long the problems which are inherent in any system of case law. Disputes
would undoubtedly quickly erise on which the courts would be asked to
adjudicate. There i no reason to believe that a new bud;. of case law

would be any less complex than the old.




13. In the Government’s view, it would be scarcely less difficult to try
to enact the whole of Lord Macneghten's classification. Az a
classification, the formulation has proved of enduring use. As a

definition, its advantages are much less compelling.

14. Unless it were proposed to preserve the present case law, the
incorporation of Lord Macnaghten's classification into statute would
throw the law Into confusion and uncertainty by depriving the courts of
recourse to previous decisions when they were asked to interpret the new

statutory provisions. On the other hand, if some form of words were to

be found which would successfully preserve the present valuable case law,
i el <

it is hard to see what the new definition would achieve,

15. Defining "charitable purposes" as “purposes beneficial to the
community”" would have the merit of simplicity but this would also be
open to major objections. Such a deflinition would allow the courts to
admit to charitable status virtually any organisation which was not
obviously for private benefic or profic. A definition on these simple lines,
which was intended to supersede existing case law, would greatly expand
the ambit of charity in ways which might be lar from desirable. It would
be notably subjective and would be likely to give rise to a great deal of

litigation.

16. An sttempt might be made to make clearer exactly what is maant

by "public benefit’ by reference to existing case law and by incorporating




the other heads of charity into the general formula. The more that detail
becomes added in this way, however, the fewer appear the advantages of

a new definition. Instead of being simplified the law would be ossified,

17. There would appear, therefore, to be few advantages In attempting

a wholesale redeflinition of charitable status - and many real dangers in

—

doing so. Nevertheless, it might be desirable to make one or two minor
adjustments to the present law. The Government have considered whether
useful changes could be made In two areas - the sdvancement of religion

and p-ulltir:al___ag:_::c_ia_ri_ti_g;_._.

Religion

18. Although, for historical reasons, it received only indirect mention
in the preamble to the 1601 statute, the advancement of religion has
alweys been a charitable object. Indeed, the very concept of charity is

essentially religious in origin.

19. With the growth in religious toleration, and with the development of
a multl-cultural soclety In the United Kingdom, the courts have

progressively admitted to charitable status a variety of Christien and

—

DtEr_eﬂ:i_g!ﬂE- faiths, Gifes to dissenting Protestant churches and for the

advancement of the Jewish and Roman Catholic faiths have been upheld

by the courts as being of charitable purpose. The Commissioners have




also registered trusts for the advancement of the Hindu, Sikh, Islamic and

Buddhist religions.

e S —

20. The present position iz that any religious body is entitled to
charitable status =0 long as its tenets are not morally subversive and so

long as its purposes are directed to the benefit of the public. The modern

attitude of the courts is summed up in the often quoted remark of
Mr Justice Cross: "As between religions the law stands neutral, but it

assumes that any religion is at least likely to be better than none."

This dictumn i& important in drawing attention to the understandable
reluctance of the courts to judge the relative worth of different religions

or the truth of competing religious doctrines, all of which may have a

place in a tolerant and culturally diverse society.

2l. The importance of religion as a fundamental spring of charity can
scarcely be overestimated. It is part of the make up of Man to want to

give. It is part of the ethics of most religions to encourage that.

22.  Trusts for the advancement of religion have contributed much to the
spiritual welfare of generstions of individusls and to the sound
development of our society. Mevertheless, the question has been raised
from time to time as to whether trusts which are set up to further certain
religious groupe should be entitled to charitable status. Anxieties have

been expressed, in particular, about 8 number of organisations whose

?  Neville Estates Ltd v Madden [1962] Ch B32, at B53




influence over their followers, especially the young, is seen as destructive

of family life and, in some cases, as tantamount to brainwashing.

23. The Government have considerable sympathies for these anxieties.
They have considered whether it might be possible to amend the law in
such a8 way as to exclude those religious organisations whose activities
gre deemed undesirable. Their conclusion is that there are great
difficulties in the way of doing so, but they would welcome views as to
how this might be achieved, and in particular on the suggestions which

follow,

24. It has been suggested that the problem would be solved if charitable

stacus were removed from all trusts which are established to advance

religion - of whatever type and without exception. This proposal has, at

— o

least, the merit of simplicity. It would also aveid the need to make
invidious comparisons between different religions. While the advancement
of religion might cesse to be & charitable object, religious organisations
would still remain free to propagate their doctrines and, if they so wished,
to promote and to administer trusts for such purposes as the relief of

poverty which would remain charitable as before.

25. The Government finds the whole concept of removing charitable

status from religious trusts unattractive and believes that it would be

— =

resisted vigorously, not just by the religious bodies who would be affected,

but also by the great majority of the public. The removel of religion as




8 head of charity would leave many existing trusts, some of which are of
considerable antiquity, in an impossible legal limbo. The legal difficulties
of resolving the subsequent uncertainties would be immense and might
well prove insuperable. It is true that these difficulties could largely he
avoided if trusts which were already in existence were preserved, and loss

of charitable status was confined to organisations which were established

after legislation. Drawing a line under religion in this way would, though,

be difficult te justify: there would be little justification for denying

charitable status to new trusts for religlous purposes of an existing

denomination. Such a policy would, in any event, do nothing to deal with

the problems presented by organisations which already exist and which

have acquired charitable status.

26. Alternative suggestions for tightening the law concentrate on the
criterion of "public benefit’. A trust for the advancement of religion is
presumed to be for the public benefit unless that presumption is rebutted

by evidence to the contrary. This presumption reflects the reluctance of

the courts to enter Into questions of the comparative worth of different
religions. Although the courts will not prefer one religion to another,
they will decide in the light of evidence which Is placed before them
whether or not there is a benefit to the community from the religious

activity in question.

27, For some critics the neutrality of the law is objectionable, and

suggestions have been made from time to time that the presumption of




public benefit should be removed and that it should be replaced with a
positive test of worth. The Goodman Committee, for example, suggested
that those who seek charitable status for the promotion of religious
movements should be required to iaﬂ_sf;:_ﬂm Charity Commissioners or

the court that their advancement was for the benefit of the community

"according to certain basic concepts which should be established", In

summing up, the Committee proposed that religions which were
"considered detrimental to the community's moral welfare” should be

EICJ-IJdE_-d from charitable status. However, the Committee offered ng

e |

guidance en the content of the "basic concepts” which it had in mind. The

———— o
—

S—-

Government would not regard it as satisfa::tﬁr}-, nor do they consider that
it would be likely to be acceptable vo Parliament, that these concepts
should be undefined and that they should be left to the interpretation of

the Charity Commissioners or to the courts.

e eEE———

28. The difficulties of principle which the Goodman Committee

encountered, in considering what criteria might be applied to religions, are

formidable. S0 also are the practical difficulties which vary with the

nature of the particular movement in question. If its aims are clearly not
for the public benefit, that is in itself sufficient reason for refusing to
register as a charity eny trust which is established in order to sdvance

them.

29. In some cases the undesirability of & doctrine may be clear enough.

Sometimes, however, the objectionable feature may be only one element




CONFIDENTIAL

in a8 complex body of doctrine. The question would then arise whether
that one element alone should be enough to justify refusal to register,
bearing in mind that, in religious matters, it is often a single doctrinal

element which is the cause of controversy.

30. Furthermore, with religious movements of the kind about which
public anxiety has been expressed, it is not usually a guestion of whether
their gbiects are contrary to the public interest. The question is whether,

if the actual conduct of the movement causes harm, a trust which s sst

PER L s,

up to advance its beliefs should be deprived of charitable status on the

i — —.

grounds that they are not of public benefit.

3l. The Charity Commissioners already have powers of inquiry available
to them under section 6 of the 1960 Act, Where it appears that the
charity’s conduct is not in sccord with its objects, and there has,

therefore, been a8 hreach_l:_:_f_ trust, the Commissioners can refer the matter

to the Attorney General or use their powers under section 20. Chaprer [ |

of this White Paper outlines the Government'’s proposals for strengthening

these powers.

32. Where conduct is in breach of trust, or is marginal to the pursuit of
an organisation's objects, action can generally be taken to restrain the
trustees or their ggents. Actlon of this kind does not affect an
organisation’s charitable status. But in exceptional cases where from a

careful examination of gll the circumstances the activities complained of




appeared to them to be directly end essentially expressive of the objects
and tenets of a particular movement, the Charily Commissioners might

nevertheless conclude that the pursuit of those objects was not beneficial,

they reach this conclusion the Commission could remove the organlsation
from the register ef charities under section 4(3) of the 1960 Act on the
grounds that it no longer appeared to them to be & charity. Under section
5(3) of the Act the Attorney General can appeal against any decision of

the Commissioners to remove or not to remove an organisation from the

register.

a3, The trustees of any organisation which is removed from the register
may themselves sppesl against that decision to the High Court under

section 5(3). The Commissioners cannot take action under section 4(3)

unless there is evidence which shows that su nal course is

_Justified. This is a sensitive area. Some religious movements evidently

demand uncritical adherence from their members. Evidence of sufficient

weight and cogency to justify removal from the regi difficult

to obtajn.

34. Frustration with the difficulty of obtaining evidence against

undesirable religious movements has led some commentators to Suggest a

e —

change in the law. But no acceptable or relevant change in the law on

charitable status would remove the need for evidence. Indeed, evidence

which would be sufficient to refuse registration as a charity would be




more, not less, difficult to obtain at the pre-registration stage when for
practical purposes the organisation might not yet have begun to operate,
In the light of this, the Government doubt whether it would be wise to
attempt to introduce any new principle into the law. Their view is that
the existing law is idgql.x_a_tg- What is needed now Is the determined
pursuit of evidence in order to justify the bold use by the Commissioners

of their powers of investigation and remedy.

d5. The Government acknowledge the concern which underlies much of
the recent public comment on the position ul_’ﬂl"c_s. Calls to strengthen
the law may, however, rest on 8 mistaken view of what the law allows.
This may be a reflection not just of the undoubted complexity of charity

law, especially where it concerns charltable status, but also of the present

wording of section 4(3) of the 1960 Act.

36. It is importent both for the Commissioners and for truscees that
the law in this area should be fully understood. The Government will,
therefore, be considering whether it would be possible, whilst preserving
the underlying principles involved, to amend section 4(3) in order to make

e

ic explicit that the Commissioners have the power to remove a body from

STy —

the register where there is evidence that it is acting in pursuit of its
ap———— #

objects in ways which are not for the public benefit.




Political activities by charities

37. There is a crucial difference between charities and non-charitable
voluntary bodies. Any non-charitable voluntary organisation is entirely,
and quite properly, free to support any cause which it wishes to support,

and in any manner in which It wishes to do so, s long as it keeps within

the law. In contrast, charities cannot have political objects, They are

constrained by law to the reasonable advocacy of causes which directly

e —

further their non-politcal objects and which are ancillary to their

e — ——

achieving those. In this context, 'politics' does not mesn only 'party

politics” but political activity as it has been defined by the High Court in

e —

many cases which have been decided over the years. Charities may not,

——
o

therefore, seek to influence the policies of local or central Government

e

either at home or abroad. Nor may they advocate changes in the existing

law, or even its retention, in 8 way which would not be in furtherance of

—

thelr purposes,

Jd8. The precise extent to which a charity may properly seek to influence

Government and public attitudes is a difficult question. It turns, in
A ———
individual cases, on the trusts of the particular charity concerned and on

the manner and the context in which it proposes to bring lssues into public

diseussion. The courts have, however, laid down certain basic principles,

These were set out in the Charity Commissioners' Annual Report for 198]
oo

and they have since been issued In the form of a2 booklet "Political

Activities by Charitles” which is intended for the guidance of trustees.




39. The Charity Commission's guidance is, broadly, to the effect that:

governing instuments should not include a power to exert

political pressure except in a way which is ancillary to a

———— e —kl

charitable purpose;

—

the powers and purposes of a charity should not include the

power to bring pressure to bear on the Government to adopt,
ot

—

to alter, or to maintain a particular line of action, although

charities may present reasoned argument and information to

Government.

where the objects of a charity include the sdvancement of

education or the power to conduct research, care must be

taken to ensure that both objectivity and balance is
——

o —— r——
P

maintained and that propagands is avoided.

40. It follows from this guidance that charities are precluded from
direct or indirect financial or other support of, or opposition to, any
political party or individual or group which seeks elective office or any
organisation which has a political object. Charities must not allow the
proportion of effort and resources, which are devoted to persuasion; to
become greater than that which is devoted directly to meeting its objects.

In other respects, the guidance at present allows considerable latitude.
-




Charities can, for example, quite properly respond to invitations from
Government to comment on proposed changes in the law. Where a Bill is

being debated, they can legitimately supply members of either House with

—

such relevant information and arguments as they believe will assist the

attainment of their objects. Where this kind of action is In furtherance

s

of thelr purposes, charities sre free to present to government

departments reasoned memoranda advocating changes in the law,

4l. The Government believes that the safeguards which the law provides

are indispensable to prevent what ere essentially political factions or

pressure groups from assuming the guise of charity. It is vital, in the long

term Interests of the public and charities alike, that political and

It would be wrong il
taxpayers, through the Government, were to find themselves unwittingly
distorting the democratic process by subsidising bodies whose true purpose
was to campaign not 50 much for their beneficiaries as for some political
end. Nor do the Government believe that the public would for long
continue to display their generosity if charities were to ally themselves
to capses with which individual donors might well differ strongly on

policical grounds.

42. There |s no reason to believe that the vest majority of charities
experience any great difficulty in complying with the law. There are,

however, some signs that the public is anxious that the behaviour of a

few charities may, on occesions, stray beyond the bounds of what is




permissible or desirable. The Government have accordingly considered

whether the law could with advantage be tightened.

43. Ministers welcome the advice and the guidance which charities can

Sy

:‘_f; offer to Members of Parliament, te central and local government, and to

?:um&r public authorities on a wide range of social problems. Charities
- should feel free to take the initiative in offering advice and opinions and
in proposing changes in the law and should not need to wait to be Invited
to do so. The Government firmly believe, however, that such activities

must remain ancillary to a charity’s primary purposes, which must be

clearly charitable and nonpolitical. Such sctivities must be kept
~ e ——___ |

—

subordinate to the non-political work of the organisation. They must not

be allowed to predominate.

44, The Government's view is that this approach commands general

agreement. The guidance issued by the Charity Commission, which

derives from the present law, provides an adequate framework for the

future. There is bound to be difficulty, and room for dispute, over the
application of general guidance to particular instances. But, to alter the
guldance by legislation could well have the disadventage of laying down
inflexible rules, instead of allowing the law to develop in the light of
particular cases which may present features which cannot now be
foreseen. Of course, there are at present some difficult borderline cases,

but that would be so whatever general rules might be lald down.




45. The Government’s view is, therefare, that a rigid approach would
not be sensible. The decision on what is permissible in the way of
political activity is best left to the good judgment of the trustees of

~ r___..-\._._-l- g - Py M e

individual charities who know that, in cases where the restrictions appear
= ) -___-' e -

to be breached, the Charity Commissioners will take vigorous sction with

the support of the Attorney General,

46. In cases of doubt, trustees can seek the guidance of the Charity
Commission. Such guldance should be freely given, as it Is at present.
For trustees who unwisely insist on engaging in illegitimate political
activity the powers of the Commissioners and the Attorney Generzl are

considerable. Trustees who stray too far ean be held personally liahle to

—

repay to the charity any funds which have been spent on political

activitles. The Government's proposal to sharpen the Commissioners’

powers of investigation, in order to enforce a remedy, will greatly

strengthen their hand in imposing the proper degree of control.
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PRIME MINISTER 12 Fehruary 1988 (4~ L

CHARITIES ROUND-OP

Over the last few years, as you probably know, I have tried
to map out a coherent policy proposal on charities. I went
to President Reagan's Private Sector Initiative Conference
in Paris in 1986 which discussed what the Americans were
doing. I carried Ehis further when I went to BEmerica last

September and I have kept this matter under review.

Last week the Home Secretary had a meeting on the Woodfield
Report on Charities which I attended. Last July when vou
discussed this matter briefly with me in your study you

asked what more you could do! I now set out my conclusions:

(1) Reasons for having a policy

(ii) Dbjectivas to this policy
(iii) Underlying problems

(iv) United Eingdom

[w) Europes

[wi) United States of America

(wii) Proposalas to achieve the objectives

e =

{wiii) Conclusion




(i) Reascons for having a policy

(a) Expediency: More people have more money in thig?

pockets to give.

Philosophy: The political philogephy of enhanced

personal freedom carries increased personal
ragponsibilities (to him to whom much is given much

will be expected]l) ~Douglas Hurd has been calling for
mora parsonal responsibility at the Church of England
Synod this wesk.

The face of capitalism: If capitalism is to retain the

hearts and minds of middle Britain, it must be seen as
an effective instrument to supply needs. Arguably,
part of this is corporate giving both of time and

MONEY «

Efficiency: Abuses of charity rules harm the system.

{ii) Objectives of a Policy on Charities

(a) To stimmlate giving.

{b) To stimulate voluntear work and corporate secondment.
To ecreate the culture in which giving and working for
charity is considered an automatic part of most
people's adult lives.

Spreading good practice.

The promotion of partnership between the public and
private sector for community and charity.

To avolid duplication.




fg)

To avoid abuses of charity law.

(iii} The Underlying Problems

{al

Problem: Should Government apenly say that any of the

functions it performs should return wholly or in part
te private charitable provision? Hospitals and schools
for example were all previously charitable. Should
charity step in as an extension of privatisation? This

is largely unaddressed by Government. Ministerial

statements have led to the usual answer, no in the case
of hospitals, but yes in some areas in both hospitals

and schools. Mildmay Mission Hospital (charitable) 1s
T — e T

taking over AIDS ecare and hospices (charitable)

st i bl il A fo :
supplement the system. CTCs will join Church Schocls
as registered Charitable Trusts. But these are all
add-ons to the system. The public are probably deeply
divided over whether existing provision should return

to charitable funding.

Problem: Should the underlying culture of charities be
made more candid? Should openly aciHE;iEEEE_EE_Element
of Self-intereat that is almost invariably present in
charitable giving. This question needs to be addressed
because 1if accepted, then this would almost certainly
provide a big boost to charitable support as far more
donors would see "what was in it for them"! However,
this lack of "purity" might deeply offend seome pecple
in Britain. Others would argue that answering this
gquestion candidly was merely being honest and was

avoiding current hypocrisy.

Problem: Bome companies are still unhappy that
charitable giving should be done out of shareholders

money.




The United Eingdom

This week the Attorney Genaral told the House that he was
not contesting the fact that the "Moonies®™ have charitable
status in UK law! However, the "Charity World"™ in the UK
{ie Charities Aid Foundation, the National Council for
Voluntary Organisations etc) would probably not want any
change in the law that might cut out the Moonies. They have

just advised the Home SBecratary that they strongly resist

any move to redefine "Charity™. That they say would "open a

can of worms".

Sir Philip Woodfield's "Bfficiency Scrutiny on the
Supervision of Charities™ recently concluded that the UE's

275,000 charities were in npeed of "extensive reform™ [(Annex

K) by this was meant efficiency reforms rather than root and
branch changes.

UE giving is climbing helped by the present Government
initiatives. I put in to you the growth in what we called
the "White Economy"™ last yvear [(Annex B). However, pay roll
from the last budget giving has so Far been comparatively

poor. ——

—

(v] Europs

(a) France: Charity status is granted by Government decree
on direct application. There is a strong tendency for

political interference to take place in the granting of
charity status. This political overview of charitable
work means that FPrench charitable bodies would find it

difficult to work across the frontiers with other
member states in Europe.




The Metherlands: There is a strong tendency for the

Dutch charitable work to be done in secret, for example
C & A stores give a vast amount to charity, but

maintain the Christian principle that the left hand

should not know what the right is dﬂing_&ﬁﬂ :ﬂéféfure
do ndzhbuhlicise it '

I —

Germany: Here the tendency is for corporate giving to
sponscr health and provision for their own work force,
for example Mercedes carefully look after thelr own
people, but thiszs company as with many other German

companies does not usually_aive to QEUEEEIEUtEidE their

own ambit.

==

Italy: Here there is a long tradition of patronage of
both welfare and of the arkts by wegiyhy individuals apd

big companies, but this is less true of the smaller
corporations. There is an increasing tendency for
charities to step in to help the chaotic public sector

provision.

(e) Belgqium: There is a strong tradition for giving

charitably to educational causes.

i _'-'--.

Onited States of America

Charity collection is big business. Huga community
foundations exist to help revive run down inner cities -
—_—

Eley Lilly - Indiancpolis; Rockefeller — Cleveland etec.

These and other charities have been built up on bigger tax

breaks than we have ever countenanced.

i _-_-_-_—l_

. = ——
——

Cne US idea that we might use is the President"s charity
initiative which we trial below in Proposall




(viii) Proposals

1. How to boost giving (objectives a, ¢ and 4).

We counld allow charities to advertise on commercial TV

and radio. The Home Dffice is iaveatigating this.

e ————

-

Charity tax relief - we do not suggest an extra tax
ralief so near the budget but existing relief needs more
publicity and some future congideration could be made to
permit companies to give more than 3% of dividends in any
year to charities. American experience supports the
proposition that companies can well give more than this.

More publicity and better dissemination of information.
There s disagreement as to whether the Chancellor has a
role in publicising the pay role giving scheme. Much
more needs to be done and probably the Home Office 1s the
Department to do it. I have spoken to Douglas Hurd who
probably would like to help.

2. How to encourage volunteers and secondments b and ).

Incentives have not been thought through fully. We fall
back on Honoure. Douglas Hurd, who is now interested,
could be asked to help here. Aes Kenneth Clarke has a
strong desire to find more wvolunteers to help inner
cities, he too could be brought into a discussion.

The biggest unused lever 15 the power employers have to
insist that when they hire or promote their staff the
applicants can produce details of their community or
charity work. %You could have the CBI and Institute of
Directors chiefs in to a mini-seminar and enocurage them
to make speeches.




- The President's initiative also helps this objective.
I refer to this atk 3.

How to promote partnership, avoid duplication and help

dissemination (objectives d, & and £).

All these are promoted by President Reagan on Private
Sector Initiatives. Hector Laing and I have sketched
Ehig in ocutline fo you. You are to meet the leaders of
this initiative of them on 3 May. Translating what it

e

would inveolve would mean a small team, maybe only cone or

two peocple, should be appointed close to you in the

centre of Government (mavbe in the Cabinet Office);
poeaibly themselves from the charity world and volunteers
for the post who could ensure ways of partnership betwesn
private and publiec sector were improved. In Britain we
could avoid the confusion created by different Government
Departments reguesting help from the same companies. It
would ensure that best charitable practice was recorded
and multiplied. It would publicise Governmant charity
support schemes and relief. Indeed, its main function in
promoting efficiency might allow you to put these
individuals in or beside the Efficiency Unit. Once a

year you might present awards for best practice.

How to avoid abuses (obijective gl.

Fortunately Government has well in hand thrnugh Douglas
Hurd.

Conclusions

= You could raise the suggestion concerning the
President Initiative and the Cabinet Office role

with Robin Butler.




¥ou might invite a minl-seminar of CBI, Institute af
Directors,; Charities Aid Journalism etc to see how
employers could promote charitable or voluntary
involvement .

You might raise this whole topie at vour next

bilateral with Douglas Hurd.

HARTLEY BOOTH
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B0 Quesn Anne's Gate London SW1H OAT
[Night fing 01 -273 4535)

21 January 1988 : Contact Numbar: 01-273 4600

COVERNMENT ACCEPTS WOODFIELD PROPOSALS ON CHARITIES

The Home Secretary, the Rt Hon Douglas Hurd CRE MP,
announced today in answer to a Parliamentary Question from Mr
Faddy Ashdown MP and Mr Nicholas Baker MP that the Government
accepts the recommendations of the Woodfield Report on the
supervigion of charitiss and will be pﬁtting forward proposals
for legislation to implement the Report later in the life of
thi=z Parliament.

Mr Hurd said:

"The Government has warmly welcomed the Report by

Sir Philip Woodfield of his efficlency scrutiny of

the supervision of charities. We accept the Report's
conclusion that, while the essentials of the present
supervisory framework are still necessary, the system
is in naed of extensive reform. The Report's proposals
to strengthen the Charity Commission's powers, and in
particular its capacity to deal with abuse, provide a
sound basis for the futura.

e

— ——
"The great majority of the Repocrti's reccmmendations
concerning the procedures and intemal management of
the Commission are already being put inte effect.
Tnose recommendations affecting the extent and nature
of the Commission's powers cannot, however, be
implemented except by way of primary legislation. We
would, therefora, hope to put forward proposals for
legislation later in the life of this Parliament”.

Commenting later Mr Hurd said that his reply was
indicative of the Government's continuing encouragement of a
healthy and vigorous charitable sector. Mr Hurd said:

"This Government has significantly improved the tax
privileges from which charities benefit. Only last
April we introduced tax-free payroll giving, making 1t
aagsier for the public to donate money on a reqular

1




basis. And our direct support for the voluntary sector
has increased very significantly in real terms owver our
perlod of Office. Tha charitable and voluntary sector
pPlaysa crucial role in mobilising the interests and
energies of active and concerned citizensg in tackling
the problems of weak, disabled and disadvantaged pecple
both at home and overseas. Their efforts can often be
more flexible and innovative in helping those who fall
through the net than can statutory agencies which have
to follow bureaucratic rules and procedures.

"The amount of money donated directly by the public has
grown encrmously in recent years. The law must keep pace
to ensure that charitable funds are protected from abuse
and that there is an effective framework of supervision.
Sir Fhilip Woodfield's proposals provide a sound Basis
for that framaworlk".




THE 'WHITE ECONOMY'
INCOME FOR UK CHARITIES

{Per Charities Aid Foundation)

1l Gross sources of Charitable Income

{including public sector incentives and funding)

1981 1985
£m £m

Household charitable giving 783
Companies 80
Legacieas 107
Trust & Foundations 330
Fees, Charges, Sales & Commercial 5R25
Rents, Investments BEB

B.1

*] Average figure between several estimates

*2 A highly conservative sstimate

Pablic Funding of Charities

Duangos 7159.3
MSC to charities 138
Central Government 139
Local AButhoarity 173

Tax Cconcession LCELY

Charities total income 1599.8
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FAYROLI, GIVING TO CHARITIES

You will recall that, in his 1986 Budget, the Chancellor of the
Exchequer announced a Payroll Giving Scheme, enabling employees
to make charitable donations of up to E120 a year and get tax
relief on them. Schemes are now underway in most Government
departments; a House of Commons scheme has just been introduced:
and the House of Lords will not be far behind.

Ministers will of course be free to join either their
departmental scheme or the appropriate Parliamentary one - but
not both. Perhaps you would draw the attention of junior
Ministers in your department to the need to confine themselves to
only one schems.

We do hope that you will feel able to support and promote this
venture, since there is no doubt that Ministers can give an
important boost to charities by demonstrating their own personal
commitment to the scheme and encouraging staff in their
departments to support it. We hope, too, that where you give
personal support you will seek suitable publicity from so doing.
Our private offices will be glad to offer advice on this.

Copilea of this letter go to all Ministerial Heads of Department,
and to Nigel Wicks and Sir Robin Butler
— I
B,

fl.a-) Re

RICHARD LUCE PETER BROOKE




10 DOWNING STREET
LONDDN SWIA ZAA
From the Private Secrefary 2 March 1987

PAYROLL GIVING 'TO CHARITIES:
LITTLEWOODS

The Prime Minister has sean the
Chancellor's minute of 26 February
about Littlewoods' announcement that
they are making an application to
the Inland Revenue to set up a Charity
Agency to administer the new Payroll
Giving Scheme. 5She is glad that payroll
giving 15 moving forward in this way.

| am copying this letter to Stephen
Boys Smith [Home Office).

David Morgrove

Teny EKuczys, Esq..,
H.M. Treasury,
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reasury Chambers, Parliament Street, SW1I A
D1-270 3000

o

You will be pleased to know that the Littlewoods Organisation are

PRIME MINISTER
DS 2f e

Payrell Giving to Charities: Littlewoods

announcing today that they are making an application to the Inland

Revenue to set up a Charity Agency to administer the new PFayroll

Giving Scheme. —

Up until now, only one body, the Charities Afd Poundation has
announced its intention to set up a Charity Agency, although I
understand Barnardo's also intend te do so. Littlewood's
application now brings several advantages: Littlewoods themselves
talk in terms of the Charity Agency creating 100 new jobs on
Merseyside, and they may see themselves as the Northern counterpart
to the CAF, which has its main offices in London and Tonbridge. Tt
is also my hope that some competlibtion will help to keep down the

management fees both agencies will charge.

All this is very important in the run-up to the start of the Payvroll

—

Giving Scheme on 6 April. This measure was a widely welcomed part

of my Budget last year, and T have since then increased the amount
on which employees will be able to get tax relief on donations from
£100 a year to £120 a year.

T believe there is a strong case for making sure that employers and
employees are aware of the imminent start of this scheme by
engaging on a brief Government advertising campaign. I have asked
my officials to consider what arrangements might be appropriate, in
congultakion with officials in the Home Office.

I am cop¥ing thiz minute to pDouglas Hurd. fz;f

w L
N.L.

26 February 1987
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Treasury Chambers. Parliament Street, SWIF 3AG

The Rt Hon Richard Luce MP

Minister aof State

Privy Council Office

Cabinet OLlfice

Whitehall

LONDON SWl 2 January 1987

-.Il:.-... E;LL-.--JL ¥
CHARITIES: PAYROLL GIVING

Thank you for vour letter of 28 November.

Nigel Lawson's announcement that the Civil Serviece will be
participating in the scheme has now set the wheels in motion to
seélect agencies to handle the work and to agree detailed systems
with payroll centres.

Your letter mentioned the position of Non-Departmental Public Bodies.
I would certainly hope that they will be able to follow the Civil
Service scheme and use their normal payroll centres, even if separate
contracts are needed with the agencies for legal reasons. I suggest
that our officials keep in touch on this.

On the guestion of publicity I have asked officials to investigate
what steps might be taken Bervice-wide to bring the scheme more
directly to the attention of staff, for example by office notices
and posters. But I think the publiecity should be general, and
not linked to specific charities. The guestion of which charities
should be given preferential treatment by the Government machine
is a difficult, and in many ways rather separate, matter. It will
I am sure come up in the Inter-Ministerial Group on the Voluntary
Sector. In the meantime we have told the Civil Service Trade Unions
that we shall be keeping in touch about the arrangements.

I am copying this letter to Ministers in charge of Departments.

il

PETER BROOKE

A ey
L
Bz




10 DOWNING STREET

The Rt Hon Horman Lamonk MP

Financial Becretary to the Treasury

Treasury Chambers

Parliament Stresat

LONDON SWL L2 Decemb=sr 1986

_ELEM ﬂﬂ'ﬂax,a.r_u.,“ :

Further to the Paris Conference on Private Sector
Initiatives in Novembar, and te our subseqguant
conversation in the Cabinet Office, I.attach as promisead
my evidence of total UK charitable income, and of
Government support of charities. I was proposing to use
it as an annex to a paper I am preparing, subject to the
commenkts of your officials.

1 am copying this letter to the Private Secretaries of
the Home Secretary, Giles Shaw MP [Department of Trade

and Industry), Bdward Leigh MP (Department of
Employment) and Edward Bickham (Home Office).

kdf!lﬂhaJF c}iu{Ja_kﬂjlq

HARTLEY BOOTH




THE "WHITE ECONOMY'

INCOME FOR UK CHARITIES

({Statement per Charities Rid Foundatiocnm, December 1986

Gross sources of Charitable Income
{including public sector incentives and funding)

1981 1385
£m £m

Household charitable giving 7813 1,000
Companies B0 200
Legacies 107
Trust & Foundations 330
Fees, Charges, Sales &k Commercial 5,825

Rents, Investments BHG

B.1

*1 Average figure between several estimates
*2 A highly conservative estimate

SJ5ABE




Public funding of charities

Quangos

M5C to charities
Cantral Govarnment
Local Authority

Tax concession

Total

SJSABK
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'l'rEﬂﬂur":; Chambers . Parliament Street, SWIP SAG

The Rt Hon Richard Luce MP
Minister of State
Privy Council Office
Management & Personnel Office
Great George Strest
LONDON SW1P 3AL 11 NWovember 1986

LDew. Ricta i,

CHARITIES: PAYROLL GIVING

¥You will know that in his 1986 Budget Nigel Lawson announced
the introduction from April 1987 of a scheme for giving tax relief
on donations to charities of up to £100 a year, where the donations
had been made by deductions from pay.

2. The Inland Revenue will be making regulations shortly to
give effect to this scheme and the Chanceller of the Excheguer
will be using the opportunity to give it greater publicity. He

also intends te say something about the Government's participation
as employer in the scheme.

3. This letter i= about our proposals for the Civil Service.
I am writing separately to colleagues directly responsible for
NHS empleyees and the Armed Forces. I think it would be desirable
that any announcement MNigel makes about the Government's role
as employer should make it clear that not only the Civil Service,
but other work forces where the Government is the direct emplover,
would be participating subject to satisfactory arrangements.
If you or colleagues think that there are organisations where
the Government can be said to be direct employer apart from the
Civil Service, Armed Forces or NHS, where a general announcement
of this kind could not be applied, I should be glad to hear of
2 i e It is of course for other employers, including those in
the public sector, to make up their own mind whether to Join
in.

4. S0 far as the Civil Service iz concernad, most employees
have their wages and salaries paid through payroll centres.
Treasury and Inland Revenue have had discussions with represent-
atives of the main payrell centres, and the proposed scheme,




which is described in outline below and in the attached note
by officials, is thought by them to be feasible, run on similar
lines to existing payroll deduction arrangements. Foer staff
not paid from payroll centres, including manual methoeds of pay,
gimilar arrangements could be made. I would invite departments
whose staff are not on computerised payroll systems to contact
C D Butler or L Painting here to discuss their participation
arrangements.

5. The attached note by officials describes in outline the
proposed scheme feor operation through payroll centres, Once a
suitable agency has been appointed. Thera will he wvariations
of procedure and other detailed considerations, which can be
thrashed out in the course of the next few months. Essentially
the arrangements envisage the appointment of one agency to each
payroll centre with the contractual relationship being between
the centre and the appointed agency. Employing departments would
therefore not be directly concerned. And most of the detailed
work will be performed by the agency. There will hewever be
setting-up costs and continuing costs incurred by the payroll
centres., Qur preliminary estimates are that these will be
extremely modest. They would however have te be absorbed within
departmental running costs.

s one of the preliminary problems we £face however 1is over
the appointment of the agency or agencies. We hope that there
will be a reasonable field of would-be agencies from which to
make a competitive selection. This is however a new venture
and there is at present only ona agency which appears to offer
the coverage and stability that would be necessary for a continuing
relationship of the kind needed. We hope that more will ccme
forward. And the Treasury's aim will be to stimulate sufficient
interast between now and April 1987 to allow the scheme to start
off on a reasconable footing.

T I envisage that the Chancellor of the Excheguer would invite
would-be agencies, who have been approved by the Inland Rewvenue,
to offer themselves as candidate agencies for one or more payroll
centres. The Treasury would then assess the potential of such
agencies, against criteria which will be developed, and, after
preliminary discussions with these agencies, hand over to
designated payroll centres who would conduct the contract
negotiations with the selection agency. If there is a large
field, such selection can be on a competitive basis. If however
the field appears small, there may have to be some element of
direction.

B. Maturally I hope that there will be sufficient interest
in handling Civil Service business to ensure that all Civil Service
employees can participate from as soon after 6 April 1987 as
the nominated agencies and payroll centres can make the necessary
arrangements. Depending on the response and the differing reguire-
mente of individual pay centres I would not rule out a staggered
start.




9. Thege are matters which can be taken further in discussions
between Treasury and departmental payroll centres. Immediately
I hope that there will be no dissent from the proposition that
the Government should announce soon its intention to allow all
its employees to participate in the new charitable donations
gchema .

10. I am sending copies of this letter to Ministers in charge
of departments.

F:

PETER BROOKE

-~

/




PAYROLL GIVING TO CHARITIES:
PARTICIPATION BY CIVIL SERVICE PAYROLL CENTRES

Note by Treasury officials

Donations to charities, to gqualify for tax ralief, must be by
means of deductions Erom pay to an agency approved by Inland
Revenue under its regulations. Payrecll centres, acting as agents
for the ploying department, will agree contracts with a selected

agency which has received IR aproval.

In outline the scheme would be expected to work as follows:

= the agency provides forms f[or employees o complete,
indicating the charities to be nominated, the size of

deductions and other detaills

= the completed form would serve as 3 mandate to the

payroll centre for deductions from salary

- the employee would return the completed form to the

agency

= the agency would pass the mandates in bulk to the payroll
centre, whose prime task would be to confirm the employees'
name and bona fides, and make the appropriate deductions
Erom pay

= deductions would be transferred in bulk to the agency.
whose task would be to transmit funds to the desighated

charities.

3. Contracts would specify the record-keeping and accounting

requiremants npecessary to comply with the regulations, payroll

centres' audit and propriety Treguirements and any employee and

employer requirements.

4. Contracts would alse specify the agencies' remuneration

arrangemesnts .
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CONFIDENTIAL

FRIME MINISTER

TAXATION OF CHARITIES

The letter from the Treasury beleow describes some changes in

the Budgekt proposzals on the taxaticon treatment of charities

—

which the Chancellor intends to announce tomorrow, subject to

your agreement.
————————

You will remember that the Budget included measures both to

eyl
promote charities and to prevent their use for tax avoidance.

———

The measures to prevent tax avoidance have run into

considerable criticism.

Many charities apparently feel that the Inland Revenue is the
wrong instrument for preventing abuse and that the Government

should rely on the Charity Commissioners. However the Charity
Commis=sioners are not geared up for such a role and they do
not have the rescurces to do it.

The charitieg also objected to the measures themselves. One

of the proposals was to draw a distinction between pﬁElic
charities, like Oxfam or the Save the Children Fund, and

e ——
private indirect taxes which are run b¥ individuals (e.qg.
Sainsbury, Sir Emmanual Kaye, etc) and which do not carry out
charitable works themselves. The private indirect charities
would have been subject to stiffer controls than the public

charities.

Those charities which would have bsen private and indirect
naturally felt this would be a stigma. The Treasury now
propose to drop that distinction so that the anti-abuse
provisions apply teo all charities rather than just the private
indirect charities. This is apparently much more acceptable,
and even the public charities seem to have gone along with

1.

The second controversial proposal was to act against certain
charities which accumnlate funds with no elear intention of

COMFIDENTIAL




CONFIDENTIAL
L

spending them on charitable activities., The Chancellor now
proposes to take more limited action in this area and to
consult further on how to tackle accumulation. Legislation
may be taken in next year's Finance Bill.

It is unreasonable to exXpect you to approve such technical

changes themselves, on so limited an explanation. But content

that the Chancellor should announce his revised proposals

tomorrow? e

s —

David Norgrovea

3 June 1988

MJIZBZI CONFIDENTIAL
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I-J-'['I!"'.'-].‘-iiilr':l.' Chambers, Parliament Street, SWIP 3AG

David Norgrove Esg
Private Secretary
10 Downing Street
London

EW1

Few (ant,

TAXATION OF CHARITIES: ANNOUNCEMENT OF REVISED PROPOSALS

[ am writing te let you know that the Chancellor is proposing
to announce changes on Wednesday to one aspect of the
proposals in the Finance Bill dealing with tax relief for
charities,

As you know, most of the changes in the tax position
of charities announced in the Budget were very warmly
welcomed. But Clause 25; designed to tackle abuse of
charitable status by reducing the scope for obtaining
exemption from tax for dincome and capital gains not used
for charitable purposes caussd considerable concern. The
objective ef tackling abuse has been supported, but there
was legitimate criticism that in practice the original
provisions in the Finance Bill were drawn too widely and
would have had unintended and undesirable effects on sdme
genuine oharities. The Chief Secretary therefore announced
at the beginning of Standing Committee on the Finance Bill
that the Government were urgently consulting on the clause
ana would put it to the end oi the Committee's proceedings
to enable changes to be incorporated.

The Chancellor and the Chief Secretary belisve that,
particularly in wview of the widespread publicity 1likely
to be given to charitable abuse folleowing the genercus
extension of tax relief this vear, it remains important
to be seen to be tackling such abuse in this Bill. But
the amendments to be announced on Wednesday will, they
believe, deal with the main criticisms of the charities
lobby and should be generally welcomed.

The amended clause will meet the two major criticisms
by dropping the distinction between publiec and private
charities which was the source of many worries about the
original clause and leavingout for this year at least, any
action on certain charities which accumulate funds with

el
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no clear intention of spending them on charitable activities.
It will concentrate on the actual misapplication of funds.
A de minimis threshold will exclude a wvery large number
of smaller charities from the main provisions of the Bill.
There will be further consultation on how to tackle
"aecumulation®, which remains a problem, with a wview to
legislation, if necessary, in next year's Finanee Bill.

The <Chancellor: and the Chiefl Secretary see overy
advantage in making an announcement about these modifications
as soon as possible to forestall further criticism. Subject
to the Prime Minister's agreement, the Chancellor proposes
to do BCc on Wednesday 4 June, by way of answer t0 an arranged
PQ. The detailed amendments gilving effect to the changes
will be tabled as soon as possible [or Committee Stage
of the Finance Bill,

Copies of this letter go to Joan MacNaughton (Lord
Pregident's Officel, Andrew Lansley {Chancellor of the
buchy of Lancaster's Office), Muordo MacLean (Chief Whip's
DEficel, Michael Stark {Cabinet Office) and to
Barnard Ingham.

%
FL‘“E.
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JILL RUTTER
Private Secretary




. @

\Bgfﬁjazi: Y

10 DOWNING STREET

26 February, 1986.
From the Private Secretary

THE UNQUOTED COMPANIES' GRODP

The Prime Minister had lunch today with Sir Emmanuel
Kaye and the members of the Unguoted Companies' Group.

Most of the discussion centred on the tax treatment of
unguoted companies. 8Sir Emmanuel EKaye urged the Prime
Minister to ask the Chancellor to see the Group after the
Budget so that they could explain their concerns in greater
detail. The Prime Minister took note, but did not commit
the Chancellor.

The first particular area for discunssion was the
treatment of charitable donations by ungquoted companies.
The Group spoke along the line predicted by the brief
provided for the Prime Minister, citing in particular a case
involving Clarke's Shoes. They argued that earlier
legislation was being applied in a way which had not been
intended when the legislation was passed. (This point was
not spelled out.)

The second main area, occupying most of the time, was
capital transfer tax. Again, I am not aware that any new
points emerged. The Group argued in favour of business
property relief at 100%. They accepted that there would
need to be a gualifying pericd. The alternative would be to
grant hold over relief, but this was their second
preference. The cost of allowing 1008 property relief was
given as €20 million, and a Parliamentary Answer by the
Treasury was cited for this. The Group argued that the
reliefs that had been given on gifts inter vivos were
inadeguate both because such gifts incurred a capital gains
tax liability and because a transfer of that kind could
ancourage the choice of the wrong managers to take over the
company. The Group argued that CTT imposed constraints on
the growth of unguoted companies, and undermined the
financial viability of a sector which was vital to the
agconomy .




Sir Emmanuel Eaye also argued that CTT now bit harder
than when it had first been introduced, and was applied at
higher rates than on the continent. But he gaid he was not
asking for a change in rates.

He gave to the Prime Minister the letter and table
attached.

David Norgrove

Tony Kuczys, Esg.,
HM Treasury.




The
Unquoted Companies
Group

Founded in 1968 1o study the contribution mads © Me economy by the umquoted secior

26th February, 1886 FRodss ool e

Sir Emmanuel Kayve, C.B.E.
The Rt. Hon. Mra. Margaret Thatcher M.P Lansing Bagnall Limited,
Prime Minister Kingsclere Road,
10 Downing Street BASINGETOKE, Hompshire,
LONDON S.W.1. RGZ21 2XJ

Tel: (0256) 47313l

Although Capital Trangfer Tax on death bites harder than it did when
firat introduced in March 1874 (chart attached), The Unguoted Companies'
Group (and the CBI) are not seeking as a priorily, now, a reduction in
the CTT basic rates but the much lower cosi roufe of elthar: -

a) an increase in business property relief to 100%, or
a holdover of CTT, as on works of art (i.e until the

asget iz sold and there is cash lo pay the CTT).

The full-year cost of increasing business property reltef to 100 per
cent ig £20 m. [(Porliomentary Written Answer by the Financial Secretary
on &th February, 1888).

In our Budget Submission we suggested o qualifying period of 5-10 years
for the application of increased business property relief. This would
reduce the cost still further and would restrict increesed relief to those
who demonstrated a long term commiiment to their companies.

When we osked the Chancellor of the Exchequer in June, 1884 which of the
two options he preferred he replied 'increase in business relief’, and we
alao prefer this route, as a simpler mechantem.




RATES OF CAPITAL TRANSFER TAX ON EATH [l

(3) (4)

=(2) x 366.9 LOWER LIMIT
= (Q)UPATED TO
SEFT 1985 PRES /985

£000 £000

2.0
734

¢
:

l46.8
1834
2201
2935
266.9
4403
70.3
1834.5
3669.0
7278.0

MARCH

1974
y 4
0
5
20
25
30
35
40
45
50
55
60
&5
0
[

SE8TTTxasannew E ﬁg




*
OFFICE OF ARTS AND LIBRARIES
Great George Sireei

London SWIP 3AL

Telephone 01-233 Ba10

From the Minister for the Arta

The Rt Hon Nigel Lawson MP
Chancellar of the Excheguer
Freasury Chambers

Farliament SCreet

LONDON SW1 ™~ {l} ¢ Q .

8 Januarvy 1986
\ *
ﬂ.l&-\ mgﬂ/l |

CHARITABLE GIVIHNG

-

Douglas Hurd wrote to you on 23 Decefber to reinforce his
original proposals of 15 Uctoberbout Che need for concessions
for charitable giving.

My experience of the last four months has strengthened my
support for these proposals, for two main reasons.

First, the Arts world regards existing Government support as
fundamentally inadequate and is likely to continue to da so.
am convinced that the only way to enable us to withstand the
pressures for ever greater public expenditure in this and many
other areas is through tax changes which will encourage
increased private giving, by companies and individuals.

Secondly, the public will welcome further evidence that we are
doing everything possible to help people te help themselwves,
Recent events have shown that the desire to give 1s there. A
stronger incentive to give would at once create a more positive
climate and would become an important part of our election
platform.

I hope that we can take some clear steps iIn this direction in
the next Budget.

I am copying this letter Lo the Prime Minister, Norman Tebbic,
Tom King, George Younger, Nicholas Edwards, Geoffrey Howe,
Keith Joseph, Norman Fowler, Kenneth Baker, Leon Brittan, David
Young and Douglas Hurd, as well as John Moore and Sir Robert

ArmEETONng-
--..-'"""’r'_.

RICHARD LUCE







DEPARTMENT OF HEALTH & S0OCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London sE1 6BY

Telephone o1-407 5522
From the Secretary of State Jor Social Services

Tha Rt Hon Migel Lawson MP

CHARITABLE GLVING

Pouglas Hurd Geant méa & oopy Of his letter to you of 15 G{:t:ub‘Er- urging that
we should give new tax incentives to charitable giving by companies and
individuals.

The proposals Dounglas makes, Lf acted upon, would give new force to my
message that there are many ways of tackling problems in addition to
increasing public expenditure, and that the voluntary sector has a large
contribution te make. I think they are dramatic encugh to reinvigorate the
voluntary sector's search for new and additicnal scurces of funding from
non-statutory sources At a time when parts of the sector do little mors about
fund raising than bemoan alleged cuts in statutory support of services,
including support of the wvoluntary sector itaelf.

1 hope therefore that in preparing the next Budget you will feel able to
include the ideas Douglas ocutlines.

I am copying this letter to the Prime Minister, Norman Tebbit, Douglas Hurd,
Tom King, George Younger, Micholas Edwards, Geoffrey Howe, Eeith Joseph,
Eenneth Baker, Leon Brittan, David ¥Young, Richard Luce, John Moosre and

Sir Robert Armstrong.
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You will remember that I wrote to you on 15 October cnmmenju Ul
ting, for the most part favoursbly, on some suggestions for stimul- e
ating the growth of charitable giving by companies and individuals S/0-1
made in a paper by Adrian Ridleyv, which I enclosed with my letter.
1 suggested that, in order of priority, the most realistic of the
Ridley ideas might be corporation tax relief for single gifts by
individuals and the encouragment of payroll giving. ©You will have
seen that, since them, theso 1o0oas Have Teroived T good measure of
support from other colleagues.

Last week I was approached by John Sainsbury and Martin
Jacomb who offered me their own ideas for stimulating charitablae
giving. I explained that I had no real locus in these matters,
but promised to pass their suggestions on to you. They are set
out in the attached aide memoire which they left with me. A Fis

I think that the first idea can probably best be geen as
variation on the system of payroll giving discussed in Adam
Ridley's paper. It has an attractive gimplicity for the giver,
but just as reluctance on the part of employers to undertaks the
MEeCcessary paperwork has been an obstacle to the spread of coven-

anted payrell giving, so, I suggest, it could be an even bigger
obstacle here. However, if, as I hope, you decide ko initiate
some further study of ways in which the habhit of charitable giving
can be spread more widely in society it would seem right for the
Sainsbury/Jacomb idea to be fed into this,

Their other proposal, too, hag its attractions. I parti-
cularly share their desire to encourage giving by successful
entrepreneurs, partnerships and closed companies - a sector of the
businesk community which i1s flourising, yet which, under the
present rules on covenants, is inhibited from contributing to
charity as generously as similar public companies, But by defin-
ition, this proposal would only be of interest to those with very
substantial incomes. It would, therefore, have nothing like the
impact of the proposal in the Ridley paper that all businesses
should be able to make single gifts to charity before tax. I
continue to Eelieve that a concession of Lhis kind ofF8Es the best
hope of reversing the downward trend in company giving, which
itself contrasts so sharply with the upward trend in sponsarship,
which is deductable. I would myself, therefore, see the Sainsburys
Jacomb proposal only as a possible complement to the Ridley propos-—
al for ceorporate giving - useful, perhaps, if there were difficult-
ies about applying the Ridley suggestion to businesses which are
not public companies.




I am sending a copy of this letter to all those who
received my earlier letter of 15 October.

\owery
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APPRUOVED BY THE HOME SECRETARY
AND BIGNED TN HIS ABSENCE

+The Kt Hon Nigel Lawson, M.FP.




AIDE-MEMCIRE for mesting with Rt. Bon. Dowglas Burd, MP on 10th December 1985,

[ John Sainsbury and Martin Jacomb have arranged the meeting te explain
their view that changes in the law should be made to encourage
charitable giving:, With all public exapenditure under ‘tight control, [some-
thing with which we both agree), Government help for the Arts in particular

ig particularly constrained. This pollcy showld go hand in hand with im-

proverents in the rules governing the tax deductibllity of charitable
dopations, 59 as to enpcourage more charitable giving to charities in
general {not just the Arts), 50 that private charity can reéplace public
maney .

There are two changes which JDE and MWT would like HMG to consider.

. First, & pew rule would permit the deduction of a single lump spm

of £100 each year fram tetsl taxable income if the sum wag paid to
ong or more registered charities. There would be no nesd for a8 covenant,
or anything elas a;ar: From actual expenditure af the money by payment to
a8 registered ghard This simple change would be coupled with a scheme
gnder. which cw,:?'ces could aaree wikh thely employver to have regualar
charitable gifts deiah_ g Frof their remunerétion, with their Schedule E
PAYE code adiusted accordingly. The employing company would collest the
meney end dispesée of It to one or more charities, ei'her in accerdance with
the enmployee's direction, or in gefault of any such direction, at the
eompany s diseretion. This should not only ElqanCanLly ahgreage the
total amount of cheritablie giving by individuals, but 1t should also
encourage corporate aiving as well, as emplovers grow to feel that it is
appropriate to aungment Eheir employses” giving.

Companies gave £74 million to charities in 1883, less than
ineome. Un=il I873 they gave two or three times this,
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a clear case for doing something signifliecant to increase
e giving.
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step hawvin: ) (en, i suld be appropriate now to pncresse the maxi-
mem annaal amount: J EV1D.000) still further to £35,000. The additicnal
cost T s Treasury of this would, we belleve, be minor.
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an Government wEing, ®.8. on the Arts, we
feel the Jatter policy would resdily accept=d end total
charitable giving both hy coREoaRnies and ndividoals, Bubstantially Ancreased.
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3 Wi,

1 noted with interest the letter from the Home Secratary on
15 Zepbemban on measures ko encourage charitable giving and
the subseguent correspondence.

Although I support the general aim of stimulating support Ffor
charities, I do have a number of reservations about socme of
the approaches sutlined in Adam Ridley's paper. I share the
Home Secretary's doubts about creating "super charities®, T
am not aure that the changes in corporation tax will hindar
charitable giving in the way Adam Ridley's paper Buggests.,
After all, although the tax rate is lower, more prafita ars
subject to corgoration tax and so companies do still have
incentives to give. I alan have some reservation about the
argument that more charitable giving will eaze the pressura an
public Zpending. It may be that pressure on spending 1=
increased since the public beljeve that the government shaould
maten their generosity. This has nappened on aid. Lastly, I
Was parlicularly concerned about encouraging payroll giving;
that would put a burden an employers,

I believe that we should loak at Wways of extending what are
considered to be charitable purposes. Adam Ridley's paper
mentloned the benefits gained from the recent concession on
secondments which have particularly beneflted Enterprise
Aganoies. He also suggests that gifts of used Eoods or
equipment , suitably written dowri, might qualify and I would
SUpport that. I would ask you to conaider including within
the scope of charitable purposes loans made by charitable
trusts Lo assist small firms and start-upa. These might bea
interest free or set at a low rate of interest and for
relatively small sums., The recent case of the lshby
Charitable Trust showed how & charitabla trust wishing tao
encourage enterprise for purely charitable purposes was
prevented from doing ss. But I understand that it has proved
possible for at least one charitable trust to make loans
within thelr charitable status,
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I am copying this letter to the PrimeWinister, Norman Tebbit,

Tom King, George Younger, Nicholas Edwards, Geoffrey Howe,
Relth Joseph, Norman Fowler, Kenneth Baker, Leon Brittan,

Richard Luce, John Moore, Sir Rebert Armstrong and, of zoursa,

7

P

to Douplas Hued.
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CHARITABLE GIVING

Thank you for your letter of 215 October.

[ have been locking into your suggestion that a good way to stimulate more
charitable giving might be to publicise existing incentives, perhaps through a
pamphlet, but I see that something like this was done wvery recently. Two
years ago the Inland Revenue co-operated with the Voluntary Services Unit here
in producing a simple pamphlet (copy enclosed [or ease of reference) with the
specific purpose of drawing attention not simply to the benefits of charitable
status for voluntary organisations but also to the incentives for donors,
whether individuals or businesses, 1 understand that this pamphlet was widely
distributed and advertised at the time in legal and accountancy journals and
in voluntary sector magazines and newsletters; and that the Inland Revemue
Charities unit has also distributed copies. [ am told that we still have a
steady flow of requests from charities - who find it useful in preparing their
approaches to potential domors - solicitors, accountants, and businesses. It
has not been reprinted since the last Budget, but it is sent out with an
amendment which highlights the increase in the limit for higher and additional
rate tax relief which you then introduced.

Moreover, I find that this pamphlet is only one among a number of useful
guides (some of which it lists on pages & and 7), all of which have been
fairly widely publicised - not least by the energetic Charities Ald Foundation
- in both business and other circles, I am not of course saying that more
could not be done through publicity: it has, For example, been suggested that
changes in the design of the Income Tax form, and in its accompanying guide,
might highlight the advantages of charitable covenanting - but I doubt if
another new pamphlet which would have, essentially, nothing new to say, would
have much effect. Certainly, a new pamphlet could not by itself bring about
the results which I would like to see,

As my letter pointed out, and Adam Ridley's paper demonstrated, the value of
existing fiscal incentives for business giving is declining as corporation tax
is reduced and any further cut in income tax will inevitably reduce the
incentives for giving by individuals, It follows, I believe, that if we want
to get business giving back to the levels it had reached in the early 1970s,
and at the same time draw in more contributions from the mass of the
population who do not pay highsr rate taxes, something more radical than
another pamphlet is needed.

I am copying this letter to the recipients of my letter of 15 October,

\(_ﬁ\hﬂw )(
John lHn-ﬂl'E, Esq, MP | r—hﬁh_\_ﬁj N i
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CHARITABLE GIVING o
You will have seen the letter from the Home Secretary of 15£PfbeET
enclosing Adam Ridley's paper proposing measures to encoursge
bugsiness and personel support for the voluntary sector.

1
i

I suppert the general thrust of the paper - to provide tax incentives
Lo stimulate support for charities. [ hope you will be sble to give
sympatheltir consideration te these proposals. laxpaver support
through grants to the voluniery sector has increased by 305 in

reaal Ftearms aimee 1279, It is important to ancourage the voluntary
sector to sell i1ts wares to the private sector =nd to give the
private sector some incéntive to respond. Direeft funding is
increasing botn absplutely and as a proportion of the support For

the voluntary seclor. It is undesirable In pr]n“1ﬂlﬂ. hoawewer,

that the voluntery seclor should incressingly loapk Fpr dirpech support
from Government. To try and enlist greater support from the private
gsector, with suitable incentives, should be our aim.

I am copying this letter to the Prime Minister, Ner

lom King, George Younger, Nicholas tdwards, ﬂﬁcf‘ruy

Keith Josepn, Korman fFowler, Leon Brittan, David Young, Richard Luce,
John Mocre, 5ir Robert Armstronng and, of course, to Douglas Hurd.

i

KENNETH BAKER

The Rt Hon Nigel Lawson MP
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Secretary of State for the Home Department

50 Queen Anne's Gate
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CEARITRBLE GIVIRNG

You wrote to Nigel Lawson oOn l/Ei October enclesing Adam Ridley's
paper on charitable giving.

1 think it iz eszential that we do not forget that we have already
taken a substantial number of steps on the tax side since we
took office which have greatly improved the incentives to
charitable giving. We have for example reduced the gqualifying
period for charitable covenants from 7 to 4 years. We have
introduced higher rate tax relief for charitable covenants, and
we doubled the limit on these to £10,000 in this year's Budget.
And we have provided tax relief for employers on the salary costs
of employees seconded to charities, and removed the limit on
the capital transfer tax exemption for charitable gifrs.

The benefit that this has brought to charities is considerable;
income tax repayments to charities now total over £m250 a year,
including about £ml00 on covenant payments. And with higher
rate relief for covenants, exemption of charities' income which
is not taxed at source, and other tax reliels, the total cost
of tax reliefs which benefit charities is substantially greater
(although we cannot estimate it precisely.)

So 1 think we can fairly claim to have an excellent record already
in supporting charitable giving.

We are, however, concerned that those wishing to make donations
may not be sufficiently aware of the opportunities available
to them. Adam indeed makes the peoint in his paper that the
deduction for higher rate taxpayers ie surprisingly little used.
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We believe it ie important therefore not only to consider your
proposals for further tax incentives very carefully in the run-
up to the Budget but also to publicise the many opportunities
for charitable giving, which are available to both individuals
and companies,

1 have, therefore, asked Inland Revenue to put forward proposals

for such publicity,which might perhaps take the form of a pamphlet,
as 500N as possible,

bJ (WA N4 e
(/f'tb‘\ |

F'I_ Eﬁh.lu A B
(Approved by the
Financial Secretary

and signed in his absence)
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24 Octobar 1985

Tha Rt Hon Higel Lawson MP
Chancellor of the Exchaguer
HM Treasury

Parliament Street
Westminster

LONDON

SWl

D Noel

CHARITABLE GIVIRG

Douglas Hurd sent me a copy of his letter of 15 Octolfer to you,
which enclosed a copy of Adam Ridley's paper on\wa¥s to ancourage
further charitable giving.

I have to zay that I am not antirely sure that it is wise to lat
stand the implicit acceptance that charitable giving should be out
of tax=-free incoma, rather than out of tax-paid income. It is
rather akin to the argument that the VAT should be donated to
charities on purchaaes of charity-sponsored goods. We nead to be
caraeful to amphasise that the availability of tax reliefs and
incantives 18 a cohceSsion specifically aimed at promoting
particular kinds of expenditure. Otherwise, we may find that tax
relief on charitable donations is regarded as a right, which may be
stretched even further.

AS to the proposals in Adam Ridley's paper, I hope nevertheless
that you will be able to look sympathetically at these. The
proposals on company giving would provide for a simpler and
defensible system, well-timed in relation to the improvement in
company profitability, and should be wall received.

As to individual giving, I share the viaw axpressed in the paper
that further incentives nead to be simple and unbureaucratic. I am
not convincad that the scheme described in paragraph 24 of the
papar fills that bill. I wonder whether we might look more closely
at the idea in paragraph 26, for charity stamps. This is well
directed towards a real problem, that individuals are aoften moved
to make charitable donations at a time when their cash flow doesn't
raally allow it, To be able to buy stamps which alse attracted,

say, a 20 per cent premium when given to a charity would ba a
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significant incentive, and stimulate regular charitable giving.

A8 to payroll-giving, while attractive in some ways, Lhe obstacles
look formidable. It runs counter to our policy of reducing tax
relief and an initial reading suggests that it will be difficult
for Government to be even handed in fostering such a scheme. In
the same way as 1 share Douglas Hurd's reservations about
discriminating between charities, I would be chary of our becoming
50 Cclosely involved in directing benefits to particular charities,
through a Give-as-you Earn schems,

I am copying this letter to the Prime Minister, Geoffrey Howe, Leon
Brittan, Douglas Hurd, Keith Joseph, Gecrge Younger, Nicholas
Edwards, Norman Fowler, Tom King, David Young, Kenneth Baker,
Richard Luce, John Moore, and to 5ir Robert Armstrong.

HNORMAN TEBBIT
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MﬂEL,

CHARITABLE GIVING

There seems to be considerable agreement that there would be value in a
package of further tax incentives and ather measures to help charities tap the
generosity of businesses and individuals more effectively, and that now, with
company profits and earnings rising and with public expenditure necessarily
constrained, would be a good time to introduce thea.

r} A The attached Egper, prepared by Sir Adam Ridley for Grey Gowrie in
—— consultation with ofticials here and in the Office of Arts and Libraries,
contains what I believe to be a package of realistic propesals. It suggests

three initiatives. In order of priority, they can be summarised as follows:

(i) the introduction of corporation tax relief for single
gifts; (replacing the little used facility for companies
to give by covenant);

(ii) the introduction of a modest incentive for single gifts by
individuals, while retainifig The present covenant system for
them;— )

[iii) the encouragement of payroll giving or other foms of regular
cunputfflfgd transfers for charitable giving.

There is no reliable way of predicting what extra giving these measures
might produce. But it seems likely that they would stimulate a sharp increase
in company giving, a useful increase in individual giving "one off" and,
possibly, a further substantial increase in the longer term If payroll type
deduction becomes established. Taking companies, for example, where. the
welcome reduction in corporation tax levels has had the side-effect of
reducing the incentive for charitable giving, we might hope to achieve
something more like the higher levels of giving of the early 1970s, before
company profit levels dipped. On this basis, there could be up to £100m worth
of extra giving which would then attract a further £54m in tax relief. We
might expect that the increased giving resulting from an incentive for "one
off" gifts by individuals giving and from the spread of payroll type deduction
to be considerably less than this; but they would still be increases well
worth having., In budgetary terms the sums invelved are not large, but they
could be highly significant in their impact on the charitable sector, as well
as on the long term patterns of giving of businesses and individuals,

By far the greatest part of any increase in the income of charities
could be expected either to go to bodies whose activities underpin public
services, or to contribute to the funding of the arts, universities, overseas
aid or other programmes where there is continual pressure to increase our own
spending. Not all types of charity would benefit equally, and some valuable

The Rt Hon Nigel Lawson, MP
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but unglamorous work would not benefit at all. New income generated in this
way could not therefore replace Departmental grant-giving in accordance with
our own policy priorities. But the promotion of a climate in which charities
can more effectively practice self-help is entirely consistent with our
approach to the independent and voluntary sector as a whole. Like the other
colleagues consulted by Leon Brittan I believe the suggestions for new tax
incentives are realistic and we would be grateful if they could receive vour
personal consideration in the run up to the 1986 Budget.

Several of us were much attracted by Adam Ridlev's ideas for giving
through payroll or other computerised systems. Such ideas would seem to have
great potential, not only in terms of the revenue that might be generated in
this way but also because their use could help to encourage a greater sense of
participation throughout society. But they need further thought; I should
suppose that the lead in any further study would have to come from the
Treasury. For the most part, officials in other Departments will probably
lack the knowledge of finmancial institutions which would enable them to decide
whether payroll giving or giving through banks, building societies etc, offers
the best prospect of growth.

If 1 have myself a reservation about any part of Adam Ridley's paper, it
is on his ideas for a two-tier system of charities. They are stimulating,
but 1 feel we should approach them with some caution. We are all familiar
with the political difficulties of amending charity law, and some of us would
need to be convinced that the risk that newly-facilitated charitable giving
would be directed to undeserving causes is so great as to justify a new
attempt. Proposals presented as the creation of "super charities" could be
likely to be misunderstood and would certainly cause confusion. Though an
entirely new arrangement, wholly separating eligibility for new fiscal
benefits from charitable status, might be less open to this objection, I
should be very reluctant for any new designation to depend on the use of
administrative discretion by Ministers, (an arrangement which would certainly
be open to exploitation by some future Government of another persuasion).
There might be fewer difficulties if categories of beneficiaries were defined
in advance, but there would remain the problem of devising, and defending
criteria which would be required to apply fairly and consistently across the
whole gamut of public policy. To make changes of this kind would be to risk
creating deep divisions within the charitable and voluntary sector. I would
be content that we should ask officials from all the Departments concerned to
lock at the possibilities. But I would need persuading that it is necessary
o make major amd controversial changes simply to provide more effective
incentives for corporate giving, or a modest boost for one-off giving by
individuals.

I am copying this letter to the Prime Minister and to Norman Tebbit; to
Tom King, George Younger and Nicholas Edwards; to Geoffrey Howe (overseas
aid), Keith Joseph (universities, research, schools, the youth service),
Norman Fowler (health and social services charities and charities meeting
individual need), Kenneth Baker (the environment and heritage; inmer cities,
rural interests), Leon Brittan (Citizens Advice Bureaux, local enterprise
agencies), David Young {employmwent related projects) and, not least, since
this letter stems from an initiative by Grey Gowrie, to Richard Luce (the
Arts). Copies.alsc go to John Moore and to Sir Robert Ammstong.
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STIMULATING MORE CHARITABLE GIVING

The advantages of more and better-financed charities are
clear. Though this Government has improved the incentives Co
charitable giving since 1979, there is a powerful case for
strengthening them further. This note sets oul that case and
then outlines how it might best be met.

MORE VIGOROUS CHARITIES

Lo A bigger role for charities and voluntary action need
not conflict with the Government's econcmic strategy. Indeed
it should reinforce it. Growth in the non-profit sector can
ereate jobs, and relieve pressures on public services,

spending programmes and grant-glving budgets.

3. The Government's public spending objectives clearly
imply that most major programmes will be held to stable or
declining real levels for many years. Growth in the
charitable and voluntary sector, especially if financed by
private individuals and businesses, could help to relieve the
tensions such restraint is already causing. This is evident
in such wvaried areas as health, the immer cities, education,
social services, conservation, job creation, the stimulation
of enterprise, the arts and overseas aid. Ministers have
long stressed how publie/private partnership and plural
funding are the way ahead. To the extent that the private
response falls short, this policy will be the less credible.

4, Growth in some forms of charitable giving implies an
increase in tex forpone by way of Eiscal benefits, while to
stimulate more giving, more incentives may be needed. So
there will be an effect on the PSBR. Can this be justified?
First, in many parts of the wvoluntary sector whose activities
are relevant to Government policies costs are usually lower
than those of public bodles, for a variety of reasons. In
some policy areas, again for differing reasons, voluntary
corvices may be more effective than a statutory service could

be. A wvoluntary sector service, even were it wholly financed
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by public sector fees or grants, may then reduce the public
spending requirement. In practice however public funding is
almost always supplemented by, or draws in, private
charitable funds and often volunteers as well; while some
useful veoluntary services, usually those with a strong public
appeal, are able to operate without any contribution from the
public purse. Even allowing for the value of fiscal
benefits, the more policy-relevant activities that can be
funded without Government aid, and the higher the propertion
of charitable funding of those bodies that do receive aid,
the more cost effective the service ought to be from both a
PES and a PSBR point of view.

TRENDS IN CHARITY FINANCE

o The key to a stronger voluntary sector is more money.
However such information as we have on charity financing in
recent years is disquieting. HNet surprisingly, perhaps, the
1970's was a period of serious deterioration. One study* of
registered charities' incomes in 1975/6 and 19830/81 showed
that between those years:

income from fund raising and donations fell
by 40% in real terms;

income from rents and investments fell
by 23% in real terms;

the share of both in total charity revenue
fell from 50% to 25%;

total real income increased nonetheless, but only
thanks to a 30% increase in grants from statutory
bodies, and a 1677 increase in fees and charges.

% A Profile of the Charity Seetor'. Dr J Posnett,

University of York. Charity Statistics 1983/4 p. 56 et seq.
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The larter development is of course semething ef a mixed
blessing. A massive expansion of services bringing in fees,
charges and ticket revenue is an option open only fo a
fraction of the voluntary and charity world such as schools
and universities, the Arts and historic buildings and a
limited range of organisatiovns Ln the social services sector.
Moreover, dependence on grants has its drawbacks, as is
argued below. Good or bad in jtself, it has not only offset
hut concealed the serious deterioration and modest recovery
in private giving. And it cannot be reallstic Lo assume that
public sector grants and payments for services will be able
for much lenger to maintain the high rates of growth of

recent years.

6. 0f the two sources of private gifts, companies and
individuals, the companies have performed worse. According

to the admittedly somewhat uncertain figures in the National
Accounts /Blue Book Table 1-8/, company giving only went up
from £42m in 1973 to £51m in 1979, over a period when prices
more than trebled. The proportion of total company income
fell by nearly as much - from 0.2% to 0.09% - so falling
profitability was not the major reason. Although company
profits have risen dramatically since Che rececsion and the
average return on capital for all companies is now at record
levels, overall company giving does not appear Lo have picked
up much in real terms and certainly not as a share of
profite. This is all the more remarkable given that the
company sector accounts Ffor about 20% or a fifth of total
incomes and profits, but only 5% or a twentieth of voluntary
giving. Part of the explanation may lie in the swift growth
of sponsorship, on which spending now well exceeds L100m a
year., However since spongorship is not attractive tor more
than a minority of companies it camnoC account for a
generalised falling off in generosity and desirable though iC
may be, the bulk of it is devoted Co sports and a narrow
range of artistic actiwvities, &0 it is only of modest value

to the mainstream of charitable activity.

3
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7 Personal incomes bave risen fairly steadily in real
terms since the recovery. The flow of covenants and personal

giving has certainly increased, stimulated no doubt in part

by the improved incentives introduced recently. But their
growth has been too modest and far too small a base to have
much impact on total charitable income. In sum, Cthere is
little comfort to be sought in present trends. The reasons
them are complex, but whatever they may be there are no
grounds for expecting any early or dramatic improvement in
them.

3. At the same time there have been important changes in
the distribution of charitable piving generally. Larger

charities with professional fund-raisers have done relatively
well. But smaller (often locall) charities have suffered,
many of which work in support of local statutory services.
Given the wvast range of activicies charities support, and the
very wide variations in their finmancing - which may be
particularly focussed on any of legacies, covenants,
investment income, grants, fees or other payments for
services - it is imprudent to offer many firm generalisations
about broad trends. But the growing dependence on grants or
payments for services of some charities supported by local
authorities, DHSS, DOE, the M5C and the Home Office is clear
and disquieting. Too great a dependence on public funding
after the 'start-up' stage may over CLime erode the basis of
charitable and voluntary action, in some cases it has
weakened the incentive to raise funds privately, and
cercainly it leads inexorably to demands for more. Moreover
it breaks the wvital, personal link between giver and receiver
which recent policy has properly been directed at
strengthening. That link is both an incentive to give and a
mechanism which allows the public at large to direct
resources Lo activities which ordinary citizens mind about
but whiech the state may neglect or consider unimportant.
Where, as in the Arts, organisations are intrinsically
commercial and selling a service, there is an analogous
problem, as Willliam Rees-Mogg has eloquently argued. The

organisations dependent on subsidy will come to care less

4
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about and work less for popularity with their customers and
success in the market place. Their success and objectives
will be measured more and more in relation to the scale of
gsubsidy received. These rather perturbing developments are
of themselves powerful grounds for considering whether the
incentives to private giving need to be strengthemed and
better publicised, even if there were every prospect that
public sector grants and payments for services would continue

to grow.

WOULD BETTER INCENTIVES HELP?

9. The case for better incentives cannot, however, be
judged solely in terms of the need for the giving they are
supposed to encourage. However great that need might be, one
must also be reasonably confident that a stronger stCimulus
would elicit a worthwhile response. Better incentives might
well not generate commensurately more giving in the USA
today, where they are already generous, of long standing,
widely understood and not unduly complex for the giver. But
this claim - even if true - cannot be extended to Che UK
where those conditions c¢learly do not held. In our case
there appears to be no systematic research from which one
could deduce with total confidence what the response to
better incentives might be, or how much of it might go to
causes of interest teo the state. But there are several
compelling reasons for believing that there are major
resources of generosity which remain untouched, better ways
of tapping them, and that organisations of particular
interest to Government might win 2 real share of any extra
money raised.

10. The flatness of company giving after a decade of

decline to very modest profit shares and over a period of
almost unprecedented prefit growth (para 5 above) must
indicate a massive potential in that sector. For persons the
position is less unambiguous, but strongly points in Che same
direction. The response to famine in Africa and the increase
in personal covenants following recent reforms support rhis
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judgement. 5o does the fact that in some respects our
incentives remain discouragingly buresuecratie, rigid or
complex, despite the major improvements in the degree of
incentive introduced sinece 1979. This is no doubt why not
all fund-raising charities have felr it worthwhile to set up
covenanting arrangements. And the complications of the
system cannot but reduce the generosity of those who do give
regularly, and stop countless others from giving regularly at
all, except to a few major charities, typically on flag-days
and Iin response to major appeals. Moreover, progress in
simplifying and computerising the tax system may be creating
new opportunities for removing these obstacles, which need
tat the very least) to be identified early, so that

worthwhile potential innmovations are not Inadvertently ruled
out. Improvements in administration could be of real value,
even if accompanied only by modest changes in incentlves.
Given the unavoidably lengthy pericd of time between any
decisions, their anmoumcement, legislatien and
implementation, there is not much time in hand if the
Covernment should wish te make any real impact on the scale
of charitable giving and public spending pressures by 1957,
Cince the Treasury will this year be publishing a Green Paper
on the future of personal taxation which is Co discuss a
number of issues which will affect personal giving, there is
every reason for an early start in examining what might be

done.
1l Summing up the analysis teo this point,

{1} the need for more genercus giving is preat, and it
is not being met nor does it appear likely to be
in the future;
there are good reasons for believing that both
companies end individuals might be induced to be

more RensTrowus;

ways of doing this need to be studied soon;
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these should embrace not only the degree of
incentive, but the practical and administrative
complications of (and hence obstacles tol giving;

changes in incentives and administration will
bring bigger dividends if they are accompanied by
propaganda designed to interest both fund-raisers
and potential givers.

AGENDA

s 4 0Of the many ideas regularly canvassed, onlv a limited
number appear to be of particular merit, relating to
companies, individuals, and the kinds of activity supported.

These are now discusced in Eurn.

Dmﬂganies

5 5 At present the main stimulus is Che four-year covenant,
as with individuals - though of course companies can glwve out
of taxed profits ad hoc as well or go for sponsorship of
various kinds. A significant commitment for a four-vear
period is not too difficult for individuals to contemplate,
since most of them can form a sufficiently reliahle view of
their income and commitments that far ahead. However, this
is less true of companies, many of whom seek to keep such
longer term commitments to a minimum. One reason for this is
that since their profits are the very wvolatile residual
between income and outgoings most companies are necessarily
much less confident about their likely financial position
two, three or four years hence. Many companies can expect
their profits to vary around their trend value by (say) a
factor of two up or down in a pattern which cannot he
foreseen. Such wvolatility is rare for people. 5o, despite
the special arrangements available in exceptional
clreumstances, companles must necessarily be more cautious
than individuals about committing themselves to giving

substantial sums to good causes for a four year period.
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[Simple considerations of prudence will suggest that the
maximum they ecan commit at present should be related to the

four years). At the same time, the psychologically natural
urge to give generously ad hoc in occasicnal years of
exceptional profits will not be encouraged, since the gift

can only come from taxed income.

14, In contrast to the convenanting system, forms of help

other than money gifts to charities and veluntary
organisations may, to a greater or lesser extent, be tax
deductible. There is tax relief on secondments, which in
practice also applies to "gifts" of expertise - accountancy
advice or secretarial services - on a part-time basis. Like
sponsorship, a gift for use as a prize or to help the work of
a voluntary organisation may be tax deductible if it can be
seen as a form of advertising. In contrast, gifts of used
goods or equipment have to be made from rCaxed income: though
their wvalue can be written down, there is no logic in the
digstinction. The position on practical help with eg
accommodation and publications is not clear. Help of all
these kindes is of course not uncommon already. But
encouraging more of it and making its provision as simple as
possible would be of great help, particularly perhaps to the
smaller more local and less professiomal organisations,
whether charitable; or, like enterprise agencies,
non-charitable. More uniform tax treatment of all forms of
help in kind and much better publicity for the advantage of
tax deductibility are needed. As the recent concession on
secondments shows, tax deductibility is a highly effective
incentive. And In passing one must ask whether there is any
reason in principle why gifts of money should not be treated
in the same way?

15, It can be argued that the current provisions for
Company SPGHSGTShiP pvnvidp an answer ro the deficiencies of

the four-year covenant, and some further comfort can be drawn
from the fact that such spending {s growing quite fast, as is
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noted in para 6. Sponsorship is, of course, unequivocally

tax-deductible if it can be shown Lo promoCe a commercial

purpose. However, though it 1s a useful source of finance,

for certain types of voluntary organisation or charity it is

restricted in the companies it can appeal to, the reclipients

who will gain from it and the kind of actiwvities iC can help.

[a)

Vast numbers of charities and much waluable voluntary
action are hopeless or at best very poor vehlcles for
uhe publicity sqonsosship brings - garticularmy,

perhaps, the smamler and local chariuy.

Sponsorship will normally only attract companies which
seek favourable publicity with the general public;
which are large encugh to give worthwhile supporC Co
ma jor events and to handle the administration; and
whose philosophy of marketing and advertising is
consistent with sponsorship. HNearly all smaller
companies will fail all these tests, as will most
medium-size ones and many of the largest.

Sponsorship can in practice only be used to finance
events and "current account" activities. 5o it is no
stimulus to company finance for endowment funds and
capital account ventures such as buildings. This is,

of course, already a source of regular criticism.

Covenanting has its weaknesses for corporate giving,

Many companies, perhaps most, do not pay corporation
tax at present, though the changes in the 1984 Finance
Act should make the bulk of them pay it eventually.

For them there can be no tax benefit in covenanting,
nor a way in which any kind of tax credit can be
accumulated over periods when they are not paying tax
and be carried over to be set against assessments in
later years when they will expect to pay it.

CONFINENTIAL
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Accounting for Charitable gifts is a separate and
distinct administrative chore for management. Thie may
not be a major deterrent, but it is probably a
significant if not vast disincentive to giving in
practice.

L7 This diagnosis points to three simple but major changes
wnich would not make the degree of incentive bigger, but
would make it much more effective.

18. First, there should be no requirement for giving for a
period of years. Single gifts should be like other kinds of
current spending and, in effect, attract the remission of
Corporation Tax. This would allow companies to gear their
gifts to known or probable profit levels, and free them from
the pressures to caution described in para 13, Equally
impertant, it would effectively make redundant recourse to

sponsorship as a disguised device for making single gifrs

which are tax deductible, while leaving as much scope as

before for generating publicity. This would eliminate at a
stroke the problems discussed in para 15. The charity
world's anxieties about higher fund-raising ecosts and losing
the long-term commitment inherent in covenanting are probably
serious only for raising money from individuals. Charities
should be impressed, too, by the fact that other countries
appear without major or known exception te provide incentives
for one-off company gifts. That said, the change would, of
course, in no way prevent them from seeking support from
companies over a period of years if they thought that the
best strategy. There is no goed reason for intreducing any
upper limit on the proportion of prefits up to which gifts
would attract tax relief. We have no such limit now: it
would inhibit the most genercus regular givers and those who
might occasionally wish to be very generous; and it would
create difficulties For those companies which are wholly
owned by charities and at present covenant all their profits
to thelir parents.

19, Second, the present tax incentive should be applied in

a different way. Gifts to Charities should be treated ac a
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conventional current account debit, in other words made tax

deductible, rather than attracting an equivalent tax rebate.

This would much reduce the problems raised in para 16. It
would in effect give companies paying no corporation tax a
credit which could be set against past taxation or deducted
from their assessments when they come back into tax at a
later date. This should create a useful incentive for many
of those numerous tax—-exhausted companies to whom covenanting
has nothing to offer. It would make accounting for gifts by
companies a simpler task, and much of the checking would pass
to the auditors from the Revenue. It would exploit the
possibly greater power of the psychology of deduetibility
over tebates. (It is striking that corporate giving also
appears to be treated as a deductible expense in all EC

countries except the UK and Ireland; and that in general
there is no requirement for a commitment over & period of
yearal. There might also he useful staff and costs savings
for the Revenue, who would no longer have to pay rebates Co

Charities for each payment under every company covenant. A

cantrol on the issue of standard official receipt forms could
provide a basis for surveillance and cross-checking by the

guthorities.

20. Third - perhaps less importantly - the incentive should
he extended to cover all forms of help in kind as well as in
cash, to Clarify the position described in para 14. This
would be made much easier by a move Lo unequivocal and

comprehensive deductibility.

21. Such a package of charges would increase rChe impact of
the basic incentive to many firms and considerably extend the
numbers who might be attracted by them. Its impact would
naturally be all the greater if accompanied by a campaign of
publicity and propaganda, The recent profits surge provides
a good foundation on which to build. Influential elements in
the business community are already showing a lively interest
in spreading the gospel more widely, actively encouraged by
the Duke of Edinburgh. Part of their interest is in the
promotion of community Trusts. But interestingly they also
see great value in promoting an active and conscious

philasophy and practice of charitable giving in management.

11
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Individuals

22, The 4-year covenant system is probably much nearer am
optimum for individuals than it is for companies, for the
reasons given in para 13. While the Charities welcomed the
cut from 7 years to 4, it is unlikely that Chey would see
much benefit in a further cut and its replacement by reliefs

for single gifts or one-year giving. Their doubts on this
score were made elear in Lord Goodman's report nearly

10 years ago. The loss of assured income years ahead, the
extra costs of promotien and the attendant bureaucracy would
seem to make such a move undesirable and unwelcome. Nor is
there much attraction in comprehensively recasting the
individual's 4 year covenant teo make it a deduction against
basic rate tax rather than attracting a tax rebate as at
present. The deduction for higher rate tax-payers 1s working
well, even if it is as yet surprisingly little used. The
American use of deductibility is no counter-argument because
of major differences in the way individuals are taxed there
and here. Their system of self-assessment requires almost
everyone toc submit a tax return every year, in which case
submitting extra documents relating te charitable gifts is
only a relatively modest additon to the task of
administration. In the UK only one in five of Lincome
taxpayers normally files an annual return. So to establish
the legitimacy and amount of deductions for all individual
charitable giving would generate a great deal of extra work
for the Revenue and could well be unpopular both with givers
and with employers, who have to operate PAYE.

23. Accepting that the present 4-year covenant is Co
remain, there remain, nonetheless, several Iimportant ways in

which more giving might be encouraged. Present arrangementCs
are deficient in that

(L) the four-year covenant is not the most natural or

easy way of giving "one off" or respnnding to

12
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periodic impulses of generosity or occasional

windfalls of money;

the covenant procedure is, as argued earlier, so

complicated as to discourage many potential givers
of modest means, and not well-suited to attracting
the small frequent but widely dispersed gifts such

people may prefer to make;

it pifers no way of testing whether deductibility

is a more powerful incentive psychologically Chan

our present system of rebates.

There are two ways in which these deficiencies might be

remadied.

24, The first remedy would be to introduce an incentive to

single gifts which complements rather than undermines or
replaces the four-year covenant. To do this it would have to
offer a worthwhile incentive, but probably one percepcibly
less than the covenant, And it would need to be simple and
unbureaucratic for giver, charity and the Revenue alike. Une
method might be on the lines of

tax remission at say half the basic rate of income
tax (ie 15% at presenti, or perhaps a rounder
number like 20% ("Govt returns £l of tax for every
4 of taxed income given away'), only to apply to
straight gifts, not tickets Eor fumctioms and

lotteries, or pifts in kind;
suitably authorised recipients to give individuals
a standard receipt demonstrating elipibilicy for

tax reliefl;

individuals to submit receipts to the Revenuej

13
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a modest ceiling on the total of single gifts by
an individual in a year which are eligible for
relief - say Z£100-£200;

a minimum for each gift of, say, £5 to eliminate
the need for processing vast numbers of small
donations. This threshold might also stimulate

extra giving of itself.

23, It would be for comsideration whether the certified
gifts should crigger off rebates by the Revenue to the
Charity as with covenants; or rather whecher to make the new

provision in addition an experiment in deductibilicty. In che

latter case one might envisage a system whereby the Revenue

establish that the giver paid sufficient income

tax in the previous year to justify his claim;

send the giver each year an approprlate refund of
Cax;

or - though it would complicate FPAYE
administration - calculate a credit to be set off
against his income tax bill in the following year.

Clearly a choice between these alternatives would require
careful investigation of the staff costs and administrative
considerations by Che Revenue. AC first glance the cash
refund route would appear simpler than the conventional
FAYE-based alternative. Unless such a modest relief for
single gifts led to a great switch of giving from four-year
covenants, it would not involve the vast and unacceptable
complications of the full move to deductibility set out in
para 22.

26. Another idea more in line with existing IR practices -
would be the Charity Aid Foundation's proposal for (in
effect}) charity stamps. These might be purchased by eligible
individuals from, say, post ocffices, and would attract tax
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relief when returned to the Inland Revenue by eligible

charities which received them.

27, The second remedy - perhaps more important in the long

run - would be spreading the habit of repular personal giving

more widely. The covenanting system has several obvious

drawbacks which must restrict its main appeal to the
sophisticated and better-off. Even now, many people do not
have bank accounts and seek to keep occasional large payments
to a minimem. Yet covenanting typically involves the payment
of an annual contribution in one lump sum, which must lessen
its appeal to those who cammot [ind the money for
intermittent and relatively large acts of generosity. It
requires each individual to fill out a rather puzzling form
every year to certify deduction of income tax. And ics
promotion is easy only for membership organisations and
campaigns directed at the better educated. For such reasons
covenanting is not the ideal way to elieclt a ready response
from the great mass of ordinary employees. Can one then find
ways of encouraging giving by those who, for example, only
bank and save, 1f at all, with Building Societies, the Giro

or National Savings - pecple whose strong preference is for

giving by a simple method in very small weekly deductions,

typically under £1, for union dues, friendly society schemes,
SAYE and so en? A certain number of well-organiced groups

like some church congregations already operate such schemes.
But they are much handicapped by the need for constant,
invidious and laborious pressure on the givers and the
absence of a simple and automatic means of collection of
payment. In most cases, however, there is no organisation
which can easily promote such fund-raising. On top of all
that, it appesrs that the few payroll deduction schemes that
have been arranged are for one of a small number of
well-arganised national charities, and notl for local needs;
the giver cannot choose who he gives to; and the deductions
themselves have not been arranged as covenants, so they have

attracted no tax rebates.

28. The obvious answer would be to make available as widely

as possible a simple system of freguent regular small

)
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covenanted contributions or pay-roll giving which would

amount to a kind of give-as-—you-earn (GAYE). That this could

be very effective is shown by the example of the well-known
American organisation - United Way - which has set up such
arrangements throughout the USA. The scale of giving it
supports (£800m p.a. in a recent year! and the very wide
coverage it has achieved are the clearesl possible
demonstration of the untapped potential for such personal
giving in the UK.

I There are several ways in which this might be done.
The most obvious would be to encourage the recent efforts of

the National Council for Voluntary Organisations, the
Charities Aid Foundation and others to reproduce something

like the US system. The embryonic British analogue, United
Funds, which was launched in 1983 under Peter Jay's
Chairmanship, has already established contacts with

Departments. Its modus operandi and progress are discussed

in Annex A. However, this initiative is still at an early
and experimental stage. Ewen with its current change in
chairman and strategy, it is unlikely to make a ma jor impact
for a considerable period. It also suffers from some major
limitations:

it operates by persuading individual employers to
set up a system of pay-roll deduction;

the stimulus and organisation depends on building
up a complicated network of workplace activists to
encourage giving to local "Community Funds®.

the few larger and better organised Charities who
have already created some workplace organisations
may be hostile, and are inevitably competitors.

clearly some employers will not collaborate; and
dependance on volunteer activists means Chat
payroll giving is unlikely to achieve more than a
patchy coverage of the country for a very long
time.

16
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30 - The US example suggests that despite these drawbacks,
the idea iz so potent that is would be rewarding Co make
every reascnable effort to encourage it . Government could

help by such moves as

facilitating the promotion of payroll giving
amongst its own and other employees (recognising
that an experiment is already under way);

giving more "seedcorn" finance to help finance
publicity and promotional work, locally and among
large employers generally. (The Home Office has
funded only one local experiment!;

promoting the scheme in partnership with employers

and unions;

establishing whether the imminent computerisation
of PAYE could help make the scheme cheaper and

more effective

In so doing Ministers would, however, have to recognise
United Funds' concern and need to stay well clear of partisan

activity.

31. An alternative approach would be te seek other ways of
providing machinery for the simple svstem of freguent
covenant payments required. These might not carry with them
the important ingredient of the activist and workplace
promotion which is inherent in United Funds. But they might
make payroll giving available more gquickly and
comprehensively.

17
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32 In principle, there would seem to be two ways of doing
this:

To use the computerised PAYE system to deduct and

collect the gifts net of tax from gross pay, to
aggregate them, charity by charity, and to pay
over the receipts including the tax rebate but
less a handling charge. The task involwved would
appear Impossibly complex in today's income tax
system, but prima facie should be within the

capacity of the new system in due course. The
Revenue would then run a kind of nationwide CF as
an agency service paid for by the Charities.

Ta foctis not an employers or the Revenue, but on
the (mainly) private financial institutions such
as Banks, Credit Card Companies, Building

societies, Giro and TS5B, and (conceivably! DNS5.
These institutions are operating current accounts,
standing orders and variable deblts on a massive
and growing scale, and steadily eroding the (still
significant) group of those with no kind of
banking or savings accounts. These Institutions
would explicitly create ctheir own analogue to a
Community Fund for their personal clients. This
could or should invelve them, first, in actively
promoting to their clients a well-known facility
(the standing order) in a new light (covenanting
and its tax reliefs), something which of itself
might well provoke much more giwving. But in
addition they would agpregate and hand over the
Funds (perhaps to the CAF) for onward distribution
to the charities, which might cffer waluable
reductions in costs. To be viable the fee charped
for this service would, however, have to be much
lower Cthan those normally charged for standing

orders by the major financial institutions.

La
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%5 These proposals are not mutually exclusive, but clearly
could cut across one another to some degree, or risk creating

overlapping machinery. However the need for something on
these lines to engineer incentives for charitable giving

which are accessible to as many ordinary people as possible

is great.

FURTHER CONRSIDERATIONS

4. A new incentive for corporate giving could be effected
quite gquickly in the next Finance Bill, and an incentive for
single gifts by individuals could also be an early
possibilitv. They could be coupled with a campaign of
propaganda, covering also payroll and similar forms of
regular giving - though the effects of this would take longer
to show themselwes. But some possibly awkward questions also

neaed answering.

35-

cost attributable to such changes. This is not as walid an
objection as it may appear. If Ministers stand by their
commitment to an expanding voluntary sector, then that

necessarily involves accepting the element of growing tax

expenditure which is an unavoidable aspect of financing its
desired growth. Moreover, [or the reasons given in

paras 3-4, the glternative to greater voluntary activity will
usually be to add to planned public spending programmes in
order to make good as far as possible the gaps the voluntary
sector fails to £ill. This will invelve a higher PSBR cost
which could well negate the revenue retained if the
incentives are left as they are. And there would be
significant gaps that no public sectoer activity could be

expected to fill.

36. The second is that much or some of the extra giving
which the proposed changes might stimulate would go to

19
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undeserving or deoubtful charities or activities. This could
lead to embarrassing controversy and provoke hostile and
unwelcome proposals to modify and tighten the role of
charities. The conclusion might then be drawn that, however
strong the case for encouraging more giving, it would be
imprudent to make the incentives "too generous" and thus risk

putting the whole system in doubt.

37. The third is that ministers might wish to steer extra
charitable giving somewhat teowards supporting particular
charities and policy objectives — a desire which is already
reflected in the way some of their activities are purchased
by fees paid by public bodies or supported by grants from
them. The measures proposed would not have any such hias.

38. The second and third questioms both point in rather
gsimilar directlons. In each case the scolution would seem to
lie in some form of discrimination, designed either to keep
the most undeserving out, or give special advantages to the
most deserving.

39, The abvious way to discriminate against the undeserving
would be to reform Charity law. This often-canvassed
possibility probably has to be accepted as unrealistic. This
would appear to mean that there is no choice but to leave the
present system of incentives much as it is. This would,
however, mean acquiescing in the present unsatisfactory
position In which the scale and trend of giving falls
increasingly short not merely of what is desirable but of
what should be possible. Moreover it is an Iincorrect
conclusion. Even if a frontal attack on Charity law is ruled
out, there is another way in which the required degree of
discrimination might be achieved which leaves present

arrangements as thﬂy are.

&0 . This would be to create a new class of bodies seen as

of special wvalue in themselves or to Government policy, which

20
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might be given special or additional fiscal privileges. This
system would be independent of the present system of charity

law and might in effect be administered by the Inland Revenue
with advice from other Departments. Annex B explores this
idea at some length, and shows that the discrimination
required could be achieved in a number of ways. Experience
overseas where such double-tiering is employed suggests that
one simple way of achieving it is by fiscal legislation, to
allow gifts to upper-tier bodies to attract tax relief up to
higher thresholds of income or profits than gifts te the
lower tier; or to restrict some kinds of reliel in this way
to upper-tier bodies alone. Another more comprehensive
approach would be to legislate separately for a mew kind of
"super-charity’”. Annex B suggests how this could be done
without it being necessary to displace the framework of
ordinary charities; and illustrates the way this has been

done in America.

&1 s One could give effect to the first and simpler method
in the Finance Bill. This would require either some very
limited definition of the objective criteria the upper-tier
charities would have to meet, or reference in the legislation
to a list of qualifying bodies which would be established by
ministers, or a measure of both., The latter is obviously
easier to envisage. But arguably it could be an awkward
system to operate for a long period. A discretionmary list
would invite representations for inclusion from those not on
it, and would be open to partisan abuse, particularly perhaps
after a change of Government. The second route - legislating
directly for a "super—charity" to supplement ordinary
charities - is perhaps &8 more satisfactory method in
principle and in the long run. But it is obviously more
demanding, and one cannot be entirely confident that it would
steer clear of the problems which bedevil reform of charity
law itself.

21
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az, Such bodies, with their special privileges, might also
pay a price for them in the form of more tightly defined
objectives and stricter supervision.

43, Thece ideas would naturally need further examination by
departments as well as the Inland Revenue. There would be
man-power implications in creating and maintaining a second
register of "super-charities". And one would have Co
consider how far their introduction might stimulate calls for
a radical review of charity law as well even though they did
not directly alter it. But if the fear of stimulating mare
giving to disreputable charities or the wish o steer it
towards those seen as useful is so strong as to inhibit any
further moves to encourage giving so long as charity law
remains unreformed, this alternative approach demands careful
consideration.

CORCLUSION

44, Encouraging a growing voluntary sector is a general
objective of this Government. The 1983 Manifesto promisced
"we shall develep other mew ways to encourage private giving"
(p-29). That wvigorous growth is particularly necessary in a
number of important areas of policy. However, it is not
taking place. This is not because incomes and profits are
depressed - the evidence of substantial untapped resources 1s
compelling. Some at least of this potential giving would be
likely to be tapped by:

(1) ending the 4 year covenant system for companies
and introducing straightforward deductibility for
single ar continuing gifts;

by introducing a restricted incentive for simgle
gifts by individuals which might also be made
deductible;

22
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by measures to make regular giving of small sums
by ordinary people simpler; and

by a publicity campaign which might complement and

reinforce these changes.

Io reject such changes because of their apparent PSBR cost
would be wrong. If it is felt that their benefit would be
too indiscriminate, there are ways in which the benefit of
better incentives could be concentrated on the most deserving
parts of the voluntary sector. Much of what is proposed
could be given effect in the next Finance Bill.

45, If such a programme is not possible, then ministers are
likely to be faced nct only by criticism over failure to meet
a4 Manifesto commitment, but by growing concern about the
finaneial support for charities generally; and continuing
pressure for more and larger grants, increases In both local
and central government statubtory services and programmes . and
a further extension of state activity in both Central and

Local Gowvernment.

M

ADAM RIDLEY
31 July 1485
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ANNEX A

PAYROLL GIVING: UNITED FUNDS

United Funds was recently set up to reproduce something like
the "United Way'" system which has long been well-established in
the USA. It is itself a registered charity supported by the
National Cotincil for Voluntary Organisations (NCVO), the
Charities Art Foundation (CAF) and leading businessmen and
trade unionists. Its original purpose was to stimulate the
creation of a number of "Community Funds" (CF)} in as many
reglons as possible. It is the CF which organises the
collections of money, as does its US analogue. More recently
Chere has also been promolLion of payroll giving as a facilicy
good and public-spirited emplovers should offer to their staff,
without regard to the existence of a local CF.

et United Funds initially appointed regional organisers in
two areas \(Chere was already a CF in Merseysidel. Their task
was to persuade employers, unions and voluntary sector

activists to form a local CF. The CF's role is to arrange with

as many employers as it can in its area to make the necessary
pay-roll deductions. It identifies enthusiasts in each
workplace with a cocperating employer whose task is te percuade
Cheir fellow employees to contract to give repularly. The
individual donor will normally be able either to

give to the charity of his choice;

agree that his workplace CF committee will decide the

distribution of part or all of his money; or

leave it to the central CF committee to allocatce.




The employer transmits the money collected to the CAF for

disrribution to the nominated charities much as it does with

other gifts already.
3. The advantages of this system include:

offering a wider range of people a simple and
accessible way of giving by covenants;

giving the individual wide and free choice of

reciplient;

creating a system in which local charities will be

well placed to raise money;

a cheap and simple method of collecting the money and
satisfying the Revenue that it is eligible for tax

rebates;

involving a large number of activists in active

promotion of good causes;

attracting ordinary pecple to regular charitable
giving In a politically uncontroversial system
supported by a wise spectrum of opinion and

organisations.

In theory the system appears better than that in the USA, where
individual givers usually have to let local committees allocate
all the funds raised.

&, Of the Eirst few CFs, two - Mersevside and York - are
making some headway. But one has failed. The regional




organiser responsible for the Hampshire CF found great
difficulties In getting through to employers, in an area
dominated by firms with headquarters and administration
elsewhere. A few other areas are showing some interest and
trying to set up CFs, but there are no signs as yet of a
snowball effect.

5 The relatively disappointing experience of the first few
years has led to a reappralsal of strategy, to less emphasis on
seffing up CFs as a local focus for payroll giving, and to a

partnership with Business in the Community which is promoting

payroll giving by employees generally. United Funds appear to

feel that they can only advance rather cautiously for the time
being. They are acutely concerned that active support and
encouragement which could be construed as any way political or
partisan might discourage some of the interests whom they will
have to conciliate and use, such as the unions. Some initial
pragrese has been made in securing support among union members,
and a resclution on famine relief passed at the TUC Annual
Conference draws attention te the advantages of giving through
covenanted contributions. But this initiative will clearly not
be making a major impact on the flow of personal giving for
some time to come If it develops as seems likely at present,

even if it is ultimately as successful as in the USA.
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ANNEX B

VOLUNTARY BODIES

It is often felt that further major increases in the financial
suppert given to charities would be unwise because of problems

such ag thege:

there are vast numbers of charities, so many that we
may not knew thelr precise number and they cannot be
very comprehensively policed;

better incentives will not merely mean a substantial
loss of tax revenue [(not in itself undesirable for
the reasons given in para 34 af the paper| Bor- rhat'a
substantial number of the undeserving, controversial
or scandalous will benefit (e.g. tame private
charities, schools, the Moonies) as well as those of
pre-eminent merit or usefulness. The Revenue have
also chronicled a number of well established abuses
of charitable status. Some arise where charities
make grants to one another, or get involved in
complicated and murky transactions with associated
companies and across the exchanges. Others can arise
where charities do not spend the money they collect.

therefore a major improvement in incentives might
focus a lot of inguiring and hostile attention at
where the money would go and, by extension, might
bring into guestion the present wide and ill-defined

scope of charitable activity.
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i However, following the conclusion of the Goodman
committee, it has been widely felt that it would be unwise to
reform Charicy Law to deal with these problems, obvious though
such a response might seem. Charitlies have four hundred years
of history behind them and are today a disorderly jumble of
law, precedent and practice. Though still just viable, the
csystem is so precarious that it might collapse in controversy
and disorder should anyone try Lo reform it. 1If so a
Government seeking te do so would please mo one, would appear
anti-charity, and might in addition end up by harming bodies
like zchools and churches. Thig has, of course, bheen the
conclusion Ministers have reached more than once recently. If
it still stands, then the way ahead has to meet two conditions:

the present Eramework of Charity Law must be leff in
tact;

improved incentives must be concentrated on the more

deserving charities only

3. The most obvious method would be to retain the present
Charity Law framework, but alongside it introduce something on
the lines of the system used in America and Canada - a new
class of super charicy, which might be called "Foundations'. A
Foundation would have ta satisfy certaln objective criteria,
conform to strict puidelines of good practice, and possibly be
more closely supervised than a charity. It would enjoy a
significantly more favourable tax regime than a charity; some
of the improvements in incentives now possible might be
restricted te Foundations. Once Foundations were established
one might then move, if it seemed appropriate, te reduce
somewhat the privileges of ordinary Charities, supervise them

more tightly, or do both.
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Such a move should have several consequences:

the beneficiaries of improved incentives would be
fewer and their merit less open to challenge;

the best Charities would be under strong pressure Lo
migrate to Foundation status. In addition provision
might be made for some activities or bodies which are
not suited to charitable status to become

Foundations.

less good Charities would be under pressure Lo
reform; all the more so if it was made clear that a
day would come when old-fashioned charitable status
would be phaszed out completely.

: B The kinds of areas or activities such Foundations could be
active in would obvicusly be a matter of contentious debate.
In all probability one might want to focus on

health

sncial welfare

education and research

environment, conservation and the arts
churches

encouragement of enterprise and employment

To restrict the coverape just to, say, health, rhe Arts or
education alone would almost certainly be impossible. One
might also be able to develop the Foundation idea to help
particular areas and local causes.

6. Drawing the criteria of eligibilicy tightly should make
them easier to defend. Considerable evidence that such a
tiered system is defensible and useful is to be found in
foreign experience.

CONFIDENTIAL




CONFIDENTIAL

Thus: in France:

company payments for ordinary charitable bodies or
works is deductible from taxable profits up to o.1%
of turnover; but the limit is 0.3%, of turnover for
bodies on a special list compiled by the Finance

Ministry.

payments by individuals are normally deductible up to
1% of taxable income, but up to 5% for payments Lo
recognised Foundations or Associations in the public
incerest".

In Germany:

contributions for "eultural purposes'" are deductible
up to 10% income, while for rhose to ordinary
charities the limit is only 53%;

the income tax regulations list - in what looks like
a discretionary way - a number of organisations which
fall outside their main legal framework which also

receive reliefs.

[Source PSI Report. "Funding the Arts inm Europe". Ed. John
Myerscough Editor 19847) .

While in Italy gifts to charities, which are normally
deductible up to 2% of net income, are subject to a higher

limit for universities and similar institutlons.
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s In the USA a major discinction in law and tax treatment is
to be found between Public Charitable organisations and Private
Foundations. To qualify as the former an organisation must be
operated for religious, charitable, scientific, lirerary or

educational purponses; and either

{a) is a church, educational organisation with a
regular faculty curriculum and students, a
hGEP{LH]? or a8 GovernmentC unit;

normally receives a substantial part of its
support from a Government unit or from direct

or indirect contributions Erom the general

public;

more than one third of 1ts support comes from
membership fees, receipts for adminissions and
performance of services related to its exempt

purpose etc.

Private Foundations are essentially all remaining charitable
organisations which do not meet any of these condicions. In
essence they can be held to lack the dependence on publiec

support and a wide constituency of public clients which will
ensure responsiveness to public rather than private needs. The
limits within which gifts ars deductible are higher for Publie
Charitable organisations than for Private Foundations - 30%
rather than 30% of "ad justed gross income'. The Canadians
appear to go even [urther than the Americans, with comparable
distinctions between charitable organisations, public

foundations and private foundations.

5. French and, perhaps, German practice also suggests that
one need not have to introduce special legislation for a
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super-charity as such, as an extension to present charity law.
The differentiation needed could be effected by ordinary tax
legislation combined with a list of eligible bodies established
by the Authorities.

- Another rather different way of developing the Foundation

idea would be to prowvide for Foundations with special
Eriuileges and oblipgations which were a kind of conduit or
finaneial intermediary rather like Community Funds, or
Community Trusts - local all-purpose fund-raising charities
guch as the CAF is trying to promote. Or one could create a
small number of national or regional Foundations which were
given special tax privileges as before, each Co operate imn a
particular area, be it old age, the rural environment, art
collections or whatever. The Foundariens would then either
allocate the money themselves or do so taking broad account of
givers' wishes. However, this appreach is, perhaps, less
attractive than the pure super-Charity, in that

it might be less easy te justify giving full power Co
allocate to the board or management committee of such
a Foundation, even if the Americans United Way system
involves just that. Doing so would certainly weaken
the link between giver and recelver.

if the Foundation passes on money to ultimate
recipients nominated by givers, chen one has in
effect given all Charities the potential of
euper-charged tax relief to the extent they draw on
one particular method of giving which i= not
self-evidently objectively superior to others. While
this might give community trusts and pay-Toll giving a
hefty shat in the arm when it needs it, the move
could perhaps only be justified as a pump-priming
stimulus with a limited life.
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COSTING WAYS OF STIMULATING MORE CHARITABLE GIVING

The main paper proposes three ways of stimulating more
giving. In deciding their relative importance and priority
it is clearly important to have some idea of their impacek,
whether on the recipients er the Government's finances.
There {5 no direct way of doing this. There are effectively
no research findings which are relevant. To a marked degree
mach will hinge on wvital but intangible questions of
presentation, and the speed with which interest can be
aroused by any propaganda which may be associated with these
changes, There are alsoc two technical preblems;
substitution and deadweight. If & new measure diverts
Biving from elsewhere, its net impact is thus cffset - whieh
may be termed substitution. To the extent a new fncentive
merely attaches itself te giving which is eceurring anyway,
the latter is termed deadwelght., Neither is easy to allow
for in principle, for the reasons already given. For all
these reasons the calculations which follow are necessarily
more illustrative than firm predictions. Since 1983 is the
last year for which reasonably accurate benchmark statisties
are to hand, the caleculations illustrate the effects af the
changes against that 1983 base, While this will understate
their size for hypothetical future years, it allows one to
Bauge the ordersof magnitude and relativities with some

confidence.




COMPANRY GIVING. DEDUCTIBILITY FOR SINGLE GIFTS INSTEAD OF

COVENANTS

&5 The propesed change would effectively extend a given
degree of incentive to single giftes by all companies, offer
the prospect of deductibility to tax-exhausted companies
which will pay corporation tax in the future, and involve
less complication for givers. It would ideally be coupled
with a systematic campaign such as the CAF's Community Trust
Steering Group is proposing. The targets for such a
campaign might be to persuade companies te raise the

fraction of their profits given to charity to:

(a)l the levels now achieved by the largest

twe hundred companies; or

(b} the higher levels prevailing in the early 70s

before the oil erisis.

i According to the Elue Book (Table 1.8) in 1983
companies gave L74m to charities out of total income of
£81.7bn, a fraction of 0.09%. For the top two hundred

corporate donors the f[raction averaged 0.21% between 1980/81

and 1982/83. /Charity Statistics 1983/84 p 41/ In the

four years 1970-73 before the oil crisis the fraction moved
as follows according to the (somewhat uncertain) Blue Book

figures:




[Source NI Blue Book Table 8/

4. It follows that the "best 200 companies" target of
0.21% would take the fraction of income given back to just
above the 0.20% figure for all companies in 1973, the last
year befor the oil crisis. As the overall figure was better
in 1970-72, a target of 0.21% would appear both attainable
and a reasonable basis for a conservative estimare in line

with both {(a) and (b} in para 2 above.

) An increase in the ratio frem 0.09% to 0.21% wauld

mean an increase in the total given by a factor of 2.3, or

—

some £100m. With a 35% corporatien tax rate thizs would

attract a further £54m of tax relief from the revenue if all

gifts were eligible (which is unlikely, because of tax
exhaustion. If companies returned to their 1970/71 level
the increase would, of course, be half as much again. But it
is perhaps unwise to suggest that such a SLTYONE 1mprovement

is possible,
PERSONAL GIVING: PAY-ROLL DEDUCTION

b According to a recent CAF survey iEharity Statisties

1983/84 p {i?, the top 200 companies operated pay-roll

giving schemes in 1983 which collected £4.6m for fourteen




charities. As these companies employ some 4m people, this

means gifts of just over L1 per employee per year. f?he

amount given per donor appears not to be known;? The

proposal will be of relevance only to those in emplayment,

not the selfi-employed. It is relatively easy to see it
being adopted fairly extensively in the public sector with
its {nearly) 7m employees, rather less so in the private
sector, with employment of roughly twice as much. If the
system was operated to make new gifts over and above
existing covenants by 1 in 10 public employees, but only 1
in 20 private ones, there would be about 700,000 givers in
each sector, some 1.4m in all. If the average donor gave
30p a week, the total would be about £36m a wear, which
would in addition attract tax relief of some £15m or so. If
the proportion of givers amongst all employees rose to 1 in
10, the average gift remaining at 50p & week, the total
would be about £55m attracting some £23m income tax relief.
It could well be that such a great spread of pay-roll giving
is unlikely, but that the weekly sum given might be rather
larger - certainly such an inference is supgested by the CAF
survey. Whalever the case may be, the above estimates are
likely to be as high as can be justified for some

considerable period.

F This estimate rules out substitution ex hypothesi, not
by denying it will happen but by focussing on how much new
Eiving might be achieved. The real risk of deadweight would

exist to the extent individuals divert to pay-roll giving




attracting tax relief the one-off gifts they will in any
case make (on flag days, in response to appeals and so on)
but without attracting any relief, The range and character
of such requests for giving is unlikely to be matched in
variety and scale by pay-roll giving opportunities, which in

any case arise from a slightly different motivation.

Moreover, ex hypothesi, the number of emplovees using the

pay-roll method are unlikely to be more than a small
fraction of the employed population (10% or less) and much
less as a fraction of the total adult population. For both
these reasons there will be severe limits on the amount of
deadweight which is possible. But clearly it will not be

entirely negligible.

PERSONAL GIVING: LIMITED TAX RELIEF FOR SINGLE GIFTS

5. In the absence of any indicative information about the
pattern of donations, one might hope that the limired tax
relief for single gifts might attract giving on the
following scale. Out of an adult population of about 30m

(all those between 18 and &5)

1% might give £50 a year, total £15m before tax
5% i e 15 - " = £22km - " -
5% " £5 T £7%m

TOTAL £45m




This would attract tax relief of about £10m if done by a
covenant system, or onée might assume that at least the
equivalent extra sum was given if a deductibility route was

emploved.

9. There would clearly be significant deadweight, given

the relatively substantial sums given already without tax
remission. However, even if the deadweipght was as much as
£30m out of the £45m, there would srill be £15m of extra
gEiving, which would more than match the tax relief. There
would also be some substitution fer ordinary full covenants.

This would be discouraged by the lower level of relief, and

= perhaps mere important - by it being in charities’

interest to use the device to complement their &-year
covenants rather than undermine them, Where substitution
does happen it may not be in the charities' interests, since
they will enjoy a little less tax remission if the single
gift is on the covenant system. The loss would, however, be

small,

SUMMING UP

10. Adding these 3 estimates together, we have the

following costed targets (£m)




Em

Gift net of tax tax rebated

Companies -
single gifts

Pay-roll giving

Persons single gifts

181-200

Grand Total
E260-287

11 This would if achieved mean roughly & doubling of

giving in relation to the 1983 base - an ambitious goal. Of

the three proposals, the company route appears most
productive; pay-roll giving a valuable way of tapping new
resources; while personal single gifts might be less
productive, particularly when offets are allowed for -
though nonetheless clearly worth considering as an

experiment.
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10 DOWNING STREET

From ike Privafe Secrefary

25 April 1985

COVENANTED CHARITABLE DONATIONS BY CLOSE COMPANIES

The Prime Minister has seen your letter to me of
22 April. BShe has noted that Sir Emmanuel Kaye's particular
case is now the subject of dJudicial review and therefore
gsub judice. Hevertheless, she Ielt that the pregent tax
treatment was unsatisfactory. By paying great emphasis
on fairness between different groups of taxpayers it was
frustrating desirable donations to charities. she noted
the Chancellor's wish to find a way in the next budget of
removing the limit on charitable covenants and wery much
hopes that this will prove possible. She would Ilike to
be kept informed of progress.

Sir Emmanuel has received the attached letter from
Robin Butler so he is presumably awaiting a reply from the
Chancellor. Despite the fact that his case is sub judice
and cannot be commented on directly and the fact that the
Government is not offering any concessions, the Prime Minister
would like the latter +to be as sympathetic i1n tone as
possible.

(AMNDREW TUEMBULL)

Mrs. Rachel Lomax,
H.M. Treasury.
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CLOVERANTED CHARITAELE DONATIONS BY CLOSE COMPANIES

bl
- 3 RAobin Butletr wrote to me on Eﬁfﬁar:n about Sir Emmanuel Kaye's repressnta-
tions about the tax rules under which a c¢lose company's covenanted payments Lo
charity asre apporticned to the compeny's shareholders.

2 Il enclose a note which explains the effect and purpose of this parlicular
close company provision, and gives the beckground so far as Sir Emmanuel Kaye's
company is concerned. It also deals with the particular arpuments which

Sir Emmanu=sl pub Lo the Prime Minister,

3. Sir Emmanuel has been incontinuous correspondence with Treasury Ministars
on this matter =ince July last year. During the course of this the Chancellar
has conaidered very carsfully all of Sir Emmanuel's arguments for ending this
apportionment provision. He has concluded, however, that there are gaod
reascns why this provision should be retained and, having reviewed the matter
again, that remaine hig vicw. e

L. As the background note expleine, the essence of the matter is that whilst
this Government is firmly committed to the encouragement of cheritable giving,

there tg =t sTake hare another equally important principle - that of parity of
treatmeni Bétween oné group of Laxpayere snd another. Without apportionment,
intIvitoaTE WHE BFe memhers of & clogsely contraliod company would be able
elfectively to obtain a greater tax saving, for a given level of beneficence,
than "-'J'I-'E'j" would if inazasd They covenanted direet W o =T ule S ovalleble
to individuals who ere not members of such a COMpPANY « —

5. In addition, the pessible cost and avoidance implications of ending
epportionment can not be ignored. As explained in the note, the revenue loss -
evean if there was no abuse - might be gignificant. Buft this provision is also
an importent safeguard againet certain kinds of avoidsnce schemes invelving
charities, and if apportionment was abolished, the expectation must be that
there would be 8 marked inoreasc in the use of such schemes.

= A5 you will know, however, the Chancellor did Lo nhis Budget decide to
increasa from £5,000 to £10,000 the maximum annual amounl in regpect of which
an individual making covenanted paymente to charity is entitled to rélief Bt
the higher rates of income tax. This change will benefit both individuals
covenanting directly end also those who are members of a close company which
itself eovenants. In this way, the Chancellor was able to provide further




encouragement to charitable giwing whilst at the same time maintaining parity
of treatment bstween taxpayers.

g The Prima Minister may llke to know, in confidence, that the Chanoellers
will he considering Che case for removing the limit on charitable covenants
antirely in the next Budget. If that was ﬁEEE,h?HEPE would be ne nesd to
apportion covenanted income of cloge companies. As a necessary counterpart,
however, thare would have to be strict rules to ensure that noney covenanted
reached penuine [ie arms length] public cherifies. But it iz too soon to gay
whiather thie iz a fessible option and for that reason the Chancellor is
anxisusa that no reference should be made to this pogsibility to Sir Emmanuel
Kaya.

. Finally, the Prime Minister should be sware that Sir Emmanuel's company
has now applied for' e judicial review of the Inland Bevenue's action in
apparticning the charitable covensnted payments made by his company. So far
as Sir Emmanuel's own company is concerned, therefore, the matter must now be
regarded as sub-judice.

:7”"‘""‘ L2 e
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CHARITABLE COVEMAMNTS BY CLOSE COMPANIES - BACKEGROUND WOTE

e A close company is, broadly, one which is under the control
{in a very wide sense) of 5 or fewer persons or under the

control of its directors.

2. The 1972 Finance Act provides for certain annual payments
[including covenanted donations) that are deducted from the
taxable profits of a close company to be apportioned ameng the
members (usually sharcholders) of the company,; the amounts
apperticned being treated as income in the hands of the members
and taxed accordingly.

£ This rule is a necessary accompaniment to the general rule
for individuals. Essentially, it ensures parity of treatment
with that which applies to donors who are not members of close

companies, or which would apply if the members instead

covenanted directly.

Position of individual who makes covenanted donations to charity

q. Wnen an individual makes a covenanted payment to a charity,
he gets tax relief for this ar his full marginal rates of income
tax only on the first £5.000 (to be increased to £10,900 in the
1985 Finance Bill). aAnything above this attracts relief at the

basic rate of tax only.

Position of individual shareholder in close ccmpany

= 1 Individuals who are members of a close company are,
effactively, in a pesition to choose; they can either arrange to
take more out of the company by way eg of remuneration or
dividend and then to covenant directly, or they can take lass
out and arrange for the company itself to covenant.

E. Under the second option, the income foregone would
otherwise have been liable to tax, including higher rate tax




whare appropriate. By arranging for the company to covenant,
therefore, the members would - without apporticnment -
pffactively get higher rate relief on amounts in excess of
E5,000 (£10,000) rather than relief at the basic rate only as
would be the case if the company had paid a dividend ete
instead, and the members had covenanted directly.

Cost and pessible avoidance implications if apportionment was

ended

7. The present tax vield - ie on assessments at higher rates
on amounts apportioned teo individuals in excess of £E5,000 - is

estimated at about £ln|a.year. But the annual revepue loss from

ending apporticnment could be much greater than this, depending
on the extent of the change and alsoc on the probable behavioural
effects that would result.

8. Thus, unless abolition was confined to trading companies,
any individual of sufficient means would be able to form a
company and transfer to it his investment=, or make it an
interest free loan, and then have the company covenant its
annual investment income to the charity of his choice =-
effectively, thereby, getting higher rate relief on the whole of
the amount covenanted. (And, even if confinaed to trading
cocmpanies there would still be scope for abuse - ie by dressing
up such newly formed investment companies to look like trading
companies.) The expectation must also be that all those
individuals who are shareholders in existing close companies,
and who at present covenant more than £5,000 (E10,000) to
charity directly, would in future arrange for these payments to
be made by the company thevy control. We have no way of
estimating the extent of these possible behavioural effects, but
given the large number of close companies in existence already
there could be a substantial increase in the resulting annual
ravenue loss.




9. More generally, there is already considerable use of
charities as wvehicles for avoidance of corporation tax and
income tax. Various devices are being used, but there is one
that 15 of particular relevant in the presant context.
Typically, what happens in this kind of arrangement is that
John Smith Limited covenants its payments to John Smith
Charitable Trust. The Trust will make some payments - perhaps
as littla as 15 per cant of its income - to outside charities,
and the rest of its income is invested or passed on to another
private charitable trust. What happens then is often very
obecure, but there are a number of indirect means through which
the family or close friend can end up as the major
beneficiaries, such as by making payments to a small class of

beneficiaries.

10. Another wvariant here is the "company banker" arrangement,
whereby the parent company of a group of trading subsidiaries i=s
itself a ragistered charity. The trading subsidiaries covenant
their annual profits to the charitable parent which may again
pay over only a relatively small amount of 1lts receipts to
charity, either investing the rest or even loaning it back to
the subsidiaries.

11. Although the problem goes much wider than covenanted
payments, tha present apportionment provision is often the only
means available to the REevenue to counter these particular
schemes, and there is little doubt that if apportionment was
ended there would be a marked increase in the use of such

schemas.

Sir Emmanuel Kaye's company - Lansing Bagnall Limited

12. For a number of years, Lansing Bagnall Ltd, a close company
in which Sir Emmanuel Kaye himself has a mere than 50 per cent
interest, has been making covenanted payments to charity. Ower
the 5 vears 1978 to 1982, total annual payments wers, on




average, about £51,000. (In the vear ending 30 April 1983 there
were further payments of 2113,000, but the final accounts for
this year are not yet avallable.)

13. There was initially an apportionment of the payment made in
the year ending 30 April 1982, but not of the payments made in
earlier years. The reason for this was that the local Inspector
of Taxes who had handled the company's affairs up to 1981 had
overlooked this regquirement of the clcse company provisions,

whilst his successor did not.

l4. When the matter came to light the Inland Revenue considered
whether it would be within the Board's "care and management"
powers under the Taxes Management Act not to re-opan the
liabilities for the earlier years. They concluded that this
would not be a proper use of those powers, and would be contrary
to their practice in other cases. Apportionments were therefore
also then made for the year ending 30 April 1978 (the year
farthest back within the statutory time limit for re-opening
assessments)| and, with one exception, for all of the succeeding
years to 1982. (There will also need to be an apportionment for
the payment in 1983, once the accounts have been finalised.)

15. The exception was for the year ended 30 April 1979 where a
formal clearance that an apportionment would ncot be made had
been granted. Though strictly speaking this clearance relatred
to the apportionment of income rather than to the covenanted
payments, the Board considered that it would not be justified in
re-opening the assessments for that year.

2IR EMMANUEL KAYE'S PARTICULAR ARGUMENTS

16. Sir Emmanuel is mainly concerned with the principle itself
of continuing to appertion covenanted payments by close trading
companies, which he believes is no longer justified. He
suggests that either this particular provision in the
legislation should be repealed or, possibly, that the same




result could be achieved by reinterpretation cof the existing
legislation (see last point below).

Conflict with Chancellor's 1980 Budget Statement on charitable

giving

17. Sir Emmanuel is refering here to the then Chancellor's 1980
Buaget Statement that "it i1s important to do all we can to help
charities and to stimulate private benefactors and helpers”.

18. This Statement was made in the context of a number of
measures introduced to encourage charitable giving, including
the introduction for the first time of relief at higher rates of
income tax for covenanted donations to charities.

19. But the Chancellor made it clear in his Budget Statement
that this higher rate relief was to be subject to a ceiling of,
initially, E£2,000 a year. (The ceiling was increased to £5,000
a4 year in 1983, and is now being increased to £10,000.)

20, The 1980 Finance Bill also made it clear that this limit
for higher rate relief would apply to covenanted payments made
via close companies and apportioned to individual members.
Indeed, 1f this had not happened, members of a close company
which covenanted would have been disadvantaged compared to
individuals covenanted directly.

Ancmalous to retain this apportionment for close trading
companies

21. Sir Emmanuel suggests that the apportionment of covenanted
donations for trading companies conflicts with the abolition, in
1980, of appertionment of their trading income.

22. All that was abolished in 1980 was the apportionment of
trading income of trading companies. It was made clear that the

apportionment of other income of trading companies - ie




investment income - was being retained. Similarly, the
abolition of the apportionment of trading income af trading
companies had no bearing on the apportionment of covenanted
payments to charities (and other relevant annual payments) which
continued to apply. The apportionment of these annual payments
dlways has been separate from and additional to any
apportionment of ilncome.

23. As noted (paragraph 20 above), if this apportionment
provision had not been brought into line with the new highar
rate relief for covenanted donations by individuals, members of
a4 close company which covenanted would have been disadvantaged
compared to individuals covenanting direectly. But by the same
token, if apportionment of these payments had been abolished
individuals who are members of a closely controlled company
would be able effectively to cbtain a greater tax saving for a
given level of beneficence than would be available tc them had
they instead covenanted directly, or than would be available to
individuals who are not members of such a company.

Positicn in other countries

£4. Sir Emmanuel says that "10 industrialised countries" he has
studied have no apportionment of charitable donations.

23. In correspondence with Treasury Ministers, Sir Emmanuel has
refarred in particular to the USA and Canada. But, in those
countries there is nc apporticnment of covenanted payments made
by the equivalent of close companies because, unlike in the UK,
there is no taxation advantage toc ba gained by the individual

having his company make the payments. Any comparison with other

countries needs similarly te take account of what happens
elsevhere in the tax regime of the country concerned.




Revenue not compelled to apportion

26. 5ir Emmanuel suggests that because the apportionment
lagislation (paragraph 3 of Schedule 16 Finance Act 1972) says
there "may" rather than "shall" be an apportionment, the Revenue
has discretion not to apportion. (The implication - somewhat
paradoxically - being that the Revenue would then be required to
gxercise that discretion in a particular way - ie in favour of

the taxpayer.)

27. Long established legal authority is that whethar "may" is
to be construed as discretionary or mandatory depends largaly on
the context in which it appears. As used here, the Revenue's

legal advice is that there iz no discreticn in the sense

intended by S5ir Emmanuel.

28. However, guestions of this kind can ultimately be decided
only by the Courts. Sollcitors acting for Lansing Bagnall Ltd
have given notice for a judicial review of the Inland Revenue's
action in apporticning the covenantad payments made by the

company.
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10 DOWNING STREET

From the Principal Privafe Secretary 28 March 1985

COVENANTED CHARITABLE DOMATIONS BY CLOSE COMPANIES

The Prime Minister told the Chancellor of the Exchequer at
their talk vesterday afterncon that she had received representations
from S5ir Emmanuel Eaye about the Inland Bevenue's action in
apportioning to shareholders of close companies the covenanted
charitable donations of the company.

S5ir Emmanuel argues that the relevant anti-avoidance legislation
gives the Inland Revenue the power to apportion payments but
doss not compel them to do s0. He argues that the Inland Revenue's
action is in conflict with Government policy to encourage charitable
giving by companies and in particular with the former Chancellor
of the Exchequer's statement of 26 March 1980. He also argues
that the apportiomment of trading income of trading companies
was repealed in 1%80 and it is therefore anomalous that the
apportionment of charitable covenants of trading companies
should be retained. Finally he says that the ten industrialised
countries which he has studied make no distinetion between
close companies and others in respect of charitable contributions.

The Chancellor explained to the Prime Minister last night
that Sir Emmanuel Kaye's representations were by no means new,
but the Prime Minister asked if the Chancellor would have a

ffurther loogk at them in the light of the arguments set out
above .

Mrs Rachel Lonax
H M Treasury




10 DOWNING STREET

From the Principal Private Secretary 28 March 198

The Prime Minister has asked me to thank
you for yo
charitable donations by close companies. She
has had a word with the Chancellor of the
Excheguer abouf this matter and has asked
him to logk at it again in the light of the
polints in your letter.

51ir Emmanuesl Kaye, CEHE.
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22nd March, I188a.

The Rt. Hon. Mrs. Margaret Thatcher MP
Prime Minister

10 Downing Street

LONDON 5. W.1.

%MPMW@

COVENANTED CHARITABELE DONATIONS BY CLOSE COMPANIES:

Reluctant as I am to intrude upon vour lime., as this matier concerns chorities
and | have been advised by Sir Robert Armstrong and Mr. Cecil Parkinson
fo bring the issue to your notice, I hope you will forgive me.

I have applied to the Charity Commissioners o register a charity to help the
victime of terrorism = I have in mind particularly the English victime of
terrorism - but whether I shall be able to provide worthwhile help will

turn upon the contents of this year's Finance Eill.

I have alwaye believed that companies should foke a wider view of their
responsibilities than just their own commercial interests; hence, for more than
25 years, this compary - wiih the full knowledge of the Inland Revenue - has
supported local cnd national registered charities.

However, lost summer we stopped all charifable donations.

Thig {8 because the Revenue hove decided lo fax our shareholders on the
company's charitable donations. The attached letter explaing how this situation
came about. The Financial Secretary, Mr. John Moore, haos sided with the Revenue
and appears fo have the support of the Chancellor. However, point 11 makes a
suggestion you may find helpful, i.e. of all Treasury Ministers, the one who is
particularly knowledgeable on the relevant lox lows is, of course, Mr.Peter Rees.
Would you eonsider asking him for a review of the situation, especially on account
of the fact that this tox does not exist in the ten other leading civilised countries
I have checked - please see point 5. (The welcome Budget increase for indivi-
duals' charitable donations does not meet the point of companies’ covenanted
giving according to their means).

I appeal to you for the exercise of your well-known and much respected common-
gense and your skill in cutting through 'red lope’. Without your intervenlion I
am afraid this capricious and angchronistic legislation under which the Revenue
ig acting will stay on the Statute Book to the detriment of numerous charities .
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cend March, 1885

The Kt, Hon. Mrg. Margaretl Thatcher, M.FP
Prime Minisier

10 Downing Street

LONDON §.W.1.

Moy oes Von, Ml

COVENANTED CHARITABLE DONATIONS BY CLOSE COMPANIES:

As a follow-on to my letter of even date, I should explain that: -

I. With the gppointment of a new Inspector who was dealing with
our 1882 Accounts, the Revenue suddenly took it info their
heads to change the practice of 25 years and to lax our share-
holders on the covenanted charitable donotions made by the
company. Although the relevant 1972 legisiation states that the
Revenue MAY gpportion payments to, i.e. tax, the shareholders of
a close company in regpect of the company's charitable donations,
the Revenue maintains that the legislation means they SHALL apportion.

In June last, I raised this matter with the Chancellor when he
attended a meeting of The Unquoted Companies' Group and he
asked me to write to him. He passed my lelter to the
Fingneial Secretary, Mr. John Moore, who sent it to the
Inland Revenue - who produced a convoluted reply maintaining
their pesition and saying they had no option bul lo lax our
ghareholders and, with their not unusual reaction of hitling a
guerying taxpayer harder, that they would now have fo go
back and, by apportionment, lax owr shareholders over the
previous six years of the company's charitable giving.

We are challenging the assessments on a technical matter of
construction, but that in no way inhibits o discussion of
the policy issucs.




There hog been voluminous correspondence gince last June.
I refrain from sending it to yvou but enclose a note on the
Revenue argument.

I have checked the situation in the following countries and
there (& no distinction made between quoted and unguoted,
unclose and close companies in respect of charileble contribulions: -

United States Canada Japan
Belgium Denmark France
ermany Traly Lurxembourg
The Netherlands.

John Moore's comment an these international comparisons iz

that "it would be misleading to consider e particular provieion
in isolation from the rest of the tax regime in the countries
concerned” - which, in my view, (s no answer! These are all
eivilizsed couniries, yeét they have faoiled fo discern the "danger”
to the principle of parity between tarpayers which the absence
of apportionment provisions supposedly enlails (and which the
enclosed note explains is the Revenue's stance).

The Revenue's aftitude, supported by the Financial Secretary,
ig quite contrary fo the gtatement made by Sir Geoffrey Howe
when Chancellor of the Exchequer, on 28th March, 1880,

when he relaxed taxaetion so as to help charities and said "It is
important to do all we can to help charities and to stimulate
private benefactors and helpers”. In the same Budget he repealed
the apportionment of trading income for trading companies, so
it 15 anomalous thal the epportionment of charitable covenants
ghould be retained even for trading companies. Government
pelicy was alse described by Mr. Patrick Jenkin as recently as
1&th November, 1884 when he encouroged volunlory bodies to
look to companies for funds.

Out of the blue I received a letter from Lord (Ralph) Harris
who wrote "I was agtonished o hear that the Treasury are now
persecufing unquoted companies for their past charitable
donations. It seems to me an oulrage”.

There iz no doubt that the provisions deter maony companies
from exercising charity and are in conflict with Government
policy, which is io encourage chariichle giving by companies.
The Chairman of the Conservative Party Finance Commitiee, Sir
William Clark, has written to John Moore asking for the law io
be changed. However, John Moore hes given no indication
that he intends to do so.

The Financial Secretary has had numerous letters from Members

Jover....

&




/page 3...

of Parliament reflecting the sgerious concern of various charities.
They have all received similar replies giving the Hevenue line.

The Chairman ef the All-Party Arts & Heritoge Group, Mr.
Patrick Cormack, led a deputation to see John Moore on
Tuesday, S5th March, but made no headway.

May 1 make a suggestion which you may find helpful: Of all
Treasury Ministers, the one who is particularly knowledgeable
an the relevant tox lows fg, of course, Mr. Peler Rees.

Would you consider asking him for a review of the gifualion?

Summing up, therefore:-

The rules that inspired these provisions disappeared in 1980.
The provigions deter charitable contribution and are in conflicl
with publicly stated Governmen! pelicy, which is lo encourage
charilable giving by companies.

Ten important civilised countries have nothing like these
provisions, which underlines that the Revenue's general policy

argumenis are unsound.

Reforming these provisions would be wholly uncontroversial.

In a situation where we are all trying to convince public opinion
of the benefits to the community of private enterprise, to hamstring
industry's efforts to perform its contributive role in society is, I
trust you will agree, counter-productive.

I do hope this issue will benefit from your atiention and that this otiose
legisiation will be repealed in the coming Finance Bill.




To: The Prime Minister 28nd March, 1985

THE REVENUE ARGUMENT
(A note to supplement what I say in my letier of 18.3.85)

PROPOSITION

The Revenue argument is that the shareholders in an unquoted elase
company are in a pogition to choose to ¢covenant to charities whether
directly, or indirectly via the company (which the shareholders are
deemed to control), and that apportionmeni ensures parity in relation
to charitable giving as between such shareholders and individuals.

REPLY

We have replied that:

i) the reason for the provisions in the first place was not parity,
and for trading companies the real reason has, since the 1880
Budget, disappeared.

the Revenue have chosen the wrong "parity”, which can only
be achieved at the cost of dislocating other parities;

even if it were admitted to be the right parity fo look for,
the legislation operates so selectively and capriciously as to
be unable to achieve equitable resulis.

THE ORIGINAL REASON

The Revenue have not argued that the apportionment of charitable
covenants was part of the 1085 shortfall legislation (which it wasa)
because for trading companies that legislation (in effect) no longer
gpplies, and the real reason for the legisiation is therefore contrary
o the Revenue's case.

THE PARITY ISSUE

The Revenue say thai they are preserving parity in tax treatment between
an individual who is not o member of a close company and the shareholders
of a close company. Thay are not, of course, preserving parity between
the shareholders of close as compared to unclose companies; nor are

they even preserving parity between all shareholders in close componies,
where one shareholder may be llable to apportionment and another escape
whaolly or partly because the second holds shares in a company which has
only chargeable gains as oppesed to trading profits; or which recovers
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the credit on dividends; or which has no taxable profit becouse, for
instance, of capital allowances. Even if there were an argument for parity
the abvious cdpriciousness n the way the legislation applies defeats that
argument. One of their latest justifications, in fact, suggests that a close
company should poy the tox apportioned amongst the shareholders, as the
1872 legislation permits. So now, apparently, they are not interested in
preserving parily between different companies!

THE ISSUE OF DISCRETION

As to the Revenue's discretionary powers, you will appreciate the extreme
illogicality of the Revenue's contention that they have no discretion
regarding charitable donations when I peini out that on 26th February,
1873 the Revenue stated that, as far as the general apportionment of

cloge companies’ (ncome was concerned, they would give sympathetic
consideration o three lypes of case - one of which was an (otherwise
mandatory) apportionment reflecting the disallowance for tax of "a
relatively large amount of entertaining expenses". Therefore, the Revenue
can exercigse sympathy and discretion for relatively large entertaining
grxpenses (vis-a-vis a provision which effectively says "SHALL") but say
they cannol exercise sympathy and discretion in respect of charitable
donationa (vis-a—vis a provigion which actually =ays "MAY").

THE IRONY

The relevant apportionment provisons do ngt apply to queted unclose
companies. Langing Bagnall i3 of a size where we could easily be a
quoted, unclose company larger than many cthers and, if that were the
cose, ouwr charitable donations would be no different but our shareholders
would not be taxed. Smaller quoted unclose companies escape this penalty
and it iz part of our contention thal our shareholders’ position should be
compared with that of shareholders in unclose guoted compenies, since the
real ground of comparison is with what the companies do, and not with
individuals in their private capacity.

INTERNATIONAL COMPARISONS:

The ten tmportan? civilised countries listed in my covering letter have no
provision to tax the shareholders of close companies on the companies’
charitable donations. This underlines thet the Revenue's general policy
argument 18 unsournd.







