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Tainted Charity Donation Rules

The Tainted Charity Donations’ rules are based on a purpose test which considers the effects of, and
circumstances in which the donor or someone connected to the donor, entered into arrangements to make the
donation, and to whether those arrangements are deemed to obtain a financial advantage.

Three conditions, A, B and C must be met for a donation to be a tainted charity donation.

Where all 3 conditions are satisfied, the donor loses any tax relief that they would have been entitled to claim,
had the donation not been tainted.

An additional charge to tax may also arise where the donation would have been eligible for relief under the
Gift Aid Scheme (for individual donors only).

The 3 conditions which must be met for a donation to be tainted are:
e Condition A — the donation to the charity and arrangements entered into by the donor are
connected;
« Condition B — the main purpose of entering into the arrangements is for the donor, or someone
connected to the donor, to receive a financial advantage directly or indirectly from the charity;
e Condition C — the donation is not made by a qualifying charity-owned company or relevant
housing provider linked with the charity to which the donation is made.

All 3 conditions must be met for the new rule to apply.

These rules only apply to donations that are defined as ‘relievable charity donations’. Donations that are not
defined as relievable charity donations are not affected by these rules.

A relievable charity donation is a gift or other disposal which is both:
e made by a person to a charity;
o eligible for tax relief.

A gift or other disposal is eligible for tax relief if one or both of the following apply:
 (ignoring the tainted charity donations rules) tax relief would be available in respect of it under the
relevant relieving provision;
« the charity is entitled to claim a repayment of tax in respect of it.

The relevant relieving provisions are UK tax reliefs available to donors to charity of:
o Gifts of chargeable assets;
« Gifts of plant and machinery;
o Payroll Giving;
o Gifts of Trading Stock;
o Gift Aid and Gift of Shares, Securities and Real Property;
o Gifts of Trading Stock.




Where a donation is tainted (tainted donation), the donor is not entitled to claim tax relief that would otherwise
have been due in respect of it, or in respect of any other donation that’s associated with it.

Tainted Charity Donations and Gift Aid

If the donation would have been a qualifying donation under the Gift Aid scheme if it were not a tainted
donation, the charity will continue to be entitled to make a repayment claim to HMRC in respect of Income
Tax. However, an Income Tax charge will arise in connection with this repayment. The amount of the Income
Tax charge is equal to the amount of the repayment of tax that the charity would be entitled to claim in respect
of the gift aid donation (whether or not the charity makes the repayment claim).

The tax charge may fall on the donor, a connected person or any other potentially advantaged person under
the relevant arrangements in relation to the tainted donation, or the charity (or any connected charity). In
practice HMRC will look to the donor and any other financially advantaged person first. In any
event, HMRC would not seek to charge the charity unless the charity was party to, and aware of, the
arrangements to obtain financial advantage.

There will be no liability to Income Tax where the repayment is repaid to HMRC under some other provision,
for example if the charity is charged to tax on non-charitable expenditure in relation to the donation.

Interaction with the Gift Aid benefit limits

The rules contain provisions that ignore a financial advantage if it’s a benefit associated with a gift that is a
‘qualifying donation’ for Gift Aid. If a benefit associated with a gift is within the limits specified in the Gift
Aid benefit rules the donation may be a ‘qualifying donation’.

Action : If you can answer “YES” to all 3 of these points , please refer the donation to the Bursar for further
investigation as it may be a “tainted” donation, with specific tax implications.

1. Is the donation given with “strings attached”?

2. Does the donor gain a financial advantage from the College by making the donation?

3. Is the donation made by someone other than a) a housing provider linked to the College or b)
one of the companies owned by the College?




